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NATIONAL ECONOMIC PLANNING, BALANCED
GROWTH, AND FULL EMPLOYMENT

WEDNESDAY, JUNE 11, 1975

Coxaress oF THE UNITED STATES,
Joixt Ecoxomice CoMMITTEE,
) Washington, D.C.

The committee met, pursnant to notice, at 10:10 a.m., in room 2212,
Rayburn House Oftice Building. Hon. Hubert IT. Humphrey (chair-
man of the committee) presiding.

Present : Senators Humphrey. Javits, and Taft; and Representa-
tives Bolling. Reuss. Moorhead. Long. and Brown of Michigan.

Also present : Richard F. Kaufman. general counsel; Jerry JJ. Jasi-
nowski, professional staff member: George ). Krumbhaar, Jr., minor-
ity counsel; and M. Catherine Miller. minority economist.

OreNING STATEMENT oF Cratrmay HoMrrirey

Chairman Hesenrey. We will open our hearing this morning on
the subject of balanced growth and economie planning. And T want
to express cur thanks to our witnesses for their cooperation.

This is the opening day of a hearing on a proposed piece of legis-
lation which 1 believe should be of fundamental importance to the
development and the growth of our economy. The question that faces
the American cconomte community and the political society is whether
or not we are going to at long last engage in some form of economic
planning or not.

The introduetion of the Balanced Growth and Economic Planning
Act by Senator Javits and mvself. and a number of others has already
provoked a good deal of discussion. and this is exactly what we hoped
would happen and knew would happen. And we believe it is all to
the good. The more discussion. the move consideration, the more de-
bate, the better as far as am concerned.

I hope and T believe that as these hearings develop. and as the
subject matter is ventilated and aired, and as our bill 1s modified or
strengthened or developed that the American people will express their
support for the idea of national economic planning. I believe they will
once they understand what its objectives are. ’

The reason we must have economie, national economic planning,
and this is very clear to me. but it may not be to all others. we need
it because it is the one wav that we will be able to improve. or should
I put it that it is one of the ways that we will be able to improve the
long-term performance of the American economy. And that to me is
of vital importance,

(1)
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Just on the way here this morning once again I am confronted with
the specter of very high unemployment and an economy that many
people sa)z shows some signs of revitalization. It is to me of greatest
concern that we talk of economic recovery at the same time that we
are willing to accept such high rates of unemployment. I do not believe
that this i1s acceptable, either politically or economically.

We ask ourselves this morning who can deny the unfortunate, and
for some the miserable state of the economy today? Who can deny
in the face of 9.2 percent unemployment that the Government and the
private sector are really failing to carry out their responsibilities to
the working families of our country? Who can deny the problems
this economy has experienced over the past 6 years, the inflation, the
lost jobs, the freezes, the controls, the recessions? I think that that
statement alone indicates that we have not had a consistent policy. It
has been an ad hoc, hit-and-miss arrangement designed to alleviate cer-
tain problems and certain pains only to bring on increased difficulties.

A number of economic forecasters are saying that the recession
has bottomed out. And as I indicated earlier, there is some evidence
for 'that. But there is also evidence that having hit the bottom, the
economy is likely to stay on the bottom or close to it for some time.
And I noice that the President himself yesterday indicated some
degree of support for that statement, and many of the people that
you are hearing from now are saying that while the economy may have
hit the bottom in terms of its recession, that the climb back out will
be a slow and difficult process.

Now, I recognize, and I am suze my colleagues do here, that plan-
ning is no panacea. There are no illusions that planning procedures
will be a cure-all, that we will have a crystal ball to see clearly in
the future. And I think we ought to make it clear that we are not
even contemplating such a possibility. Planning is no end in itself.

However, it may help to make our Nation’s economy perform
better than it has {)een performing recently. Americans do want to
control their own destiny to the maximum extent possible. We are
not fatalists, and we are not comfortable leaving things to chance. It is
sensible to try to look ahead, to try to coordinate our policies, taking
into account available resources in order to improve the chances of
accomplishing our goals and objectives.

I believe it is important that we stop for a moment to realize that
we have not even come to an agreement upon our goals and our objec-
tives, and surely we have not indicated any timeframe in which those
goals and objectives are to be maximized or achieved. Nor have we as
yet as a country, or & government, or as a society laid down any priori-
ties. We are really almost like a wounded animal, just charging hither
and yon, in pain and anguish, trying to find an escape from our
present predicament. ’

I mentioned that we need to improve the chances of accomplish-
ing our goals and our objectives once they can be agreed upon. Cor-
porations do this, labor organizations try to do this, and yet Govern-
ment does not seem to take the same approach.

My interest in this legislation is triggered in the large sense by
the realization that the Federal Government, in cooperation with State
and local governments, spends or invests or has outlays that run into
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the sum of money of around $500 billion, unplanned, uncharted, un-
organized, just there. And how you can operate an economy without
some sense of direction with governmental institutions, Federal, State,
and local being tied into the development of the private economy is
beyond me.

e are fortunate to have with us today spokesmen for both industry
and labor, men that have given of their time and attention to some
consideration of planning activities. We have Mr. Leonard Woodcock,
president of the United Auto Workers; Mr. Leif H. Olsen, senior vice
president and economist for the First National City Bank; and Mr.
W. Howard Chase, consultant and former vice president of the Amer-
ican Can Co.

Gentlemen, we are very pleased to have you here this morning. You
have taken time from your work to share your thoughts with us.

Mr. Woodcock, since you have taken such a primary interest in this
type of legislation, we would ask you to proceed first with your
statement, and then we will hear from Mr. Olsen and Mr. Chase.
- There may be members of the committee that would like to make a
statement, and I believe that Senator Javits would like to say
something.

OPENING STATEMENT OF SENATOR JAVITS

Senator Javits. Thank you. I shall be brief, Mr. Chairman.

I wish to express my appreciation to the witnesses, as did the
Chair, and thank Congressman Brown of Michigan for letting me
occupy this chair.

The important things I would like to have recorded before we start
are: First, Senator }ﬁ?m hrey and I realized that this cosponsored
legislation would be a highly controversial issue, and we invite debate.

e are anxious to have it, and we are pleased that such distinguished
personalities on the American economic scene opened these hearings
and are willing to use curbstone language, to mix it up in order to
get to some finite results, whatever that may be. And we havée no pre-
conceptions or believe in what we have done.

Second, I wish the witnesses would bear in mind that we are
directing our attention very strongly to two ideas: One, that every-
body plans except we, and tiat goes for the First National City Bank,
the United Auto Workers and about every other responsible enter-
prise I know of, but when it gets to Government, everybody’s hair
stands on end, and we are going to become suddenly socialist planners
draiooning everybody.

Third, and also extremely important, as I see it, is that we have got
some very, very deep structural defects in our economy, and they
are long range, they are not short range. They cannot be dealt with
by the Budget Committee’s decisions for 1 year.

For example, every recession since World War II has resulted in
our coming out on a higher plateau of inflation. We have prosperity
with absolutely unacceptable unemployment at one and the same time,
and we are turning the corner in everything, say all of the economists,
except unemployment, the most critical measure of success of an econ-
omy of all of them. \

Now, the United States has produced unparalleled prosperity for 85
percent of the population, undreamed of in the world, and at the
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same time has left 15 percent in a shower of dispair. Now. that is a
very deep structural inadequacy.,

The next point is, we are completely structurally unprepared for the
holdup in raw materials which can grind the American industrial
machihe to a halt and freeze us all to death, and that is a very long-
range problem, and a very deep structural deficiency in this economy.
We are caught absolutely flatfooted by the political decisions of the
Arab States to use the oil weapon, and by the real probability that it
will be duplicated in 100 instances just as critical as oil, and vet what
do we do about it? We are spending months fussing and fuming over
a bill on energy alone. because T think we are caught flatfooted and
unprepared,

gow, finally. and T would like to make this very clear because T
think it is critical, this bill which we have introduced is neither man-
datory nor self-operative, There is not a line in it that makes anybody
do anything except the Congress do a plan. Even the C'ongress can
drag ts feet and do nothing. But all we propose is a niethodology by
which & plan can be produced and be kept to date. And also. we are
very careful in the text of the legislation to aveid anything which
directly or indirectly enables it to operate by itself, in that way mandat-
ing its requirements. So. it is a blueprint and a structure in which every-
thing we do today can fit, but at least we have a point of reference, we
have a road map. and that is all this is. )

I hope very much, Mr, Chairman. that the witnesses will approach it,
and T am confident they will considering their nature. with the same
meddlesomeness which characterizes our introduveing the bill.
Thank you. Mr. Chairman.

Chairman Husrengrey. Thank you very much. Senator Javits,
You have a comment, Congressman Long ?

Representative Loxc. T will wait,

Chairman Hoeyenrey. Congressiman Moorhead ?

Representative Mooriiean. No: thank you.

Chairman Huspenrey. Congressman Brown of Michigan?
Representative Brow~ of Michigan. No.

Chairman ITusrenrey. We thank you, and we now await your testi-
mony, Mr. Woodcock.

STATEMENT OF LEONARD WO0ODCOCK, PRESIDENT, UNITED AUTO-
MOBILE, AEROSPACE & AGRICULTURAL IMPLEMENT WORKERS
OF AMERICA (UAW)

CoMpPrEHENSIVE LoNe-Raxer OvERVIEW

Mr. Wooncock. Thank you. Mr. Chairman and gentlemen. T am very
happy to participate in this committee’s consideration of proposals for
national economie planning, because the lack of such planning is a
fundamental shortcoming of our system. We do not have mechanisms
adequate to deal with the intérdependence and long leadtime that
stem from developments such as instant communication. specialized
production, and investment in complex technology. Individual ele-
ments of the cconomy utilize sophisticated forecasting in an attempt to
meet their own needs. A number of States have etforts under way to
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. — .
plan for their economic development. However, at the national level
there is no provision for developing the comprehensive long-range
overview required to establish goals and the policies to achieve them,
nor is there the coordinated data gathering that must suppori such
planning.

The prevalent attitude continues to reflect the assumption that mil-
lions of separate decisions made daily in all areas of the economy—
including those made by the Federal Government itself—will, some-
how, produce satisfactory results. But few Americans are satisfied with
the outcome. We have high unemployment. rapid inflation, shortages
of cnergy, transportation, housing, medical care, and other important
requirements. In order to improve the situation, we need a procedure
for effective national economie planning.

As you probably know, I have been associated with the Inmitiative
Committee for National Economic Planning which produced a state-
ment on this subject. That statement has received support from a sig-
utficant number of notable people. I don’t imply that they each agree
with every detail of any specific proposal. Rather, they subseribe to the
idea that national economic planning is needed, and urge the Congress
to move forward in establishing a mechanism to achieve that.

The bill; 8. 1795, which has been introduced by Senators Humphrey
and Javits provides an excellent basis for congressional consideration.
As the discussion of it progresses, there undoubtedly will be many sug-
‘westions for changes in specific provisions of the bill. I plan to review
it further with my staff for such comments. At this time, however. it
seems more appropriate to consider the general principles that must be
basic to such lcgis}ation, rather than to get into any detailed aspects of
the bill.

DEMOCRATIC NATIONAL PLANNING

The most basic concept is the importance of public input, discussion.
and evaluation; in short. effective assurance that there will be demo-
cratic planning. National economic planning is not to be merely a tech-
nical analysis, conducted by experts, of alternative possible procedures.
It requires the establishment of goals and priorities; these must reflect
the desives of the American people. It will be necessary to make effec-
tive provision for widespread public consideration of any proposed
plan. possibly of a number of alternative plans, in order to obtain the
input whicli the Government will need to arrive at conclusions.

One of the mechanisms for achieving this democratic planning is
the check and balance of the Executive and Congress. The executive
branch would initiate consideration of each plan—they are to be re-
vised biennially—and based on that the President would submit his
recommendations to Congress. This activity of the executive branch
should include procedures, including sufficient staff support, of course,
for nongovernmental representatives of broad segments of the public
to participate in the formulation of proposed plans; this would include
the development of alternative plans when appropriate. The Congress
would have independent arrangements to evaluate the proposals—
both as to technical and public policy aspects—in order to formulate
the national economic plan. Thereafter, the executive branch would
be responsible to see that the activities of departments and agencies
throughout the Federal Government are consistent with the plan. Simi-
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larly other legislation enacted by Congress should be consistent with
the overall framework established by the plan.

I urge you to keep in mind this concept of the plan as a framework,
within which decisions about specific matters take their place. It would
provide the overview-—across the entire economy and ahead into
time—that we now lack. Obviously the planning process must deal
with specific time periods and aspects of the economy, and the plan
must be expressed in those terms. Nevertheless, its primary importance
is in revealing the interaction of these specifics. We cannot continue
to deal with every issue independently, without regard to our total
requirements for natural resources and other matters. Similarly, we
cannot continue to deal with issues on a short-term basis; the present
structure of Government decisionmaking is too heavily influenced by
effects that occur within a year or so. The purpose of adopting a plan
is to obtain the perspective that now is missing.

SPECIFIC TIME PLANNING

Obviously, the plan cannot solve all problems, nor will it full
anticipate all devell:)pments, even if it is revised biennially. There will
continue to be need for more detailed action by Congress and the
Executive on specific matters and for specific time periods. Many

obvious illustrations come to mind :

. THE BUDGET

The plan would not replace the annual budgeting process; instead
it would provide a time perspective that now is only minimally
available.

ENERQY

We must have an overall program to deal with this matter, it would
cover many more details than is feasible to consider in a national
economic plan; nevertheless, even an issue as broad as energy should
be evaluated with respect to other national goals, such as full
employment.

TRANSPORTATION

There is growing recognition that an overall transportation pro-
sram is needed ; & major portion of such a program would have to be
coordinated with the energy program, but each has broader implica-
tions; neither one can be considered as a subsidiary of the other, nor
can they be considered independently, they need to be considered as
part of an overall national economic plan.

In this regard, I am aware that some questions have been raised
about the relationship between the Humphrey-Javits bill for national
planning and the proposed Equal Qpportunity and Full Employment
Act sponsored by Representative Hawkins and Senator Humphrey.
In my view these are compnlementary pieces of legislation—even
though various details would have to be reconciled—and I understand
this to be the view which Senator Humphrey indicated last October
when he stated that additional planning mechanisms might be needed
to achieve the goal of full employment.!

;gn testifying on the then pending Equal Opportunity and Full Employment Act of
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The Humphrey-Javits bill deals with the entire issue of long-range
national planning. The Hawkins-Humphrey bill makes it clear that
the primary goal of any such national planning must be the achieve-
ment of full employment. That bill also provides some mechanisms;
for example, the Employment Service and Job Corps provisions, to
implement the full employment goal. Planning must ultimately be
based on value judgments as to the priority of various goals: The com-
bined effect of these two bills would make it clear that the provision
of income security, through full employment, is the primary goal.
Planning is needed to achieve full employment and other goals;
equally important, goals which reflect human needs must be mandated
if planning is to avoid potential abuses.

ECONOMIC DATA

A necessary requirement for effective planning is the availability
of adequate data. Furthermore, data obtained from diverse sources
must be compatible so that they can be consolidated. I have been
told that there are over 50 Federal offices collecting economic data,
in most instances insufficiently detailed, frequently obsolete, often
contradictory and incom )atib{e. No single office is responsible for
setting appropriate standards and bringing these data together so
that they can be used to pursue coherent national objectives. The
national planning mechanism must have authority to deal with this
issue. In this connection, it must be kept in mind that an important
purpose of planning is to anticipate future developments. Such in-
sights often result from putting together data that previously might
have been considered unrelated. The present approach to Govern-
ment data collection too often requires that the reason for obtaining
the data—that is, the expected relationship—be specified in advance;
it is the discovery of an unexpected relationship which is often the
most important value of any data analysis. Thus, while the data col-
lecting agency should make every effort to avoid unnecessary work
by those who have to supply the data, it should have authority to
obtain significant data even if the precise relevance of that dafa is
unclear.

Data must be disseminated in useful form, as well as collected. I
emphasized earlier the need for public participation in the discus-
sion and evaluation of proposed plans. To achieve that, there must
be adequate arrangements to provide needed data and analysis. Here
again we must find the proper balance between the work involved
and the need for public discussants to have information sufficient to
make useful evaluations and suggestions.

COORDINATION OF PLANNING UNITS

Another important procedure in the achievement of democratic
planning is the involvement of regional, State, and local planning
units. Qur Federal system recognizes the variations that exist across
the Nation, and this must be reflected in the planning process. The
national agency will have to obtain input from these other levels of
government in formulating any proposed plan. and they must be
used in the public evaluation, and ultimate implementation of any
plan. In this regard, I am aware that a number of States have eco-
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nomic planning mechanisms at various stages of development. While
any such State mechanism must be adapted to special conditions in
that State, it should also operate in a way which will produce data
and analysis compatible with the national planning. Furthermore,
such States now must make their own predictions as to the future
national goals, policies, and activities. The adoption of a national
plan would provide the States, and other planning units, with that
information.
EFFECT ON PRIVATE SECTOR

Last, but not least, a few comments on the effect of national
planning on activities of the private sector. The “knee-jerk” reaction
to proposals for national planning is that our lives will be more
controlled than now. That is certainly not the kind of planning which
I have in mind. There is no desire to tell individuals where they are
to live or work, nor what they are to purchase for consumption or in-
vestment. Similarly, it is not intended that specific goals would be
set for business firms. Instead. the specification of national goals
and policies would provide individuals and businesses with addi-
tional information on which to base their own decisions. Qbviously,
it would be foolish for someone to undertake an activity which will
be likely to be unsuccessful because it conflicts with known national
goals. Similarly. in extending credit, lenders are more likely to ap-
prove investments which are consistent with national goals and policies
and hence less likely to go into default.

Furthermore, numerous government decisions are now made which
affect each of us in many ways. These range from the current efforts
to stimulate the overall economy to matters such as where a road or
government building will be located. Developing a framework for
these decisions will give greater assurance that they will assist in
achieving our overall gouls, instead of a single goal at the cost of
other goals with equal—or perhaps higher—priority.

Many of those who oppose national economie planning would like
us to ignore the effect now exerted--and not just by Government—
over our actions and decisions. The 200 largest U.S. industrial corpora-
tions control two-thirds of the assets and employ 50 percent of the
industrial work force. They now make decisions which affect all of us,
but those decisions are based on the interests of those corporations

-ather than of the people. The issue is not whether we will be affected

by the decisions of others: instead it is who will make those decisions
and who will benefit from them. Democratic national planning for
widespread benefit is preferable to our present system that produces
unnecessary hardship and suffering.

Thank you, Mr. Chairman.

Chairman ITeseurey. Well T thank you very mueh, Mr, Woodeock.,
for your excellent statement. It was very helpful.

I think we will proceed with cach of the witnesses making their
statement. Mr. Olsen, you proceed now. and you will be followed by
Mr. Chase.
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STATEMENT OF LEIF H. OLSEN, SENIOR VICE PRESIDENT AND
ECONOMIST, FIRST NATIONAL CITY BANK, NEW YORK, N.Y.

Mr. Ousen. Thank you.

Chairman Huarurey. Might I interrupt, Mr. Olsen~1 am correet
that you are the vice president and chief economist for the First Na-
tional City Bank? .

Mr. OLskx. Senior vice president and economist.

Chairman Huyreugrey. Senior vice president and economist, thank
you very much.

Mr. Owusex. Mr. Chairman, I wish to thank you and the committec
for this opportunity to discuss with you the detailed direction of
cconomic activity by the Federal Government, or what has come to
be titled “economic planning.” My appearance here is in particular
response to your invitation to produce what you hope will be a vigorous
national debate on economic planning.

I might ask your permission, Mr. Chairman, if I could enter into
the record a copy of remarks by Mr. Walter 3. Wriston, chairman
of Citicorp, before the Society of American Business Writers here
in Washington on May 5, 1975, under the title of “Blue Eagles and
Déja va”

Chairman Husmpeorey, Yes, indeed. We will include it in the hearing
record at the conclusion of your oral testimony.

Mzr. Ousex. Very good. Thank you.

I take a dim view of further Government-intervention into the
private economy. And I am specifically opposed to the Balanced
Growth and Economic Planning Act of 1975.

ECONOMIC FREEDOM

My oppesition to the centralized economic planning proposed by
this legislation is threefold.

First, centralized economic planning by Government would, by
depriving people of their right to make free choices and decisions,
decisively limit personal liberty,

Second, there is no evidence that supports the crucial assamption
underlying central planning; namely, that the severe inflation fol-
lowed by the deep recession from which we are sutfering stems from
the failure of the central Government to direct activities n the private
economic sector,

Third, on the contrary. economic planning, similar to price-wage
controls and other efforts to allocate economic resources, would pro-
vide an excuse for pursuing highly inflationary monetary and fiscal
policies.

Let me elaborate on these three points.

One, threat to economic freedoms. The Balanced Growth and
Economic Planning \Act would establish an economic planning board
with responsibility for “anticipating the Nation's economic needs,
measuring available national economic resources, assuring an adequate
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supply of industrial raw materials and energy, outlining economic
goals, and in the light of long-range economic trends and opportunities,
for developing a proposed balanced economic growth plan, and recom-
mending policles to achieve the objectives of the plan.” !

So what we are talking about here is a comprehensive Government
blueprint for the restructuring—I might add, the radical restructur-
ing—of the private sector. And the act provides broad powers to
achieve that goal.

The sponsors of the bill have assured us that the economic planning
board would not have the power to tell anyone what to do, that powers
would be those of persuasion, not direction. But government by
persuasion and the }ine between persuasion and coercion is wafer
thin—is not compatible with the maintenance of a free society. The
establishment of committees on a regional and local basis, the creation
of an Advisory Committee on Economic Planning composed of busi-
ness, labor, and the public at large, coupled with proposals for
widespread hearings on multiple levels, creates an environment that
is completely hostile to the spirit of voluntarism that plays such an
important role in our democratic society. Planning would introduce
here those elements of persuasion and coercion that are so common in
the highly centralized economics of Eastern Europe, the Soviet Union,
and China. For example, Alexei Kosygin, Chairman of the Council
of Ministers of the U.S.S.R., in his report to the 5-year plan in 1971
said—and I just enter this because of the flavor of the language—and
I quote:

The Party’s Central Committee criticized breaches of state discipline by some
economic executives: Nonfulfillment of plans, of targets for cooperated deliveries,
and a weakened sense of responsibility to the people. The Party requires that
every administrator should have a high sense of duty to the people, [and]
approach the fulfillment of economic tasks with state interests in view.

PRIVATE SECTOR GOALS

The Balanced Growth and Economic Planning Act itself and the
factsheet that was distributed at the time of its introduction do not
spell out how the private sector will be induced to perform in a way
that would appear to be consistent with the economic plan, However,
the Initiative Committee for National Economic Planning which
provided expert counsel in the preparation of the act was somewhat
more explicit in the statement that it distributed regarding national
economic planning. In that statement the committee said :

It should be clear that the planning office would not set specific goals for
General Motors, General Electric, General Foods, or any other individual firm.
But it would indicate the number of cars, the number of generators and the
quantity of frozen foods we are likely to require in, say, 5 years, and it would try
to induce the relevant industries to act accordingly.

But just as in the days of the NRA—the National Recovery Admin-
istration—with its “Blue Eagle” in the early 1930’s, I find it hard to

! Furthermore, section 208 of the act states : “The Plan shall— .

(1) establish economic objectives for a perlod to be determined by the Board, pay-
ing particular attention to the attalnment of the goals of full employment, price
stability, balanced economic growth, an equitable distrihution of {ncome, the eficient
utilization of both private and publie resources, balanced reglonal and urhan develop-
ment. stable internatlonal relations, and meeting essential natlonal needs fn trans-
portation, energy. agriculture, raw materlals, housing, education, public services,
and research and development ¢ ¢ ¢
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believe that if large segments of American industry are unwilling to
behave in a manner which would be consistent with the wishes of the
economic planning board that means would not be found to persuade
recalcitrant industries to comply. Again, the Initiative Committee for
National Economic Planning in its statement said:

To reach democratically chosen objectives, it influences those decislons with a
consistent set of economic techniques, The means of influencing those decisfons
are already familiar to us. Some, such as tax incentives and disincentives, and
traditional monetary and fiscal policies, influence individual actions indirectly.
Others, such as selective credit controls, guidauce of basic capital flows, limits
to the use of alr, water and land, and mandatory resource allocation, affect

indivldual actions directly.

I submit, Mr. Chairman, that unless the economic plan is largely
ignored as the so-called indicative plans are in France, ways and
means will be found to compel or coerce individuals, business enter-
prises and entire industries to comply with the wishes of the economic
planning board. -

My second point is that the absence of centralized Government plan-
ning is not the cause of our present economic distress.

GOVERNMENT INTERVENTION

It appears to me that proponents of detailed government planning
of the private sector are seizing on the economic distress of the coun-
try as an excuse to revive an already tried and discredited idea that
has little relevance to current economic problems. Economic instability
also creates a political environment in which proposals for new regula-
tions and radical structural changes thrive. And the underlying as-
sumption never changes. It is that, if only those measures had been
implemented at some earlier date, our current economic problems would
have been averted. But there is little or no evidence to support that
contention with regard to economic planning.

Mr. Chairman, I will not go into a detailed analysis of the elements
that produced economic conditions in 1974 and 1975 but I would like
to enter into the record a copy of the speech I delivered before the 26th
Annual Virginia Conference on World Trade on October 10, 1974,
which does provide somewhat greater detail.

Chairman Humpugey. It will be printed in the hearing record at the
conclusion of your oral testimony.

Mr. OLseN. Thank you, Mr. Chairman.

I would like to add here, however, that the introduction of price-
wage controls in August 1971, which were also offered to the country
asa panacea for our inflation problems, contributed significantly to the
bottlenecks and shortages we experienced in 1973 and 1974. I might
add here that it was forecast at the time that if controls were intro-
duced, that such bottlenecks were likely to occur.

In an analysis undertaken by-the economics department at First
National City Bank we observed that price-wage controls did not in-
terfere seriously with the timing of new capital investments in the
basic materials industries, but they interfered substantially with the
ability of those industries to allocate available resources effectively
through the price mechanism. Those industries were caught in the
summer of 1971 with prices at relatively low cyclical levels. Unlike
those of finished goods industries, prices of basic materials are actually
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reduced during recessions, and this was the case in the recession of
1969-70. In 1972 and 1973, the sales of these industries ran at two to
seven times the annual average increases over the preceding 16 years
and, as they approached full utilization of their capacity, they were
forced more mull more to place customers on a quota basis.

In addition, at the same time we applied price-wage controls in
1971, the devaluation of the dollar eflectively reduced the prices of
U.S. goods and services—particularly many basic materials prices—
to a level at or below world prices, thus attracting a strong demand
from overseas.

So it was not the absence of detailed government planning of the
private sector that produced these chaotic conditions in the basic ma-
terials aren, but it. was instead (Government intervention, specifically
the imposition of price-wage controls and carlier on misguided efforts
to maintain rigidly fixed exchange rates for the dollar. There were
those who warned that price-wage controls would have these effects.
There were those who urged that price-wage controls be terminated
promptly and early in 1972, To characterize the events of the past 2
years as the product of chance and the lack of coordinated planning is
to ignore these basic facts, as well as a tested body of economic theory.

I find it particularly distressing, and my fears about the possibility
of preserving our freedoms grow stronger, when economie difliculties
that were directly caused by the fumbling hand of Government elicit
demands for stili more Government intervention. It is as if an effort
were made to save a drowning man by forcing more water down his
throat.

MONETARY AND FISCAL POLICY

In 1968 we heard it said that monetary policy could not alone stow
inflation. So the 10-percent income tax surcharge was imposed. But
that was a mistake. Monetary policy had to do the job in the final
analysis. In fact, it was so effective that the income surcharge soon had
to be repealed and the suspended investment tax credit reinstated.
Once again, in 1971, we were told that monetary policy was obsolete
and no longer effective in combating inflation. .And so price-wage con-
trols were imposed with disastrous effects for the U.S. economy in
1973 and 1974 Now again we find monetary and fiscal policy dis-
eredited to make room for detailed Government planning of the private
sector. Inflation and recession are substantially monetary phenomena
and the responsibility of Government. These economic eycles do not
emanate from capricious decisions in the private sector of the econ-
omy which needs therefore to be analyzed, controlled and shorn of its
freedoms,

But the lags in the conduct of monetary and fiseal policy are con-
stantly underestimated in this impatient world. The fact is that, un-
like instant coffee, there is no such animal as an instant monetary
effect. It takes time—not as long as vintage wine—but time nonethe-
less. .And that is why we had last. Septeimnber's spectacle of a “summit™
meeting to combat inflation at a time when it was obvious to many
analysts that we were already plunged into the deepest of the postwar
recessions.

Now my third point. Economic planning will subordinate and
multiply monetary and fiscal policies. Paragraph three in section 208
of the act states the plan shall: ’
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(3) recommend legislative and administrative actions necessary or desirable
to achieve the objectives of the P’lan, including recommendations with respect to
money supply growth, the federal budget, credit needs, interest rates, taxes and
subsidies, antitrust and merger policy, changes in industrial structure and regu-
lation, international trade, and other policies and programs of economic signif-
icance.

INFLATION

Mr. Chairman, the link between money supply and changes in nomi-
nal national income has clearly been established by an abundance of
historical evidence that streteches over centuries. Just for illustration,
let me state that an increase of 8 percent in the narrowly defined
money stock—that is, currency in circulation plus privately owned
checking account balances—to which we would add 2 percent for sec-
ular velocity of money would generate a 10-percent growth in the
demand for goods and services or nominal gross national product.
That is over time. And if the potential for real GNP growth is 4 per-
cent; that is, increases in capacity and labor force, the resulting rate
of inflation would be 6 percent over time.

But suppose that in order to achieve a full employment goal by,
say, the end of 1976, the planning board decrees that money supply
grows at 15 percent, and to avoid another recession it must hold or
accelerate money growth, The rate of inflation would then gradually
accelerate to 11 percent—Dback to the double-digit environment that we
have found to be intolerable. So what we have liere is a conflict between
price stability and full employment. It is a problem of reconciling the
nrreconcilable.

INTEREST RATES

Another dilemma. How will we come to grips with the problems of
interest rate levels and monetary policy / Interest rates decline only for
a short while after the adoption of more expansionary monetary policy
and then they begin to rise. And pursuing an even more expansionary
monetary policy in order to check the rise of interest rates will not
work. This has been demonstrated again and again, In fact, it is like
trying to smother a fire with gasoline. The faster the money stock
grows, the faster inflation rises and the higher the interest rates.

Mur. Chairman, far from fearing that a lack of central planning will
lead to trouble, I believe that greater intervention by the Federal Gov-
ernment in the private sector causes shortages. bottlenecks and other
disruptions, rather than preventing them. We have few shortages to-
day because the price mechanism is now permitted to both encourage
more production and clear markets through timely price changes.
Now, of course, we are experiencing insuflicient demand because by
necessity monetary policy was forced to hold the rate of money growth
below the rate of inflation to aveid validating double-digit price
increases.

In my opinion. we made a positive step this year in obtaining from
the monetary authorities a better insight into the targets for monetary
growth. We should move further along this road to improve public
comprehension with regard to the linkage between monetary policy
and income growth. Had businessmen. for example, understood last
year that monetary policy would not validate their inventory decisions.
wo might well have had a cooling off of inflation earlier and with less
cconomic difficulties. In short, we can do much to improve the execution

62-087 O - 76 -2
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and the public understanding of our traditional monetary and fiscal
policies. We can also move along a program of eliminating those Gov-
ernment measures that interfere with the productivity and efficiency of
the private sector. Such proposals as those made last year by Hendrick
S. Houthakker, former member of the Council of Economic Advisers,
as a means of fighting inflation are just as timely today.

ECONOMIC DISORDER

We are now at a crucial juncture in the economic history of our
country. Having worked hard to reduce inflation, we must exercise
patience and wisdom in the conduct of monetary and fiscal policies to
avoid another painful round of inflation followed by more recession
and worse unemployment. As with the summit meetings last year,
where we heard proposals for additional economic restraints at a time
when the economy was well advanced into recession, we must guard
against policy propesals emanating from impatience with the pace of
economic recovery—policies that would propel us into more economic
disorder. Among such proposals is the current one which would send
us off on a new adventure in economic planning. We should bear in
mind that those areas of the economy which have been subjected to the
most intensive Government planning, regulation, and supervision==
such as transportation, housing, and most recently our public utili-
ties—have also been the scene of chaos and/or bankruptcy.

Some of our most perveise economic policy strategies have been
candy coated for public consumption. They come in such packages as
price-wage controls where labor, consumers, and business all lose out;
or as interest rate ceilings that force savers to subsidize borrowers dur-
ing inflation; or as the minimum wage, which prices jobs out of the
market and Frevents the young and the unskilled from exercising the
fundamental freedom of negotiating for a job on their own terms; or
s restraint on utility rates that wiﬁ ultimately deprive consumers of
adequate power; or as environmental measures which hide staggering
costs which consumers must pay though they rarely know what they
are buying. Economic planning is one of these. Cloaked with the word
“democratic” and promising a world of perfect economic order, how
can anyone find serious fault? But planning threatens a loss of per-
sonal freedoms and the hidden costs of potentially severe disruptions
to the economy. When the private sector suffers another economic nerv-
ous breakdown, this time from Government planning, what new kind
of economic straitjackets will Government fashion for labor, business,
and consumers ? :

Thank you, Mr. Chairman. :

Chairman Humpugey. Thank you very much, Mr. Olsen. I would say
that you have fulfilled the requirements of being provocative.

Mr. OLsex. I endeavored to do that, Mr. Chairman. -

Chairman Humpurey. And I want to thank you for warming my
blood. It is a cool morning. It is going to be a great day.

[The remarks by Walter B. Wriston of May 5, 1975, and a speech
by Mr. Olsen of October 10, 1974, referred to for the hearing record in
Mr. Olsen’s oral statement follow :]
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BLUE EAGLES AND D£JA Vu

(Remarks i)y Walter B. Wriston, Chairman, Citicorp, Before the Society of
American Business Writers, Washington, D.C., May b, 1975)

As we approach the bicentennial of our republic, it is useful to remember that
our founding fathers faced hard times—much harder than those which are with
us today. They, too, had to make some tough choices. Thomas Jefferson ex-
pressed the problem in a nutshell: “We are not to expect to be translated from
despotism to liberty in a featherbed.”

The great principles of our government laid down by our founding fathers
embody a vast distrust of centralized governmental power, and an unswerving
dedication to the proposition that government rests on the consent of the gov-
erned. No sector of our soclety has been more vigilant than the press in keeping
that proposition always Lefore us. Nevertheless, whenever we create the condi-
tions which cause our system to appear to falter, whether through inflation or
corruption, people who would destroy our liberty press forward with plans the
founders rejected—old plans dressed in a new vocabulary. A good man years
ago, John Randolph foresaw the danger and put it this way: “The people of this
country, if ever they lose thelr liberties, will do it by sacrificing some great
principle of government to temporary passion.”

Today, passions abound in the land; as the heat rises our memory of funda-
mentals seems to fade. We forget that the traditional optimism of the American
people is an absolute essential to a democracy. We hear a rising chorus of attack
upon the unique American economic system, though it has produced both the
highest standard of lHving and the largest measure of personal liberty in the
history of mankind.

People who should know better begin to wafle about human freedom and in the
moment of passion that John Randolph feared even suggest that some form of
dictatorship may not be so bad after all. In the 19308 Senator Reed from Penn-
sylvania volced it bluntly : “If this country ever needed a Mussolini, it needs one
now."” The admiration in the United States for the way Mussolini made the
trains run on time was widespread. The New York Times in May of 1933 reported
that the atmosphere in Washington was “strangely reminiscent of Rome in the
first weeks after the march of the Blackshirts, of Moscow at the beginning of the
Five-Year Plan . . . The new capital . . . presupposes just such a highly cen-
tralized, all inclusive government as is now in the making.” In the 1930s it began
ltﬂ) look more and more as if we would sacrifice some great principle and lose our

erty.

The resident philosopher in Washington in those days was Rexford Guy Tug-
well. Like his current counterparts, Tugwell expressed contempt for the consum-
er's ability to choose, and wanted large state-controlled corporations along fascist
lines, It was all very simple and logical. He put it this way : “When industry is
government and government Is industry, the dual conflict deepest in our modern
institutions will be abated.” This old idea has now heen revived with a new name:
We now call them “benchmark” corporations. By 1984, George Orwell tells us the
concept will be set to music in a telescreen jingle that goes: “Under the spread-
ing chestnut tree, I sold you and you sold me....”

The first major step that this nation took toward merging government and
industry, and toward the total abandonment of the free market system, was the
enactment of the legislation that created the National Recovery Administration.
The NRA with its famous Blue Eagle symbol soon began grinding out hundreds
of “codes” repealing economic freedom and arbitrarily fixing wages, prices and
hours.

7 In the temporary passion of that moment, mnany businessmen welcomed the
idea of controls and were openly pleased with the idea of an escape from competi-
tion. “Codes” in the 1930s were the equivalent of the current euphemism “guide-
lines.” These “codes” ultimately affected some 22 million workers. Like all schemes
which require people to behave in a way they would not act of their own free will,
force eventually has to be used against the populace. Since the NRA codes re-
quired citizens to make decislons which were contrary to their own economic
interests, penalties for noncompliance had to be severe. Tailors were arrested, in-
dicted, convicted and sentenced because their prices for pressing a pair of pants
were a nickel below the relevant NRA code. Farmers were fined for planting
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wheat that they themselves ate on their own farms, Barbers who charged less
than the code rate for a shave and a haireut were subject to tines of up to $500.
Even the village handyman was prosecuted, since he did not fit in under the
multiple wage-and-hour scale set up by the codes,

The complexity of the codes soon antagonized labor as well as management.
The average factory worker who had been earning §25 a week was cut back to
$18.60 under NRA codes. As a result, strikes became a way of life and auto work-
ers, frustrated by red tape, hegan calling the NRA the National Run Around.
When the textile code authority cut production in the mills in 1934, another great
strike began in the South. Before the strike ended, the National Guard had heer
cialled out in seven states and scores of textile workers were killed and wounded
A few months later, NRA Administrator General Hughie Johnson resigned unrder
a storm of criticism—or, as he plirased it himself, “a hail of dead eats.”

AS was the case with the rights of minorities in the 19505 and 60s, or with
Watergate in the 70s, a few had the courage to challenge the power of the state.
A fairly small company, The Schechter Poultry Company, refused to observe NRA
standards of “fithess” governing the slaughtering of chickens. When the case
reached the Supreme Court, the NRA was unanimously declared unconstitution-
al. The Court wrote: “Such a delegation of powers is unknown to our law and it
is utterly inconxistent with the constitutional prerogatives and duties of Con-
gres<,” After the decision was read, Justice Brandeis told one of FDR's legal
aides: “I want you to go back and tell the President that we're not going to let
the government centralize everything.” That was a call to return to fundamental
American principles,

That time around we were rescued from the temporary passion of the moment
by the Supreme Court. For such actions, the justices were reviled as the Nine 0ld
Men. Fortunately, they were old enough to remember the tyrannies of the past,
and struck down the attack on individual freedom even though it was wrapped
in a package labeled “progress.” As if In direct reference to John Randolph,
the Court said: “Extraordinary conditions do not create or enlarge constitutional
power.”

Today, just as we are heginning to win the battle against inflation and reces-
sion, the classic attacks on individual freedom are being launched with new vigor.
In place of the NRA and Mussolini's Blackshirts of another era, we have new
groups with new names spelling the same worn-out concept of government plan-
ning as “progress.” -

The current effort to peddle the theories of Tugwell is being quarterbacked by
an organization called the Initiative Committee for National Economic Planning.
Its members, businessmen, academicians and labor leaders are all well-inten-
tioned people who should know better. Their program, if adopted, could bring
about the step-by-step destruction of the free market system, and, as a conse-
quence, all personal liberty. The opening statement of the Initintive Committee
expresses the usual doubt ahout whether our tried and tested system provides
“the best hope for combining economic well-being and personal liberty.”

Like central planners in the past, the new breed speaks euphemistically of
“plenary power"” and obtaining a “mandate.” They suggest that & *‘five-year plan"
would be “voluntary”™ but add that it might require a “legislative spur.” They
imply that they would not set specific goals for General Motors, General Elec-
tric, General Foods, or any other individual firm but would “try to induce” the
relevant industries to do their bidding, The New York Times, an ardent advocate
of central planning in 1975 as in 1933 (except of course for the media) has fully
endorsed the idea of government planning as “a means teo help private industry
to make its own planning decisions . . . without government coercion.” There is
no case of government planning not implemeted in the end by coercion.

If the proponents of central planning came right out and said they wanted
to create an economic police state, their cause would never get off the ground.
8o, they resort to “doublespeak,” as Mario Pei so aptly called it, the usual camon-
flage for the ultimate use of force against the individual. Ludwig von Mises
summed it up when he wrote: “All this talk: the state should do this or that
ultimately means: the police should force consumers to behave otherwise than
they would hehave spontaneously. In such preposals as: let us raise farm prices,
let us raise wage rates, let us lower profits . . . the us ultimately refers to the
police. Yet, the authors of these projects protest that they are planning for free-
dom and industrial democracy.”

Perhaps the oldest lesson of history is that an assault on one aspect of freedom
is an attack on this whole, as the framers of the Constitution were well aware.
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To think that the bell that tolls for economic freedom, does not toll for academic
freedom or for freedom of the press s a delusion, and a dangerous one. The vigil-
ance which helped smoke out some of the misdeeds of Watergate should be equally
focused on the economic non sequiturs coming from some of Washington's promi-
nent citizens.

Attacks on the system that has produced our relative afluence axwell as our
freedom come in part from people seeking power, and in part from a failure to
understand the Awmerican experience, ulitzer I'rize historian Daniel J. Boor-
stin put it this way : “There is an increasing tendency . .. to blame the United
States for lacking many of the ills which have characterized European history.
Our lack of poverty is called materialism, our lack for political dogma is called
nimlessness and confusion.”

All current proposals for a managed economy rest on an underestimation of
the intelligence of the American people. They assume that you and I are not
smart enough to decide how to spend the money we earn. The decision must be
made for us by a wise government. Those wonderful people who Lbrought us wage
and price controls, which so severely disrupted our economy, now wish to extend
the ¢haas on a permanent basis. The intellectual arrogance of those who would
substitute their judgment for thit of the American people is mmazing.

As the incredible complexity of American life begins to dawn on the would-be
government managers, as it did in fact ultimately dawn on the Administrator
of the NRA, ever increasing pressure has to be applied to make a reluctant
citizenry conform, The clash between governmental economic planning and per-
sonal liberty is inevitable because, in the end, governmental allocation of eco-
nomic and intellectual resources requires—ultimately—the use of force, No
agency, for example, could have regulated our railroads into hankruptey as did
the LC.C. without suclh power. This power must be continuously inereased to
block opposition, to generate public acceptance and suppress doubts about the
competence of the planner.

Last year's Economic Summit should have made it obvious to all the world
that experts do not agree. No plan which covers a continent with the infinite
variety of America and contains thousands of parts, can possibly be agreed upon
by experts and certainly not by a majority of the people. Even if by some
miracle we could get all the fiscalists and monetarists to concur, the ultimate
decisions would be political much more than economic. It would be impossible
to get a majority vote in the Congress on every item in the economy which would
have to be allocated, priced and assigned priority. Since beth political and
economie agreement is a virtual impossibility, these decislons have to be dele-
gated to the planner and thus can never represent the will of the majority. Such
action by definition destroys the premise on which American democracy rests,

The First Amendment is one of the most sweeping definitions of freedom of the
citizen against his government ever enacted anywhere in the world. As in the
past, it must now be guarded jealously by all sectors of our society. What I am
suggesting to you today is that you must examine with great care and skepticism
the proposition that government regulation of goods and services is n legitimate
function of government. It is predicated upon the dogma that consumers lack the
intelligence to make cheices, but that they are capable of sorting out a good
idea frem a bad one without government help. You should question the logic
which leads some people to conclude that a so-called truth-in-advertising law is
good, but a truth-in-media law is bad. On a purely logical basis it is hard to sus-
tain the argument that the public is unable intelligently to choose among compet-
ing dog foods without government help, but is competent to sort out the true
meaning of a senator's speech, B

Bhe press, nlong with the rest of this country, generally has come to the con-
clusion that the performance of government at all levels leaves a great deal to be
desired. Bureaucracy has never been synonymous with efficiency. There is a
growing perception across the country that government regulation of goods and
services has often tended to promote monopoly, raise the price levels and
smother innovation. Professor Houthakker of Harvard made this point dr-
matically at the Economic Summit by listing 43 areas he thinks the government
should deregulate.

Lest you think that you are exempt, more and more educators are heginning
to perceive the hand of government within their own campuses, despite the long
tradition of academic freedom. Academicians are learning the old lesson that if
you take the king's shilling, you will do the king's bidding. We already have
government very much in the broadeast field, although some people feel this
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has not been objected to as strongly by the print medfa as one might-have hoped
or wished. If you accept the proposition that government intervention in the
dissemination of ideas is bad, which is one I strongly hold, you must then
review {n your own mind whether it makes any sense to argue for governmental
intervention in the individual's choices among goods and services. Whatever
conclusion you come to on this proposition, you should not fool yourself that
economics and politics live on separate islands; in the end our freedom is
indivisible.

One of our least admired presidents was characterized as one who approached
power with “muffled oars.” Those of you who depend for your existence on the
First Amendment should sensitize your ears to pick up the sound of “muffled
oars” seeking to approach power through a planned economy. This suggestion
is in accordance with sound liberal doctrine as expressed by Woodrow Wilson:
“The history of liberty is a history of limitations of governmental power, not
the increase of it.”

_ INFLATION : A PROBLEM THAT 8 KILLING ITSELF
(Text of a speech by Leif H. Olsen, senior vice president and economist, First
National City Bank, New York, N.Y., before the 26th Annual Virginia Con-
ference on World Trade, Thursday, October 10, 1974, Reston, Va.)

History tells us that, on many occasions in the past, the greatest collective
efforts to deal with this or that monumental problem were launched precisely at
the moment when the problem was over. And in all probability, the summit meet-
ings of last month will serve in history books as a classic illustration of a major
collective effort—to treat the right problem at the wrong time.

Nevertheless, I believe the President’s program deserves strong support—
except for the tax increase, which is ill-timed. There i{s no excess consumer
demand. Increases in food production, greater action to develop indigenous fuel
sources, elimination of long-standing federal and state restrictions which reduce
efficiency and productivity in the private sector are all essential programs. And
we especlally need to provide for direct assistance to those who are becoming
unemployed as a result of the fight against inflation,

The President’s program has been called “limited,” “bland,” *‘nibbling the
bullet.” But that is exactly the kind of program we should have at this time. What
critics fail to recognize is that we have already had the bold, harsh treatment
of inflation they feel should have been in the President’s program.

The fight against inflation in the United States is now far advanced—so far,
in fact, that before next summer arrives, the main economic-policy questions and
the main political issues will center around proposals for stimulating economic
growth—in contrast to the current search for cures for domestic inflation. At
present, in the U.S. economy, a rapid shift is under way from scarcity to surplus—
so that the nation now confronts a decidedly new situation with new and different
compllcations.

The situation may be summed up briefly as follows : Monetary policies designed
to ease the economy into a gradual slowdown have been all too successful. The
slowdown has certainly occurred—but it is no longer gradual. Due to the steep-
ness of inflation, the economy—which has been in a cyclical decline since the start
of the year—has been sliding rapidly into a deeper and more pervasive recession
in the past six to elght weeks. Up to now, the 1957-58 recession had been the
deepest since World War II. The present recession is likely to be as severe—
possibly more severe. And quite probably it will touch off demands for stimulus
that could jeopardize the longer-run struggle for price stability.

Monetary policy has limited the growth of money and income well below the
rates at which the dollar prices of raw materials and finished goods have risen.
But this fact was ignored by many producers, who built up their inventories to
anusually high levels even as the country’'s purchasing power shrank.

As a result, the economic basis for double-digit inflation has been completely
eroded. ‘And as a substantial inventory shakeout takes place—possibly even
outright economy-wide inventory ligidation—inflation could well abate rapidly
in the next six to nine months to a rate of 69 orlower. The timing is difficult to
forecast. But it seems to me that by the end of next year, inflation is almost sure
to be under 5%. Such a purging of inflation, while painful for employment and
profits, could improve the real purchasing power of income. And this, together
with a return to moderate monetary expansion, which would be more expansive



19

than that which we have had since early summer, would initiate an economic
recovery in next year's second quarter.

Such changes in the U.S. domestic front are likely to interlock in a variety of
ways with world trade developments:

1. The present U.S. recession is the first since the dollar’s exchange rate was
unpegged ; and at the very least, this means that U.S. exporters will be more
formidable competitors than before {n world markets.

2. The U.S. economy will not provide a hospitable climate for imports from
other industrial countries.

3. Demand for imports has tapered off in other leading nations and will not
revive quickly—because high oil prices and restrictive monetary policies have
triggered slowdowns in these countries as in the United States.

4. Payments for imported oil will continue taking enormous bites out of most
countries’ trade accounts. To slow the buildup in the volume of foreign borrow-
ing needed to finance their oil deflcits, many nations are likely to try to boost
their export earnings one way or another, despite thelr protestations to the
contrary. Thus, for this reason, as well as the general slowdown in world trade,
international competition in world markets will intensify in 1975. As these become
buyer’s markets, world inflation will recede from the high watermarks of this
year. But in all countries, the tide of protectionist sentiment is likely to rise.

Since recent economic trends in the United States bear some resemblance to
those in other leading nations—and since U.S. developments may now have
greater impact on world trade than before—I would like to describe how we
entered the current recession. ’

In the summer of 1971, we in thls country adopted a series of economic-
strategy decisions that could not have been more inflationary had they been
designed deliberately and skillifully for this perverse purpose. The imposition
of price-wage controls on an essentially peacetime economy was a8 wholly new
and painful experience for our country. These controls caught some of our basic-
materials industries with their prices at cyclically low levels, since they had not
fully recovered from the 1969-70 recession. Normal increases in capital invest-
ment were discouraged; the production of many goods was halted because
consumers were forbidden to pay prices high enough to encourage their output;
andkdomestlc controls showed some goods out into the higher-priced export
markets.

At the same time, a devaluation of the dollar raised the dollar prices of goods
imported into the United States while cutting the foreign prices of U.S. exports.
The devaluation was unavoldable. But coupling it with price-wage controls was
a serious mistake.

In 1972, U.S. monetary policy—apparently responding to public and political
clamor for a speedup in economic growth from the sluggish recovery of 1971—
embarked on a rather extraordinarily expansive course. After growing by 6.5%
in 1971, the nation’s money stock suddenly expanded by 7.8% in 1972 over 1971.
But we kept the lid on prices while accelerating monetary growth—which is a
blilt llﬂke tying down the safety valve on a steam boiler while pouring coal onto
the fire.

The results are only too well known: The buying power of higher income was
leveraged by artificially low prices, and consumers tired to reduce their growing
cash holdings by spending heavily on goods and services or for financial assets.

The climax came in fourth-quarter 1972 and first-quarter 1873. Consumer
spending surged mightily. The Dow Jones soared nearly to 1,100. And while
Phase III controls were applied, inflation roared ahead.

At this stage, inflation—like a rising tax—was cutting more and more deeply
into the purchasing power of money. Monetary policy did not become overly
restrictive; in fact, the growth rate of the U.S. money supply did not slow down
significantly in the first half of 1973. But the monetary authorities wiselly elected
not to accelerate the money stock’s growth to compensate for the accelerating
climb of prices. And as inflation worsened, the real money stock—which repre-
sents the purchasing power of currency and checkbook money—began to decline.
A decline in the real money stock, leading to a slower growth of real personal
income, has preceded every recession in the United States since World War 1I.

After growing by 3.99% in 1972, real money balances rose at an annual rate
of only 19 in the first-halt 1973 and then declined in the second half of that year.
This was an abrupt change.

Real expenditures for personal consumption rose 8.5% on an annual rate
basis in fourth-quarter 1972 and 8.19% in first-quarter 1973. But since then, their
growth has slowed dramatically. In the quarter ending June of this year, real
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consumption spending was 2% below the level in the first quarter of 1973.
And today, real retail sales are down 5.4%, from March 1073,

Until almost the end of last year, the developing slowdown followed a fairly
familiar patern. In fact, there is ample evidence to suggest that a mild, normal
cyclical recession began in November 1973 in response to the decline in real
money balances and in the growth rate of real personal income. But at that
point, last winter’s oil embargo enters the picture, setting off a series of economic
«ignals that were misread both by policy makers and business managers.

AS a result of the embargo, sales of automobiles, of gasoline and sales in energy-
related Industries fell sharply, absorbing a disproportionate share of the incipient
slowdown, which otherwise would have been diffused more eventy through the
economy. If the downturn had been more widespread and pervasive, it might
well have reduced businessmen’s inflationary expectations, leading them to adopt
a more cautious line in building up their inventories. But instead, the rates
of inflation and of inventory inflation continued high, and this forced the mone-
tary authorities to cling to a policy of real restraint,

Then came an unfortunate side effect of the embargo—the suitden, tremendous
increase in the price of oil. This increase filtered through as a price rise on
everything from gaxoline to synthetic textiles. Because it bhoosted our price
indexes, it was seen as inflationary. But its impact was nlso deflationary because
it was, in effect, a tax imposed by the oil-exporting countries on consumers, Every
gas pump in the United States hecame a tax collector for the oil exporters. And
the tax took another big slice out of consumer purchasing power.

However, the entire episode of the embargo and the oilprice rise inflamed
the already intense fears of shortages and spurred even greater efforts to build
inventories. Even during the uncertain period of the embargo, basic materials
industries were flooded with orders, At the retailing level, department-store
buyers expected they might find their orders delayed or prices raised in the
spring or sumimer. So they bunched up their buying and placed multiple orders
with suppliers of goods.

A huge influx of orders for materials, semi-processed goods and components
produced bottlenecks, lengthened delivery schedules, forced quotas on orders,
and it accelerated the rise in commodity prices. As these difficulties spread,
they seemed to confirm manufacturing managers in their belief that their earlier
decisions were correct and heightened their desire for even larger iuventories.
With shortages proliferating, with prices rising and price controls terminating,
there seemed to be little risk in piling inventories higher.

When the oil embargo ended, divisional heads of many of the nation’s cor-
porations were persuaded that the embargo slowdown was behind us, that the
economy would snap back quickly and that, when it did, shortages would be
even worse, So in March, April and May, they stepped up their orders. Demand
for commercial bank credit climbed as never hefore. And of course, short-term
interest rates rose to historic highs.

But the economy never snapped back as vigorously as it had after most other
industrial disruptions. By early July, in thousands of corporations throughout
the United States, finance committees sat down with management to determine
how far their external financing had been stretched beyond the limits set in
budgets at the start of the year, Heavy indebtedness, contracted at high interest
rates to finance extraordinary inereases in inventories, persuaded many to re-
structure their priorities. Financial assets were suddenly more important than
goods in the warehouse, At that point, short-term interest rates stopped rising
and the long process of improving corporate liguidity began to get under way.

During this hectic period, the pricing policles of American industry had de-
parted from established theory. The Cost of Living Counecil permitted a pass-
through of costs to lift prices—a policy which ignored the effect on sales of
excessive price increases. With petroleum prices setting the pace and petro-
chemical feedstocks following, the price-increase syndrome hoisted the inflation
rate far above the date of increase in income, It was only a matter of time before
inventories of final goods would begin poling up on the shelves of U.S. retail
stores.

This end result reveals how seriously business managers were misled by the
word “shortage.” which cropped up so frequently in economic dialogues over
the past 18 months. For there is no shortage so severe that it cannot be cor-
rected by a high enough price. During 1878 and throughout last winter when
many managers complained of shortages, the term conjured up visions of a
wareliouse whose floors were sparsely covered by small piles of goods scattered
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here and there. However, a trip to the warchouse was likely to find it stacked
to the rafters, while the manufacturer looked around for another warehouse
to fitl, In such cases, complaints of a shortage reflected the faet that actual
inventories were not low but they were still well below the level desired by
the manufacturer. He wanted to build his inventories higher to mateh his vision
of the world. In this view, at a time when shortages threatened and, in fact,
existed in many lines of goods, at a time when prices were rising und controls
were being removed, he saw no near-term risk in an aggressive inventory policy.

Even through the first half of 1974, the makers of U.S. monetary policy per-
ceived that strong inflationary expectations were stilt prevailing. So they con-
tinued their efforts to hold the monetary growth rate somewhere in the neigh-
borhood of 6% —far short of the inflation rate of 11-12%. And early last
summer, just as the Federal Reserve tightened up further on the growth of
monetary aggregates, more corporate managers began deciding it was time to
start cooling off their policies of inventory accumulation,

Up to then, they had overlooked the Federal Reserve's persistent refusal to
validite a double-dlgit inflation rate. And they ignored the fact that the first-
quarter slowdown had heen due to something more than the oil embargo.

But now, as the winter of 1974-75 approaches, the economic climate is chang-
ing rapidly. A general reduction in orders is moving backward through the
nation's production pipelines, 'This has abruptly pulled down the desired levels
of inventories—far below the levels of those actually on hand., As a result, price
softness is setting in where only a few months ago there were shortages.

Right through August. the momentum of price inflation—uplifted by the oil-
price inercaxe and by an almost-frenzied demand for inventories—earried through
to tinished goods, despite the deeline in real income, despite the decline in real
retail sales, despite the decline in automobile sales, despite two quarters of
decline in real GNP, despite all the signals that inflation-based decisions were
wrong. And so it is perhaps understandable if the mouetary authorities have
conducted policy in recent months as though they were presiding over the assassi-
nation of Rasputin,

But nothing lasts forever. The dose of monetary restraint, the sharp decline
in equity prices and the attendant decline in the value of househiold wealth do
not auger well for stroug spending on personal consumption in the months ahead.
()n;- \}‘u_\' or another, consumers are exhausted from running a race with surging
inflation,

Consequently, it could be said that, while the President’s program is termed
insufficient and limited, it is appropriate, except for the income tax surcharge.
The tax is ill-timed politically-——as he himself acknowledged—-and it is far worse
timed economically. As of now, there is no excess consumer demand, That ended
a long time ago, There has been excessive inventory demand—and it has finally
Leen recognized by corporate managements.

The inflaticnary surge that swept through the economy due to misread economic
signals Iast winter and last spring has been dealt a double blow: one from
prolonged, but necessary monetary restraint—and one from prolonged and
excessive inventory accumulation,

Meanwhile, the outlook for world trade is somewhat less clear. In every
industrinal country, declines have oceurred in the real purchasing power of
money, in the growth of real personal incomes, and in real retail sales—as a
result of high oil prices and anti-inflationary monetary policies. And in many
countries, excessive inventory acenmulation ix now tronbling industry and
pulling down growth rates.

Wl‘xilo some countries have made some moves toward more expansive monetary
poll(-l(-s. these are not likely to produce a sudden surge of robust economic growth
in 1975. But UK, exporters may face problems, too, Eventually, they may lose
some of thelr competitive edge since, quite probably, the dollar will appreciate
against other major currencies—in part hecause the oil-exporting states tend
to hold the main part of their growing surpius funds in dollars.

But as governments jockey for position in the world arena, they will be well
a(l\"iw(l to guard against the rise of protectionist sentiment—and particularly
against the temptations of trade restrictions and competitive deflation.

.(.)n this subject. Per Jacobsen—in a lecture delivered in 1983—issued a warning
\\}In‘ll m:_x,v be more timely now than it was_then, “The years since the Second
World \} ar have been ones of freer trade,” he said, “But now perhaps we are
coming inte a period of fiercer competition when requests for more protection
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will be put forward with greater insistence. If no steps are taken to withstand
deflationary tendencies in the present period and a general deflationary trend
should set in, these volces would become even stronger and there would Le the
distinct risk of losing the benefits of progress achieved over recent years in ex-
panding world trade.”

Jacobsen’s warning may echo discordantly in our ears today as we listen to
the alarming song of hyperinflation. But sound economic advice, when properly
timed, will always be in discord with fashionable trends in public and political
thinking. For instance, two years ago—when most people believed that the
U.S. economy needed a strong stimulus—would have been the proper time to
begin the effective fight against today's inflation.

Now, this inflation is abating. In the next six months it probably will slow
down more rapidly than is generally foreseen—and even more rapidly than the
rate at which it accelerated, whicli was also unexpected. But the main risk,
at present, iy that we may go too far in our anti-inflationary monetary policies.
For excessive restraint now will only lead to demands, In a later period, for
overly expansive policies to “rescue” the economy. And such demands, in turn,
would jeopardize an orderly stabilization of prices over the longer run.

Chairman Huxpurey. We have as our third witness Mr. Chase, and
we welcome you very much lere to our committee. Mr. Chase, W.
Howard Chase, is consultant and former vice president of the Amer-
ican Can Co. Am I correct?

Mr. Cuase. That is right, sir.

Chalrm{m HuMMPHREY. And we surely appreciate your presence.
Proceed, sir.

STATEMENT OF W. HOWARD CHASE, CONSULTANT AND FORMER
VICE PRESIDENT, AMERICAN CAN CO.

Mpr. Cuaske. Thank you.

Mr. Chairman and distinguished meémbers of the panel, I hope that
what I have to say will not make the distinguished chairman’s blood
more tepid than it is at the moment.

My name, as has been indicated, is W. Howard Chase, and I do serve
as a consultant to William F. May, who is chairman of the American
Can Co., having served until early this year as corporate vice presi-
dent and assistant to.the chairman.

I serve as assistant to the president of New York Polytechnic Insti-
tute, where I am also guest professor in the Graduate School of Man-
agement Sciences in the areas of business and its societal relationships.
Finally, I edit and publish the Innovation and Management of Change
Letter with distribution in this country and abroad.

I would like to say to the members of the panel that only the most
compelling personal reasons prevent Mr. May’s presence here today.
I ask the indulgence and understanding of this distinguished compgit-
tee in presenting our mutual point of view on the bill which would es-
tablish a balanced economic growth plan.

Mr. Woodeock will remember that shortly after he and Professor
Leontief publicly advocated such a bill, he received from Mr. May a
letter of appreciation for his insights into the social, economic, and
plollit;cal urgencies that demand the most concentrated attention from
all of us.

Over the past 2 years, Mr. May has proposed a National Social Pol-
icy Act which demands maximum planning and decision functions in
critical areas. This proposal has just been published in his study en-
titled, “Man, Environment, and the Planning Society,” widely dis-
tributed by the Presidents Association of the American Management
Associations.
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Chairman Humphrey. Have we acquired a copy of that study.?

Mr. Cuase. I shall be happy to enter it into the record \\'itfl your
permission, -

Chairman Humpnrey. If there be no objection, it will be printed in
the record at the conclusion of your oral testimony.

Would you be kind enought to see that members of the committee
that would like a copy could receive one ! I do not know if that violates
nn{ laws around here or rot, but we will seek special dispensation.

Mr. Cuase. The American Management Associations will charge me
$2.50 a copy, but I will be glad to absorb that.

Chairman Humpengrey. Oh, they will? I will be glad to buy one.

Mvr. Cuase, Mr. May's lanFuage is not unlike the content of the bill
under discussion. I quote: “The National Social Policy Act would
create a permanent national planning structure, publicly financed and
expertly statfed. Its functien would be to coordinate and develop the
goals of a planning society.”

Such a procedure, he writes in this little book, is an extension of
common practice to total social goals. Modern complex industry virtu-
ally lives or dies by effective planning. Modern ,lnbm' organizations
have research and analysis departments that rival those of universities,
which are themselves socio-economic-technical research and planning
centers.

Merely to demonstrate application of the national planning function
to the real world, Mr. May used six critical areas of modern life as
examples. I submit and quote them to this distinguished body :

INCOME FLOOR

1. It is time for the leadership of husiness to join with humanitarians in ad-
vocating and obtaining an income floor below which no member of our society is
allowed to fall. The trade-off? The elimination of most current bureaucratie, in-
equitable welfare plans and no income ceiling for those whose talent or produe-

tiveness can enrich us all.
HEALTH BSERVICES

2. The fear of devastating effects of medical disaster haunts America. It is time
for business, labor, government, and medical leadership to become positive ad-
vocates of a modern, efficlent system of delivery of comprehensive health services
that combine the best that public and private sectors can provide. We don't have

it now., :
INCENTIVE BYSTEM

3. It is time for business and union leadership to devise incentive systems—uot
expendiencies—by which labor at all levels shares the rewards when the system
produces satisfaction and the penalties when it doesn't. Obviously, this invelves
full labor participation in the planning function,

EDUCATION

4. It is time for all leadership to sponsor, with their minds, hearts, and purses,
a total renovation of our bedraggled and ineffective educational system.

INVESTMENT CAPITAL

5. No country should apologize for generation of capital and for rewards for
successful use of capital. Until recently our own record in this has been superb.
Let us unite in recognizing once again the importance of the generation of capital
and rewards in this country. We should revive public acceptance, and admiration,
for a return on investment adequate to generate the new capital required for
domestic stability and international leadership.
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TECHNOLOGY

Mr. May’s final point :

8. The scientiflc resources of industry, of universities, and of government can
work together on an incentive basis, to accelerate the development of technology
for pressing social ends. Such collaboration between public and private sectors
is customary for urgent national defense goals. It is inconceivable that we do
not direct our combined genius toward technologies for energy, for environmental
protection, and for medicine.”

Those quotes are merely examples of what I hope you will agree
demonstrate a need for a certain kind of national planning.

It should be clear that Mr. May and I, as one of his assoclates, are not
prepared to turn a deaf car to the objectives of the bill under discussion.
We agree thoroughly with the Reverend Theodore M. Hesburgh, presi-
dent of Notre Dame University that “one of the greatest intellectual
and moral needs of mankind is to find a workable rationale for con-
tinuity in times of change.”

Having stated this theoretical position which is hospitable to the
planning idea, I draw to a close with a word of caution. and a specific
suggestion,

PLANNING AND FREEDOM

The caution—I think Mr. Qlsen will concur in this: John 1. Rocke-
feller III, in his thoughtful book entitled *The Second American
Revolution,” called for a most careful distinction between a planning
society and a planned society. I share his concern. The planned soci-
eties have tended to be the dictatorships of the extreme left or right—
the total statist societies in which the individual loses both dignity and
importance. With our legacy of the free man. we have fought wars to
prevent the planned societies from dominating the world.

There is broad suspicion, and you have evidence of it here this
morning, that nationalI planning, once established as an arm of govern-
ment, can lead to arbitrary decisionmaking based more on political
beliefs, preferences, or ideologies than on Father Hesburgh’s argument
for a “workable rationale.”

Mr. May also observes that a planning society demands a citizenry
with a strong sense of inner self-discipline and responsibility. Govern-
ment by pressure groups is the route to a planned—not a planning—
society. What both de Toqueville and the late Walter Lippmann called
“the tyranny of a temporary majority” affords no highway to a plan-
ning society.

On the other hand, responsible planning and national goal setting
in itself can be a training ground for citizen maturity and a remedy
for self-centered materialism and avarice that all too frequently mar
a society with no sense of national mission.

In these contexts Mr. May as asked me to extend his support, in prin-
ciple, for the spirit of the bill under discussion, with the caveats just
listed, and with two specific suggestions.

FOOD AND ENERGY AREAS

There are two areas of enormous economic, social and political con-
cern that affect the general welfare of every citizen, both in this coun-
try and abroad..They are food and energy.
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The problems represented by these two vital areas are broad enough
to challenge all the planning talents envisioned by the bill in its pro-
posed Economic Planning Board in the Executive Office of the Presi-
dent and by the Council on Economic Planning which would draw
broadly on the Cabinet and major administrative agencies. I think it
is fair to say that we have no true national policy in the areas of
cither food or energy, despite the enormous ferment and public debate
they continue to engender.

PILOT PROGRAM

Our suggestion is, therefore, that the concept of balunced growth
and economie planning be confined for a pilot-plant. period of 2 years
to the generation of national goals in these two.areas: food and energy.
The Economic Planning Board and the Cfouncil on Economic Plan-
ning should have congressionally imposed terminal dates and the
entire concept of a balanced economic growth plan be evaluated by its
contribution to generally accepted national goals for both food and
energy.

Neither Mr. May nor I have critical suggestions to make about the
Government apparatus required to do the job. Speaking now for my-
self, as a citizen, who believes in the rule of reason above political
passion, I join the rest of the population in having much at stake.

Thank you.

Chairman Husrenrey., Well, we are very grateful to you,-Mr. Chase,
for your splendid statement. The study you submitted for the record
will be placed in the record at this point.

[ The study follows:]
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) INTRODUCTION

From the dimmest reaches of prehistory, through thousands
of life spans, human survival has been a chancy and har-
rowing struggle. Individuals, families, tribes, and even re-
gional populations have won or lost the fight against cata-
clysm, holocaust, drought, flood, and pestilence. Ancient
religions concentrated as much on propitiation of angry
gods, whose wrath was expressed in devastation, as on hum-
ble gratitude for nature’s apparently inexhaustible bounty.

It has been left to our generation—ours out of thou-
sands—to comprehend two awesome realities. First, nature’s
bounty is not inexhaustible. And second, the survival of all
mankind, not just individuals or tribes or regional popula-
tions, may be in jeopardy. The evidence is still so recent, yet
so portentous, that we are stunned by it. We are uneasy and
uncertain as to what we should do. We have no consensus as
to how or where to start. We disagree on the magnitude of
the challenge. A sizable, or at least a disproportionately per-
suasive, number of observers of the human scene declare
that it is already too late to save ourselves and that we can
write finis to mankind.

In any event, we must deal with the fact, now so dra-
matically recognized, that our natural environment is truly
one world. There is an arbitrary geographic distribution of
wealth and resources between “haves” and “have-nots.” But
survival as a species yields to no such distinctions.

In the face of so critical a subject, I shall start with
small relevancies. One of these is that I am invited to offer
my thoughts and observations because I am a businessman
—a manager of resources in organized ways. Like most of
my readers, I have already been obliged in behalf of the
public, employees, stockholders, and customers to contend
in practical contexts with the challenge. The management
function demands disciplined patterns of thought. Accord-
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ingly, I have sought first to arrive at some perspective on
our looming environmental resource challenge. Without
such a perspective, we risk scattering our energies and
working at cross-purposes.

We live in an age of adversary challenge and pressure.
Groups and individuals within our global village hurl ac-
cusations like thunderbolts at each other. My thesis, in a
world of discord, is simple but awesome, at least to me:
the race has within its power the ability to cooperate, the
ability to reach a goal far superior to basic survival. In this
case, the process is itself part of the goal—that is, the process
of using fully, against all challenges, our most valuable
resource: ourselves.

AN ESSENTIAL PERSPECTIVE

We are in error when we speak of the suddenness of the ar-
rival of environmental crisis. Our recognition of it may have
arrived like one of those intellectual shocks that have ex-
cited or terrified man through the centuries. But what we
are aware of now is simply the culmination of years of de-
velopment of our species.

Primitive man was the toy of nature, a pawn. It was
only after he began to protect himself from natural forces
and to use natural resources—to capture fire to warm him-
self, to use sticks to extend his reach, to fashion crude but
more durable tools from metal, to build shelters when no
natural ones were at hand, to plant instead of simply to
gather, to domesticate animals instead of relying on hunt-
ing wild game for his survival—that he issued his first chal-
lenge to nature. As man struggled to manage his environ-
ment—at first, perhaps for his own survival, but gradually
for his comfort, convenience, mobility, and delight—ancient
relationships shifted. He renounced long ago, to his con-

6
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siderable credit, the fatalism that would have restricted him.
The renunciation has had its costs.

Man, the Manager of His Environment

 Today man exists in such numbers, has so many tools
and processes, and has harnessed so much of nature’s power
that he can, collectively, change the relationship between
man and nature. What we term our crisis is the fact that we
have achieved the power to deplete and even to exhaust
nature’s bounty and to destroy our environment—globally.
This is the crux of the matter. It is a crisis or a challenge, a
fearful fate or a hopeful beginning—depending on the per-
spective we bring to it.

It is a commentary on our society’s planlessness that
awareness of approaching crisis arrived only after the ad-
verse side effects of our technological ingenuity began to
plague us. Atom bombs and energy from atoms scare us.
Polluted air chokes us. Instant world communication robs
us of time to ponder—and brings to uneasy consciousness
distant famines and unrest. Scarcity-induced inflation shows
up on our dinner tables. New forces threaten to overwhelm
us. '

Yet, viewed in perspective, man’s tortuous path toward
what we call progress has always been accompanied by the
invention of more and better tools and techniques to harness
potentially dangerous forces. The point is not that we sud-
denly have more new and powerful forces at our disposal,
but rather that we have not yet devised adequate new
harness to control them.

Awesome though the realization is that man can now
overturn nature’s management of the environment, the truly
stunning consequence is that man must now accept the re-
sponsibility of managing the environment himself. When
we can face up to this critical new consequence of our

7
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progress, we will have taken a first, essential giant step. We
will then stop quaking at the new forces and their potentials
for bad long enough to start developing some urgently
needed new harness in order to put them to good.

Those of us who count ourselves among the harness
makers can derive reassurance from evidence that we are
beginning to face up to the new responsibilities that come
with our arrogation of some of nature’s formerly exclusive
roles. There is reason to hope that as we turn from exploita-
tion of, to cooperation with, nature she will make a better
joint partner than she was a sole patron.

Certainly, in the face of challenges that threaten to
overwhelm us, a sense of individual helplessness is an im-
pediment. In the complex, specialized, and institutionalized
milieu of our lives, we feel a shrinking sense of captaincy in
terms of “What can I do about problems that confront all
of humanity?” However, man has risen above animaldom
by becoming an improving resource unto himself. Recogni-
tion of the enormous growth of our own human resourceful-
ness will help us to accept, if humbly, some of these new
environment-managing responsibilities. And since cooperat-
ing people are synergistic, we are collectively not so help-
less in the face of our sobering new responsibilities as the
no-growth defeatists have charged. Furthermore, those same
developing organizational arrangements—the social, cul-
tural, political, and economic tools that we have developed
to serve our expanding human needs—must be working
rather well, on balance. Otherwise, how could we have
achieved so many historical breakthroughs that we now
face a collective crisis of adaptation?

The Need for New Assumptions

If we are going to keep our collective cool while trying
to achieve the most profound reorientation of man'’s relation
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to his environment in all of history, we should be aware
that historical assumptions themselves, which served prior
generations as a kind of chart, have become a most un-
reliable frame of reference for many kinds of conclusions,
decisions, and procedures required to build for tomorrow.

“A lot of the trouble in the world,” someone has said,
“is caused by the things that folks know that ain’t so.”

By invalidating some of the old premises of history and
establishing some new premises by our breakthroughs, we
have suddenly rearranged a lot of lists of things that are
“so” and that “ain’t so.” For a classical illustration of such
watersheds, as between new truth and old fiction, one
thinks of the discovery that the flat world is actually
round. The correction made a lot of difference.

If we can just stop shivering in the chill winds off new
escarpments of challenge, we will find other new premises
far superior to shattered old ones and much more useful to
our purposes. They too can make a lot of difference.

We have done some literal as well as psychological
shivering of late because of the premise (old) that we are
running out of oil and other traditional sources of energy.
Yet we have more than the glimmer of a premise (new)
that the hydrogen atom, of which there are two in every
molecule of the rather abundant substance called water,
is an inexhaustible source of energy.

The point does not need laboring beyond noting that
many of the dilemmas that worry us, as we sit calculating
prospective human numbers and needs against assumed
limits of resources, are based on yesterday-oriented assump-
tions. And so are many of our future-oriented fears.

SOME WORKING PREMISES

It is always more tempting—and easier—to consider the
philosophical implications of man’s blunders and dilemmas

9
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than it is to address the practical approaches that will pre-
serve him, once again, in his hairbreadth struggle. If the
doomsayers are correct, and man is doomed, there would
be little for us to do except to regard ourselves as the end
product of an extraordinary evolutionary failure, and wind
up our affairs as tidily—or as hedonistically—as our natures
direct.

If, on the other hand, we reject the doomsayers, we
accept the obligation to put our best talents to work without
delay toward solutions. For this course, we need a few
premises, or at least working hypotheses.

1. Man has made it thus far in the face of tremendous
challenge to his capabilities, and is presumably no less com-
petent in this generation than in preceding centuries. His
track record is impressive, and in the present crisis he has,
perhaps for the first time, a broad awareness of the prob-
lems he faces. :

2. Although the challenges may appear to be over-
whelming when seen against historical premises and in-
herited assumptions, they have yet to be tested against the
best of today’s capabilities and tomorrow’s potential solu-
tions.

3. The tools already at hand are underestimated and
underused. The “state of the art” is already far advanced,
and it is capable of being further developed.

4. If properly managed, natural resources both unused -
and used, while finite, are adequate for man’s needs. Present
accessibility of resources is not necessarily the measure of
their ultimate availability.

5. Planning, a social tool that can be used to coordinate
man’s technological endeavors and his human aspirations
for the enhancement of both, can provide needed direction
and help capitalize on the capabilities of diverse segments
of society.

10
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6. The hope not of mere survival but of a better life lies
in the results of men working together with technology.

Here I offer a note of caution. Working premises, while
useful, are not predictions of certain success. If valid, they
can serve as preliminary justification for the sort of global
feasibility study we must make if we are to grasp the dimen-
sions of the problem. At the same time, they can suggest
areas where our current efforts can be made more effective.
And, perhaps most important, they can bolster our battered
confidence by reassuring us that man is indeed capable of
managing his resources for the general good.

SOME MARVELOUS TOOLS

Man’s use of tools—of hand and mind—critically distin-
guishes him from all other creatures. Without tools, man'’s
history would be nominal and unrecorded.

Why, then, do we sell our miraculous tool progress so
short in these times? And why, when we face such enor-
mous challenges, don’t we derive more confidence from
the miracles of our own sociotechnological resourcefulness?

Surely the most dramatic use of tools in our lives—or
in history—was the sending of men to the moon and bring-
ing them back. Indeed, with the world watching and listen-
ing to the participants in the miracle, it was the quintes-
sence of applied technology. It happens also to have been
the greatest example of organizational cooperation in his-
tory. Literally thousands of organizations and hundreds of
thousands of people, with complementary skills and re-
sources, helped to achieve the miracle. And every one of
these cooperative organizational and human entities in-
creased society’s capacity to explore new frontiers in the
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process. This jump forward in man-tool resourcefulness is
equivalent to the net gains in all prior history in terms of the
potential usefulness and application of man’s knowledge. .

Unfortunately for our sense of collective reassurance in
view of the challenges we face, much of our contemporary
progress—incredible though it is in terms of historical prem-
ises—is so little understood as to not even become news in
our dynamic times.

Keeping up with the state of the art is difficult, even
for the professional engineers and other technologists in a
given field. And the wonders of the computer age are diffi-
cult to translate into terms that most people can compre-
hend. Yet, we are living with the atom. We are learning
to harness it peacefully and usefully. It is one of our best
hopes for overcoming another challenge—that of dwindling
fossil fuel. Similarly, we have put some manageable harness
on the rocket, which first scared us in bomb form. Har-
nessed rocket power enabled us to take combinations of
our newest tools into outer space.

Besides the resulting proliferation of knowledge in
methodologies, design, material usage, medicine, life sup-
port, and many other areas, we can now literally see the
whole world better from outer space. And we can detect
climatic change and map world resources we didn’t know
existed before. ‘

By using innovative approaches comparable to those
used in space, we are only beginning to explore the depths
of the seas. We have much to learn, but we are taking some
essential first steps in farming and mining the oceans with-
out polluting them.

In the past two decades we have learned more about our
physical world environment (a first essential toward man-
aging it) than man learned in two prior centuries. And,
for that matter, we have already done more to clean up our
environment than did any prior generation. For one thing,
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we have started. For another, we have recognized that we
can never stop.

The task before us is to discover, adapt, change, sup-
plement, and otherwise manage the supply and use of es-
sential natural resources faster than rising demand will
shrink or erode them. To do so without destruction of
the environment or of human values will test man’s abilities
most harshly. But he is a master toolmaker and his incen-
tives have never been greater. Some of his tools are still
underused, and others of great promise are just now being
devised. It is fortunate that our greatest natural resource,
man’s ingenuity, is one that is not in short supply. It is ever
renewable, and each generation can build on the advances
of the last. As yet, the limits are not even in sight—and
therein lies our best hope.

A CASE HISTORY

The American Can Company makes many kinds of contain-
ers for all manner of products, in numbers running into the
billions. Obviously great quantities of many kinds of ma-
terials are used, and almost every one of them is a material
the seeming limits of which are a matter of national or
world concern. They include steel, aluminum, tin, paper,
the petroleum-derived plastics, and energy.

Of at least equal relevance is the fact that American
Can is a large company in whose functions some 50,000 peo-
ple have a participative stake. It is thus a sociotechnical
unit of people working with tools and facilities and organi-
zational techniques in order to convert raw materials into
products and services to meet human needs. At that level it
is doing what nations do, and what mankind is doing, to
cope with life and advance human destinies within a shared
world environment.
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Long ago it became evident to me that not everybody
is as interested in cans as I am. I have reluctantly concluded,
in fact, that people are simply not interested in cans as such

. . period. Cans, virtually all containers, are means toward
ends.

“Ban the Can”

Human interest centers, naturally enough, not on the
package, but on what is in it. However, there is a growing
follow-up interest in packaging that is pertinent to environ-
mental management; namely, what to do with the package
after it has delivered its contents. No reader needs to be
reminded that there is an anti-litter hullabaloo in the land,
epitomized by the rhythmic slogan, “Ban the can.”

This idea is very appealing. If we instantly eliminated
the can (and bottles and cartons ), thoughtless people would
have no such objects to throw along the roads, in parks, and
elsewhere to litter up the landscape. One could further con-
clude that banning containers would also bring ahout a
great reduction in garbage.

As a matter of fact, if we did ban cans and other con-
tainers for a month, we would eliminate once and for all
the worst public relations problem of the container industry.
There would be an immediate and urgent cry to produce
these useful, essential, though uninteresting, conveniences
all over again. Environmentally, we would—by suspending
container use for a month—create the most monumental mess
in history—from the point of view of both esthetics and
sanitation. We would also bring the functioning of our com-
. plex economy and the society it supports to a virtual halt.
~ For if packages were to vanish, with them would go genera-
tions of progress in food sanitation, preservation, storage,
convenience, seasonality, choice, economy, and a vast
amount of work-saving.
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This reductio ad absurdum is offered not merely to air
an irritation that besets an entire industry, but rather to
make a point that is so fundamental to the chalienge of
environmental management that we can never succeed if
we ignore it. We won’t even be able to make an effective
start.

The point is that our environment is not a collection
of unrelated pieces. It is a continuum. Where man has now
begun to disrupt its integrated relationships, he cannot
merely patch what he has damaged. In broader terms, if we
are to assume responsibility for managing the environment,
we must be concerned with all of it.

If we kill off all the birds, the bugs will get us. It would
be almost as absurd to ban the can, which, quite apart from
its tested usefulness in advanced countries such as ours, of-
fers to the emerging nations considerable assistance toward
solving the nutritional needs of their growing populations.

Bottle Bills

The true target of research should be, and is, the de-
velopment of new techniques for salvaging and recycling
the materials used to make cans and thousands of other
useful articles.

The American Can Company, like many others, is on
target in jts research and development of new recycling
techniques. Yet, while engaged in such technological prog-
ress toward desirable social and economic ends, thousands
of corporate man-hours and much of the company’s best
managerial skills have had to be directed toward surmount-
ing a set of socially, economically, and technologically il-
logical impediments to recycling progress.

We have been fending off what are called “bottle bills”
in state legislatures. These are pieces of legislation banning
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the use of “throwaway” or “one-way” bottles, in favor of only
returnable or reusable containers. The underlying theory is
that consumers will return the bottle for reuse in order to
get back a deposit of from two to five cents. This theory was
even extended to cans in some bills, even though cans cannot
be reused until they have been completely remanufactured.

The fact—that might have been expected, but that has
been confirmed by research—is that people who litter the
landscape are not deterred from this practice in any signifi-
cant degree by the loss of a nominal deposit on their mis-
siles.

When Oregon, the bellwether state, passed its now
famous bottle bill in 1971, several things began to happen—
and not to happen. Notably, discarded containers did not
vanish from Oregon’s roadsides. But a costly contest of sur-
veys developed between the opponents and the supporters
of the legislation as to what significant difference there was
in “before” and “after” roadside litter. This question goes
unresolved.

There were also some economically tangible and hu-
manly painful consequences of the bottle bill. The market
volume of soft drinks and beer went down, some private
label brands by as much as 40 percent. Five industries—
soft drink producers, brewers, beer wholesalers and dis-
tributors, canners, and glass bottle manufacturers—experi-
enced increased costs and declining profits. Beverage can
sales dropped 83 percent. Two canners closed plants serving
the area. Several hundred jobs disappeared. The ramifica-
tions of this bill have been complex and unfortunate.

Beer and soft drinks may not be essentials of life, but
in a can- or bottle-producing plant these containers balance
out and help reduce the cost of other containers, such as
those for vegetables and meat. Similarly, the disruption of
the distribution system for beverages has brought new costs,
such as those for warehousing and truck fleets to handle
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returnable containers. Local retailers, especially smaller
ones, have borne a heavy burden in the cost and inconven-
ience of handling bottle returns. And sanitation prablems
have been compounded.

Resource Recovery

If there have been any winners in this contest of cross-
purposes, their fame is seen largely in the form of recycled
and recirculated press releases. Yet the political issue of
“anti-litter” has become so pro bono publico that bottle bills
have been introduced in 39 states and in many municipali-
ties. The end is not yet in sight for this detour to real prog-
ress in the recycling of containers that become solid waste. .

This is not, however, to denigrate the impressive efforts
of thousands of consumers who participate in local waste
drives to salvage glass, paper, and metals until such time as
their communities have modern facilities for recycling these
materials from bulk refuse and garbage.

In point of fact, we don’t want use of the can banned
and we don’t want the can abandoned after use. We would
like to have it back to make another can or some other useful
product from it. We have been on this resource recovery
path for more than half a century—through a subsidiary,
M & T Chemicals, Inc. By means of a new division -called
Americology, we are looking as far as we can into the future
of resource recovery and waste management, in order to
design tools and techniques that will help reach the maxi-
mum potentials in recycled resource use and accompanying
environmental protection.

We should note here the public expectation of instant
technological solutions whenever a new social problem
looms. It so happens that, almost simultaneous with the in-
tensifying public concern over too much garbage and not
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enough energy, we have perfected some massive and versa-
tile machinery to convert the unwanted waste into the
needed energy and to reclaim a lot of reusable resources in
the process. However, this miracle of technology evolved
through-60 years of patient research and application of all
kinds of scrap recovery and other salvage techniques. We
were on the way to the fire long before the alarms began
to be turned in.

The public’s confidence in American industry’s ability
to meet new environmental challenges notwithstanding,
the petroleum, utilities, mining, and other heavy industries
would no doubt share the hope that people might occasion-
ally give it time to do more than “add water and shake.”
Technology has become the victim of science and industry’s
own reputation for success.

Again close to corporate home, people are still throw-
ing cans on the highways. But we are experimenting with
ingenious vehicles to gather them up. This effort is minor,
however, compared to a success that we report with some
pride. The Americology Division can now build and de-
liver, on a turnkey basis to any city, a versatile facility that
will accept solid garbage and waste as collected; sort out all
metals, paper, and plastic; make them available for reuse
(with guaranteed markets); convert the combustible bal-
ance of the solid waste into fuel suitable for producing elec-
trical energy;-and-cellect the minimal inert residue as safe
and sanitary landfill materials, using 80 percent less space
than now required.!

Other companies are making comparable progress in
perfecting new technologies and tools for waste treatment
and resource recovery and recycling. St. Louis is the first

* In January 1975 negotiations were concluded by which the city of
Milwaukee contracted with American Can Company for the design, con-
struction, and operation of the first full-resource recycling system capable
of processing 100 percent of a major city’s solid waste.
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American metropolis with an installed and operating solid-
waste recovery and reuse program generating electric
power. The list of cities following St. Louis is growing
rapidly.

Connecticut is making an all-out effort to tackle this
challenge. The state’s new Resources Recovery Authority is
backed by an approved quarter billion dollar bond issue to
help its cities buy and install the versatile hardware for re-
source recovery and energy production from municipal
waste. The first installation will soon .be under way in
Bridgeport, Connecticut.

A New Way of Life

Only recently we had mere ripples, but now we have
a swelling tide of evidence, first, that we are beyond mere
awareness that nature’s supply of materials for man’s use
is exhaustible; second, that we are doing a lot about it; and,
third, that we are planning to do a very great deal more
about it. Emergency planning for materials recycling is
becoming way-of-life planning. It is of more than statistical
interest that while 185 million aluminum cans were recycled
in 1970, only three years later, one billion six hundred mil-
lion such cans were recycled.

Thus in one industry alone we are now in transition
between two historical relationships between man and his
natural resources. The different eras already have significant
names—the “extractive” versus the “conservational.” We are
changing from exploiting nature to cooperating with her.
There is ample evidence that we are abandoning for good
the wasteful straight-line consumption path of raw material,
to single use, to waste. We are now well into the circle path,
or cycle, of raw material, to use, to salvage, to reuse. And,
most fortunately, this cycle can be made revolving. The
material reuse doesn’t have to stop just once around.
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There is nothing second class about most recycled ma-
terials. They are even premium in many respects and have
distinct advantages. Also, it is a welcome series of facts, in
view of the need to save both energy and resources, that
recycled steel requires 75 percent less energy than steel
made from iron ore; recycled paper requires 70 percent less
energy than paper made from virgin pulp; and aluminum
recovered from scrap consumes only one-twelfth as much
energy as does the production of primary aluminum. Re-
cycling tends to reward its own virtue.

THE RECYCLE SOCIETY

It is always easy to pick and choose evidence to shore up
preconceived optimism. But it is reassuring to any optimist
to find himself in realistic company.

It is, therefore, of interest when an authority on re-
sources and energy such as Professor Glenn T. Seaborg,
Nobel Prize chemist and former chairman of the Atomic
Energy Commission, writes of our chances for closing the
resource loop. Positioning his expectations 20 years ahead,
he forecasts that by 1995:

We will be creating a “recycle” society, . . . one in
which virtually all materials used are reused indefinitely
and virgin resources become primarily the “make up” ma-
terials to account for the amounts lost in use and produc-
tion and . . . to supplement new production to take care of
any new growth that would improve the quality of life.

In such a society, the present materials situation is
literally reversed; all waste and scrap—what are now
called “secondary materials”—become our major resources,
and our natural untapped resources become our back-up
supplies. This must eventually become the industrial phi- -
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losophy of a stabilized society and the one toward which
we must work.?

Dr. Seaborg’s prediction is by no means a mountaintop
view of the distant future. He has carried his concepts of

. recycling to the point of envisaging the precoding and tag-

ging of material parts of a product, magnetically, isotopi-
cally, or otherwise, during production, in order to facilitate
their later economical and efficient recycling.

Most of us would have neither the desire nor the data
to fault Dr. Seaborg’s concept of the recycle society on tech-
nical grounds. The path we are on leads toward his conclu-

_sions. So also do Buckminster Fuller’s concepts of stretch-

ing our material usage by ingenuity and substitution.

After all, the process of stretching our resources
through ingenuity is evident everywhere. One example,
little known, is our present ability to make two cans from
the amount of material that only 15 years ago went into
one. As for substitution, citing again an example from the
container industry, billions of practical, recyclable contain-
ers are now being produced from such annually renewable
raw materials as trees, which can be grown as crops, rather
than from scarce ores that can be mined but once.

However, Dr. Seaborg is a chemist and a proficient
applied scientist, an academician, in contrast to business
executives, who must direct their goals toward the feasible
and practical. If corporate efforts toward progress get too
far ahead of profitable operation, the best of socially respon-
sible corporate goals will not be reached.

As a physical-world scientist, Dr. Seaborg thinks we
can and will achieve a recycling society that will be sus-
tained by a judicious mix of virgin and recovered resources.
Managers of just such ongoing processes agree with his fore-

' “The Recycle Society of Tomorrow,” Futurist, June 1974, pp. 108~
115.
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cast. But Dr. Seaborg foresees not just a recycle economy or
a recycle technology; he forecasts a recycle society. It is
critical, therefore, that we recognize that it is not enough
that scientists can provide the technology; or enough that
managers can harness the technology with adequate organi-
zational arrangements; or even enough with both of these
factors working in concert—unless the people will cooperate
with the adaptive inevitabilities essential to achieve a re-
cycle society.

Dr. Seaborg, who also has considerable status as an
empirical social scientist, is strongly persuaded that we can
and will muster all of the interrelated essentials for a recycle
society. He notes with tempered realism:

Of course there will be some degree of negativism
about the non-compliance with the required changes. . . .
And there will be those who, with the usual amount of
hindsight, blame others for not being able to anticipate
current problems.

But, by and large, most people will respond positively
as they have in the past in time of crisis. In fact, after the
extended period of comparative affluence and self-indul-
gence most people have enjoyed in this country, we may
witness something of a quiet pride and spartan-like spirit
in facing some shortages and exercising both the stoicism
and the ingenuity to face and overcome them.

What is important, though, is that the emphasis will
shift from stoicism to ingenuity as we come up with new
ideas and technologies to overcome our problems.

By the mid-1990’s we should be a good way along in
this shift. But the results of the changes and transitions we
face will have left their effect on our society, for we will
have realized that we will never again live in a society
where so much is taken for granted—where so many ap-
parently “knew the price of everything and the value of
nothing.”

The environmental movement, the energy crisis, and
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the problems yet to come will have changed all that well
before 1990.2

One may well have some reservations concerning the
schedule that Dr. Seaborg sets for this recycling of human
nature’s patience, while still applauding his emphasis on
human ingenuity and social perspective as essentials in
reaching a recycle society.

As noted earlier, there is now sound technological evi- .
dence that we can recover an increasing percentage of
materials by recycling solid waste. The conservative En-
vironmental Protection Agency can already foresee a po-
tential recovery ratio of 53 percent for minerals (steel, tin,
aluminum) and 21 percent for paper. And since 90 percent
of municipal solid waste is combustible, there is a prospect
of deriving billions of kilowatt hours of electrical energy
from burning the residue of recycling, a fact little noted in
current energy projections.

One Step at a Time

A rope woven from many fibers is stronger than a rope
the same thickness but of a single strand. This principle
also applies, though often frustratingly so, to the presenta-
tion of a case for a multifaceted idea. And surely to deal
with a concept as vast and complex as managing the en-
vironment, within the confines of a few pages, is an exercise
in frustration.

It may also be frustrating to thoughtful readers—each
of whom has his or her own wide choice as to where to begin
weaving the strands of what will certainly have to be a
strong rope if we are to succeed in harnessing our environ-
ment with it.

* Seaborg, op. cit.
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There will be those, for instance, of a quantitative turn
of mind, who will wonder how this discussion could have
proceeded thus far without introducing strands so germane
as the size and nature of specific resource scarcities, or the
dimensions of the energy crisis. And there will be those
who feel that if one is going to discuss managing the re-
source environment, there ought to be a mighty big plan
emerging by now on how to go about it.

On the contrary, it would be cause for alarm if we were
rushing toward totalitarian plans based on dogmatic as-
sumptions about limited resources, or on past or present
assumptions about man’s limited capacities to cope. With
regard to working from these assumptions, it is essential to
be mindful of the “things that folks know that ain’t s0.” We
must also remember that we know, or are learning, some
very useful things that are demonstrably and dramatically
so. Some of this new knowledge should encourage us to
plan big enough and boldly enough to meet the challenge of
fulfilling total resource requirements.

Margaret Mead thinks it is fortunate that today we
probably know “where we are” in a historical sense better
than did any prior people who were caught up in what has
been called, with hindsight, this or that “revolution.” “This
is the first time in history,” says Dr. Mead, “that man has
been able to label what was happening to him while it was
happening, and this is profoundly important.” There is
ample evidence of this.

Our new terminology about the “atomic age,” the
“space age,” and the “energy crisis” era has real meaning for
us. Of this sort of awareness and its impact, Dr. Mead says,
“Here we are [and] the principal point is'we know we'’re
here.” Furthermore, we have accepted the challenge and
are beginning to deal with it. We don’t have any world
plans yet, but we have an increasingly aware world.
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Some Right Questions

It would be an aid and comfort to have da Vinci with
us in these times. He is alleged to have believed that per-
ceiving the right questions immediately covered half the
distance to the right answers. Knowing where we are is of
great help to us in framing the right questions we need—
especially the toughest and most sobering ones. In fact,
we are not doing so badly with tough and realistic new
questions about environmental management—even as we
improvise with inadequate, but at least evolving, answers.

Cracking open the atom shocked us into a lot of realis-
tic questions, more awesome than hopeful at first. Even if
it has required a “truce of mutual terror” militarily (a modus
vivendi answer, but an answer), we are doing rather well
with nuclear answers to date—cert..inly when considered
against the doomsayers’ prognostications.

We now have fears about whether or not we can con-
trol another type of bomb: the population explosion. We
may consider for how many generations the question never
occurred and the historical weight of assumptions that man
couldn’t or shouldn’t control his numbers, but this basic
question is now front and center. China is controlling the
growth of her population. There is action as the debate
goes on.

NATURAL RESOURCES . . . HOW MUCH?

Thus far we have avoided the quantitative aspects of en-
vironment/resource management for both practical and
tactical reasons, which have to do very much with this
matter of “right questions.”

A very healthy dialogue is emerging and developing
in this critical area where right questions and reliable an-
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swers are essential. It will help to know whether we have to
manage catastrophe, adequacy, or abundance.

On one side of the debate are the neo-Malthusians, the
zero-growth advocates and no few doomsayers—in general,
the limiters and dividers whose essential premise is a pre-
sumed scarcity or limit to resources. For them the issue
is not whether the supply will last, but only for how long.
Those holding counter views are neither reticent nor uncer-
tain. Ranging from conservative scientists to resource ser-
endipitists, their consensus seems to be one of optimism
as to world resource potential, especially in a recycle so-
ciety. : ‘

In fairness and in fact, it should be noted that the core
of a large part of the argument is not so much whether
Mother Nature has enough resources left, unexploited, in
her cupboard, but whether man has enough ingenuity to
continue to use them effectively. Here we must judge the
effectiveness not just of the technological advances, but
of their economic adaptation and social justice.

In 1968 the Club of Rome (a group of 30 people con-
cerned with world problems from 10 countries and many
professions) did much to polarize opinion on this issue
when it met, deliberated, and then published its proceed-
ings initiating a series of inquiries into the “Predicament
of Mankind.” The Club of Rome’s “Predicament of Man-
kind” was not postulated on running out of resources so
much as that man hasn’t learned to manage those he has—
including himself. (Even atomic bombs have to be fused
and triggered by men in order for them to explode; and
man now has at least the technological means to defuse his
own population bomb.) It may not be fair that the Club of
Rome has subsequently become tagged with the zero popu-
lation growth concept. That, they concluded, is what man
must live with, if he is lucky, and if his arrangements with
nature are to continue unchanged from past patterns.
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The Club’s studies suggested strongly, even if implicitly,
that we had better get on with improving our human in-
genuity, or else. For this, let us hope that history will ac-
cord the Club of Rome some due merit, if only for sounding
the alarm.

Resource Scarcities—Intrinsic or Relative?

“The literal notion of running out of mineral supplies
is ridiculous,” declared two Canadian scientists in a paper
presented to the United Nations. “The entire planet is com-
posed of minerals and man can hardly mine himself out. . ..
The quantities of mineral materials in even the upper kilo-
meter of average crustal rock contains 2 X 10® metric tons
of aluminum, over 1 X 10® tons of iron, 800,000 tons of zinc,
200,000 tons of copper. Much the same sort of calculation
can be made for seawater.”™

Similar calculations have been made by responsible
authorities as to unlimited potential sources of energy. But
whether forecasts are of minerals or energy, the potential is
a factor of economic cost and of social adjustments, or, in
short, the well-known trade-off. The Canadian scientists’ de-
clared thesis, preceding the above quotation, is: “We are
running out not of mineral resources but of ways to avoid
ill effects of high rates of exploitation.”

In its 1974 Report, the U.S. Environmental Protection
Agency observed that, setting aside cost,

There are those that believe that maintaining high per

capita growth rates of material consumption depends

primarily on human ingenuity. Given this orientation, it is

difficult to identify any specific natural resource com-

‘ David ‘B. Brooks and P. W. Andrews, “Population and Natural
Rescurces.” Paper presented to United Nations Economic and Social

Council symposium, “Population, Resources, and Environment,” held at
Stockholm, Sweden, September 26 to October 5, 1973.
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modity that is essential or critical in any absolute sense
or to identify any nonreplenishable resources that are
exhaustible. To the technologist, the limits to economic
growth lie in man himself, not in the inherent characteris-
tics or physical limitations of the resource base. [Emphasis
added.}

Continuing along the lines of the positivists’ premises,
the EPA Report further observed that “in this view, present
knowledge of the extent of mineral deposits is infinitesimal
compared with the unexplored reaches of the planet. Limits
are those imposed by human knowledge, technology, and
economic organization; natural resources are not believed
to be in short supply in any real sense.”

Neither the accumulation of evidence nor the seeming
irreconcilability of interpretation of intervening trends
seems nearly as hopeless as when the debate started. To a
manager, the situation appears not unlike the seeming dead-
lock of a strike, of a disarmament conference, or of a truce
negotiation. The tougher and shrewder are bargainers, the
quicker they will spot the overlapping areas to maneuver.
We have areas to maneuver that we ourselves can expand.

The United Nations and its agencies_have made as
thorough an inventory of man’s resources and problems as
has yet been possible. Of their interrelationships, Secretary
General U Thant warned his colleagues that the deciding
factor in man’s survival was not the dimensions of either
but man’s capacity to control them. A decade later, Secre-
tary General Waldheim has warned that the basic problem
is still not quantity of world resources but human manage-
ment of them.

The Hope of Human Ingenuity

On balance, it does not really seem to matter whether
one reads the despairing literature of the Malthusians or the
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hopeful literature of the positivists; there is an ever present
fulcrum on which the casemakers are leveraging their prem-
ises and conclusions, It is the factor of human ingenuity in
the context of using technology, adapting to change, adjust-
ing, shifting, rearranging, substituting, improving—in sum-
mary, man managing the relations between man and his
resource environment.

At the least, the arguments over whether man can
manage his environment benevolently and adjust his needs
to accessible resources now and in the future are being
distilled to the make-or-break point. The heat of accelerat-
ing history is on all of us. There are no cool places for the
relatively fortunate. In Margaret Mead’s terminology, “Here
we all are and we know it.”

This fact may be the critical difference between us and
all those past civilizations that flourished and vanished. If
the clear, warning handwriting on our walls had been on
theirs, their civilizations might well have gone on.

We are now reading and heeding the handwriting. We
are not necessarily better than those vanished predecessors.
The issue is more internal than comparative: enough of us
have gotten scared enough soon enough. But, since un-
harnessed fear is dangerous, the hope is that we have been
“scared smarter” into accelerated, intelligent action, as op-
posed to having been stampeded into uncontrollable de-
structive use of new knowledge. Reduced to the rudimen-
tary, it seems that more of us worry about more important
things better than we used to.

In sum, since we are scared adequatzly but not witless,
and seem now to have focused our worries on what, by
historical comparison, are bold and creditable goals, our
crisis conduct rating is very possibly much higher than we
think it is. '

“Mind is the great lever of all things,” declared Daniel
Webster to his colleagues in the midst of adversity. “Human
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thought is the process by which human ends are ultimately
answered.” John Adams was so taken with Webster’s words,
he suggested they be reread at least once each year “for-
ever and ever.” Now is not a bad time. They apply. Indeed,
Webster could well have been prompted to his remarks by
a recent news item. The dispatch reports, from El Batan,
Mexico, that some agricultural scientists have perfected and
are growing a new strain of corn that, pound for pound, has
twice the protein of milk and surpasses beef protein in
quality.

From this same remote research center, thirty years
ago, came a new species of wheat that has since increased
production on poor soils around the world from levels
of 6 to 10 bushels per acre to 50 to 60 bushels per acre.
This has been a substantial factor in doubling world food
production. And it is noteworthy that the methodology
emerged in no small degree from the brain of one man, Dr.
Norman Borglaug, whose “Green Revolution” led to a Nobel
Peace Prize in 1970.

Most of the scientists in all of history are alive today,
and the vast knowledge at their disposal has not yet had one
generation’s use. It is cynical to assume that science has no
more to contribute.

Now, suppose that Malthus had lived next door to Dr.
Borglaug . . .? One might also wish that Euclid had lived
next door to Dr. Borglaug. It might have caused him to be
more careful when he enunciated his theorem about the
whole being equal to the sum of its parts. When applied
to men working together, the whole is not equal to the
parts, it is far greater. There is a limit to what one man can
do with his muscles—a fact that gave civilization a slow
start. Man’s mind, cooperating with and guiding his mus-
cles, or even working alone, vastly raises the potential. Two
men, helping each other, extend the multiplier. Add tools
of hand and mind, and that’s how we got where we are.
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The process need not stop.

Man and his tools were never more synergistic than
now. Euclid would be numb with astonishment to see what
is going on. One can be less sure about Malthus; pessimism
dies slowly. But I can’t believe that Euclid, in view of the
knowledge man possesses today, would come out with the
new theorem that man'’s problems are greater than his po-
tentials. As one reads some of the current predictive litera-
ture.on man’s chances for survival, it would appear that the
difference between the arithmetic of doom and the geom-
etry of hope comes down to a matter of man’s faith in his
own synergistic capacities.

The Dr. Borglaugs among us are not a mere few. They
are multiplying the loaves, literally. We are also multiply-
ing, not just catching, fish. No longer an aquarium novelty
or hatchery experiment, fish farming is a whole new cul-
tivated source of food supply. Few of the technological
miracles of modern times have exceeded those in agricul-
ture, and we are now taking these into the sea. The desalting
of sea water in even vaster quantities will permit irrigation
of more land.

Our running inventories on known resources are still
crude, transient, and generally underestimated. It seems a
sure premise that where we are willing to use modern tech-
nology almost no essential natural resource need have a
finite limit.

Fortunately, there are more than monetary ways to
adjust the price of things. In management parlance we
often speak of “adjusting the mix.” In a significant way, that
is how we will manage our future: as we encounter material
shortages, we will offset them by increasing the use of ap-
plied human and technological resourcefulness in the mix.
The limits to productive combinations, within which we
can live both economically and socially, seem nowhere in
sight. -
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MORE OR LESS OF WHAT?

It is not much fun to debate the future if success in surviv-
ing is little more than mere survival itself. The coming Bi-
centennial is a good time to reevaluate the mix of things and
qualities we have and those we need. - .

The United States has produced and shared more bread
and other essentials of survival with its fellow men than
has any other nation in history. Yet the 1974 World Food
Congress tells us that human demands are greater than
ever. We are more concerned than we ever were that mini-
mum living standards—beyond mere subsistence—be made
an integral part of our own lives. We are in pursuit of new
goals—of better health care, better housing, better educa-
tion and more equitable distribution of these benefits. We
haven’t arrived at any of these goals. But what is encourag-
ing, beyond our creditable progress, is that in the face of
the drastic impact of environmental deterioration, the en-
ergy crisis, and inflation we are not abandoning our minimal
goals of living. Indeed, we keep up the pressure to advance
them.

We are at a watershed of basic change. Of course there
are severe adjustments to be made. As the traditionally rich-
est nation in the world, we are assailed with concerns about
becoming poorer. Yet evidence mounts that we are doing
the best job of managing change that man has ever done.

This is demonstrated by the very comparisons that at-
tend our present challenges. After all, we are the nation
whose traditional standards and methods of consumption
have made our way of life synonymous with affluence—and
waste. If suddenly we are so sobered by the realities of
transitions ahead that Dr. Seaborg can foresee a recycle
society by this century’s end, we are not only worrying
smarter, we are managing difficult transitions realistically.

——

32



57

Managing Ourselves and Our Natural Resources

To make or to accept forecasts such as Dr. Seaborg’s
demands that we have a large measure of faith in ourselves.
Even if his timing is hurried, he is realistic in seeing his
recycle society as a combined achievement in managing
both ourselves and our natural resources better. Any fore-
cast that bases survival less on our continuing managerial
ingenuity and more on “lucky breaks”—the overnight per-
fection of solar energy systems, vast new undersea discover-
ies of oil, or unlimited ore discoveries—is blind optimism
and nothing more. Even a breakthrough requires manage-
ment.

Sociology is neither so exact, so quantifiable, nor such a
firm base for prediction as is technology. However, our
reasoned confidence and expectations for the future are
really more man-based than object-based. History may have
become obsolete as a guide for analysis in these dynamic
times—new ideas erode old premises. -

Nevertheless, it would appear that when man had all
the world’s resources and no technology, he was in bad
shape, even if he didn’t know it. Now that he has the capac-
ity to perform miracles of technology, is he still in trouble?
If he is, the difference must be in his sociology. And any-
thing that can make that much difference must be critical.
That is why Margaret Mead’s observation is so astute. We
do know where we are. And whether we call it sociology
or intuition, we know that we must cooperate our way out
of whatever new environmental crisis we face. Maybe it is
simply emergency awareness. Whatever term one uses, it is
the motivating force that is pulling our sociological re-
sourcefulness abreast of our technological gains. We will
manage our resources and our environment better hence-
forth because we can now see the “alternatives.”
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Fortunately it is possible to be realistic without being
negative. It is also possible to compromise and still end up
better off than before. This is Dr. Seaborg’s message. In
light of this, it seems regrettable that as we face up to our
challenges, with their motivations to action, it is so widely
assumed that the only results will be retrenchment, retro-
gression, or other forms of negative compromise. Such rea-
soning sells us short on both logic and potential. It is similar
to the attitude that having to lose weight by retreating to
a leaner but balanced diet from a rich and fattening one is
not worth it for better health and longevity. Why not see
it as advancing to a leaner, more healthful diet?

Progress has always had price tags. Clearly we are now
in arrears on some of our resource and environment use
accounts. We will have to do some pay-up budgeting, even
as we alter our consumer habits. In short, we face some
compromising, and it is of the required, not merely recom-
mended, prescription.

But the accompanying prognosis looks good. The price
tags or trade-offs Dr. Seaborg puts on his anticipated prog-
ress only add realism to his salutary prospects for the re-
cycle society.

Dr. Seaborg believes: “We will be making substantial
sacrifices in the years ahead to change our life-style in
order to match our economic and environmental needs. . . .
We will,” he adds, “become a highly disciplined society
with behavior self-modified by social and physical condi-
tions already being generated today.” But when Dr. Seaborg
looks beyond the compromises, he sees an adapted society
that is “mentally and physically healthier and enjoying a
greater degree of freedom, even though it will be living in
a more crowded, complex environment.”

He concludes, “What is important is that the empha-
sis will shift from stoicism to ingenuity as we come up
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with new ideas and technologies to overcome problems.”

Recycling, as a form of better resource management,
sounds easier than more stoical cooperation in better man-
agement of ourselves. Yet cooperation is the key method-
ology through which people, living and working together,
release and capitalize on that greatest of human relations
potentials—synergism. Its fruits are worth a lot of stoicism.
And loss of individual freedom does not have to figure
heavily in the price.

Our Bicentennial affords us an assessment point for two
centuries of such relationships. Do we gain or lose in free-
dom as we mix a little stoicism in adversity with ingenuity
along the way? It seems absurd to ask. But it is not absurd
to note that many of what we call our new freedoms—the
relative but substantial progress we are making toward
freedom from want, disease, ignorance, and discrimination
—are based on hard-won cooperation. These freedoms are
increasingly seen to be nature-based also. All mankind has
an equal stake in the environment. Protecting and improv-
ing and managing it as a command joint venture affords a
whole new common cause.

“Consider the Alternatives”

If there is a single all-purpose good rule for good
management—of anything by anybody at any time—it is,
“Consider the alternatives.” We are now choosing to accept
the responsible alternative between managing our environ-
ment—or else.

But immediately this choice opens up some brand-new
alternatives to us, not only as a society but as individuals
who wonder about alternatives of life style in a recycle so-

* Seaborg, op. cit.
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cicty. And, of course, such individual speculation will de-
scend from worldwide questions of resource and energy
supplies to more personal levels, Will we all drive smaller
cars? Will home have to be some variety of mass housing?
Will more foods be synthesized and will there be less vari-
ety? Will family living patterns change? Will jobs become
more routinized? What will we do for recreation? Will
individualism and privacy survive? Will I be richer or
poorer?

Time—The Priceless Asset

No crystal ball focuses finely enough to see one in-
dividual amid the infinite possibilities of tomorrow. But con-
sidering all the alternative potentials, it is both possible
and desirable that tomorrow’s average individual will be
able to feel better about life than he does today. This expec-
tation derives less from calculating future wealth or from
dividing population into existing resources, than from ex-
amination of another priceless asset—time itself.

Euclid was probably not guilty in this instance, but the
theory that time is money is another conspicuously mislead-
ing understatement. Time is an extraordinarily versatile
resource, and we are very likely to have a lot more time for
personal use in the future.

We don’t have to ascend some philosophical hill to see
_ these time-related potentials. We have lived with the evi-
dence of this accumulating and valuable—but rather
blandly accepted—wealth factor for years. For example,
the packaging industry produces cans and all manner of
other containers. But it does something else: it saves billions
of man- and woman-hours in the process, for the simple
reason that it takes x hours less to heat and serve a can of
peas than to pick, shell, and otherwise prepare them from
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the field. The containers in home pantries make this point
many times over.

It is easy to take these time-saving conveniences of
modern life for granted. But the results of some rather sim-
ple arithmetic—our longer lives minus our shortened work
time—give us a gross difference of at least twice as much
time for living as the generations who wrote many of our
rules for living.

If we do not feel all that time-wealthy, possibly it is
because we are still pioneers in the use of a resource that
even the Biblical authors assumed man would never have,
much less in abundance. As‘long as it appeared that man
could never get his work done (another dubious adage), he
should rest only on Sunday, and certainly not before dark
on a workday.

But we—with our tool technology and managerial skills
and social arrangements—apparently can get our work done,
in 35 or 40 hours per week. If we sleep 56 hours a week, and
even if we add another 40 hours for chores of living, we
still have some 30 hours of personal-use timewealth each
week. Whether we use it wisely or not, it is a real and versa-
tile human resource. A supply of time can make up for a lot
of other shortages.

The presence and influence of timewealth factors in
our lives tend to be blurred by our penchant for keeping
our societal statistics in monetary terms. Millard C. Faught,
a socioeconomist, has concentrated on what people do with
their time. Although the record is uneven, Dr. Faught thinks
we are doing a very good job of refuting the Puritan ethic
fears that more time free from work would lead to idle bore-
dom and sinfulness to fill the vacaum. On the contrary, he
suggests that the people are well ahead of the social
analysts.

After all, it was a little extra time for fishing and hunt-
ing that prompted some imaginative enterprisers to make
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the first crude house trailers, which evolved into the mobile-
home industry. For years our national parks were mostly
for the bears. Now they are “standing room only” with time-
wealthy visitors in summer. In winter, many local schools
have more adults investing free time in continuing educa-
tion than they have regular day students. More timewealth
for the individual and within the home, in Dr. Faught’s
view, is a versatile resource for health, knowledge, and skill
improvement, for closing generation gaps, for cementing
family structures, and for more participative citizenship.
Even if, in the future, we have relatively less money or
fewer goods—but more personal timewealth—we can put
more of ourselves into our lifestyles.

This hypothesis runs parallel with Dr. Seaborg’s expec-
tations for the recycle society. No matter what mix of re-
sources lies ahead, increasing timewealth fc- che individual
will be a strong and continuing trend. :

There are already well over 5,000 experiments with
various forms of a four-day workweek. Many computer-
operator teams now work a three-day week, with two or
four teams keeping the expensive equipment running longer
at straight-time cost. There are other experiments with
various kinds of flexible workweeks, aimed at working our
tireless and costly technology harder and longer and our-
selves in more rewarding ways. This is the surest route to
go if we expect to compensate for material resource econo-
mies in the future.

We have already outgrown the term “manpower,” as
such. Today less than 1 percent of our applied energy in
the United States comes from human muscles. Perhaps we
should refer henceforth to “mantalent.” After all, mantalent
is the ingenuity resource that ultimately will determine all
of the other resource questions raised here. It has figured
in every hypothesis we have examined. It will decide
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whether we can technologically achieve the recycle society,
and whether we can devise rewarding human lifestyles
for living in the recycle society when and if we achieve it.
In view of all this, we must conclude that we look past too
many of our human resource talents in our preoccupation
with apparent natural resource scarcities.

BY LUCK—-OR BY PLAN?

Beyond wise resource use, versatile technology, clear recog-
nition of necessity, motivation and ingenuity, new values
of timewealth and mantalent, there is still something miss-
ing if we expect to achieve the quality of life we want in
the years ahead. :

We will need plans—not a plan, and not a set of totali-
tarian plans imposed from above. We want to go forward as
free citizens. But we will need to plan as we have never
planned before.

And we ought to face the fact that on the record—even
the record of our past miraculous achievements—we ate not
very good at this function. A substantial number, and some
of the most notable, of our forward steps were taken while
we were slogging out from under avoidable crises. There is
no scarcity of examples. Hindsight tells us even now that
our environment would not be in such a mess nor our ac-
cessible resources so suddenly scant if we had done some
better planning a long time ago on these counts. And why
did housing and race relations and tax policies and traffic
and strikes and inflation and the generation gap and equal
rights get so in need of more than expedient attention? We
need better planning emphasis, talents, and techniques to
avoid—not just cope with—crisis. Moreover, if we can bring
about a more integrated and better planned structure in
which our society is getting the best returns on its technical
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and economic potentials, the individual will stand a much
better chance of planning and managing his own potential
for a rewarding life.

A New Planning Structure

Planning is itself synergistic. It is also catalytic. It mul-
tiplies what men can do with their resources and their own
capacities. And it is no small consideration that planning
can head off bad results even when it doesn’t enhance
potentials.

It is not that we haven’t done a lot of talking about
planning for a long time. But too much of it has been talk,
among ourselves and within our institutional groups, about
planning that the government should do. This flies in the
face of our own strong insistence that we are self-governing.

There is an old saw that states, “If democracy is such a
good idea, we ought to try it some time.” Now is a very good
sometime to try more participative planning of that society
which we .want to preserve as a democracy while we
improve its servicing of our needs in a managed environ-
ment.

For this, we need some new social tools, on the un-
-precedented order of the managed technology we devised
to contain atomic force and to land on the moon. The results
could be more than worth the effort. Naturally, the place
to start is where we are right now. If we can agree that
instabilities and insecurities in our society breed cynicism
and an adversary culture, it follows that we can at least
recognize a starting point for reform. Leadership must re-
spond to the felt concerns and obvious inequities that sap
the national strengths. To do otherwise would be to abdicate
responsibility.

These suggestions are intended to be indicative; they
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will by no means exhaust the list. John D. Rockefeller III in
his thoughtful book The Second American Revolution calls
for a national planning society, not the dictatorial planned
society. He means true national planning, with serious study
and full review of alternatives, trade-offs, and priorities.

I realize that it would be inconsistent indeed to endorse
. long-range, goal-setting planning and then to come up with
instant answers and arbitrary priorities; however, here are
some of the steps that seem urgent to me: -

1. It is time for the leadership of business to join the
humanitarians in advocating and obtaining an income floor
below which no member of-our society is allowed to fall.
The trade-off? The elimination of most current bureaucratic,
inequitable welfare plans and no income ceiling for those
whose talent or productiveness can enrich us all.

2. The fear of devastating effects of medical disaster
haunts America. It is time for business, labor, government,

_and medical leadership to become positive advocates of a
modern, efficient system of delivery of comprehensive
health services that combine the best that public and pri-
vate sectors can provide. We don’t have it now.

3. Itis time for business and union leadership to devise
incentive systems—not expediencies—by which labor at all
levels shares the rewards when the system produces satis-
faction and the penalties when it doesn’t. Obviously, this in-
volves full labor participation in the planning function.

4. It is time for all leadership to sponsor, with their
minds, hearts, and purses, a total renovation of our be-
draggled and ineffective educational system.

5. No country should apologize for generation of capi-
tal and for rewards for successful use of capital. Until re-
cently our own record in this has been superb. Let us unite in
recognizing once again the importance of the generation of
capital and rewards in this country. We should revive pub-
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lic acceptance, and admiration, for a return on investment
adequate to generate the new capital required for domestic
stability and international leadership.

6. The scientific resources of industry, of universities,
and of government can work together on an incentive basis,
to accelerate the development of technology for pressing
social ends. Such collaboration between public and private
sectors is customary for urgent national defense goals, It is
inconceivable that we do not direct our combined genius
toward technologies for energy, for environmental protec-
tion, and for medicine.

To translate these goals into social action, we need
immediate consideration of America’s Social Policy Act.
This bill does not have a number because it does not now
exist. No congressman has yet introduced it. The delinea-
tions of national goals requested and received by Presidents
Hoover, Eisenhower, Johnson, and Nixon deserve evalua-
tion and modernization. These studies can serve as a launch-
ing pad for this legislation. ‘

The Social Policy Act would create a permanent na-
tional planning structure, publicly financed and expertly
staffed. Its function would be to develop and coordinate the
goals of a planning society—for consideration and reconsid-
eration by each president and Congress, to be sure—but,
even more important, to demonstrate to a people starved for
leadership and a sense of purpose that this nation is capable
of achieving the greatness dreamed of by its founders—and
by us.

None of this is new. It merely represents an extension
of common practice to total social goals. Modern complex
industry now virtually lives or dies by effective planning.
Modern labor organizations have research and analysis de-
partments that rival those in universities, which are them-
selves great socio-economic-technical research and planning
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centers. Government divisions, each making plans, are
legion. Yet all too often, these planning entities, each with
potential pieces of complex puzzles, meet for synergistic
exchange only in the arenas of confrontation. Dialogue is
lost in dispute, and deliberation is given short shrift. A main
reason for so much waste of planning potential is that lack
of facilities for joint planning makes the fact of planning
too late. Eleventh-hour emergency plans are likely to be bad
compromises or even worse expediencies. And as the need
for facilities for national planning goes unheeded, areas of
consensus widen as to the degree and scope and necessary
role of such planning. Missing answers only serve to sil-
houette the good questions.

From Patchwork to Comprehensive Planning

Contemporary crisis allocation of resources, done now
by the costly expedient of price penalties, must yield to
comprehensive planning. Is there another choice? In the
emerging areas of environmental control, our national pro-
gram is one of patches—for want of an integrated plan.

We have a National Transportation Act and we have
outdone the Romans in building roads. Yet our railroads are
a disaster, both financially and as a public service. On some
days we could fly to London—once we reach the airport of
departure—almost as fast as we can get to work by car or by
mass transportation. Technologically, we have miracles. So-
cially, we have traffic jams.

In the area of communications we have even more
miraculous technology. We can talk to and from the moon.
More important, we can talk to each other instantly, never
mind the distance. But we can’t teach children to read, and
the ignorant make poor citizens in a complex society.

Educators are among the best educated of us, without
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having a monopoly. They well know where the bridges are
down between education and social needs. In a national
planning arena, with all of the rest of us represented, could
we not organize our educational tools better to serve all of
our other planning needs?

As for health, we can raise perfect white rats. Medicine
has won some deserved new laurels. But how far it seems
from better medical science to better medical care in our
society!

We tend to measure problems in terms of money. The
source of money itself is a problem. We need vastly more
risk money to put new technology to work and thereby to
put more people to work in productive jobs. Yet tax policy,
used as a social control, frequently becomes more of a social
and economic growth inhibitor than a revenue source.
Nevertheless, tax policy is rarely deliberated in a planning
arena where its total effects can be taken into account.

We measure productivity as the output of a man-hour of
labor, as if it were a function of manpower. Most of our
productivity is now a product of toolpower guided by man-
talent. The cost of providing the tools often exceeds, and
must precede paying, the costs of wages for their use. It
frequently requires well over $100,000 of capital to add
one new average job.

Management and labor leaders know these things.
Both know that they could get more productivity out of the
synergistic potentials of man and machine—and not neces-
sarily by working harder. But within the present social
framework, iney cannot meet to plan. They have to meet
to adjudicate. Often it is difficult to hammer out a contract,
even for the short run, until the parties to it can guess what
many other elements in our economy might do, since these
elements have no long-range plans either.

The banking world has clearinghouses. Yet even the
financial community cannot keep its house in order when it
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has no planning information from the many interrelated
areas of the economy that it is supposed to server

As a sequence of logic, as we plan for tomorrow, espe-
cially considering the diversity and magnitude of the chal-
lenge we face, we must begin by planning some better plan-
ning.

AT THE BOTTOM LINE—A PERSONAL WORD

My own conclusion is that every institution on earth, every
value, requires fundamental redefinition. What seemed in-
finite has become finite, and the finite is exhaustible. Further-
more, human competition for larger shares of a static or
shrinking wealth can lead—and is currently leading—to
chaos and barbarity.

There is a better way, though it is not easily achieved.
It may be found in redefinition of basic institutional pur-
pose. My management base, for example, has concentrated
on maximizing profit through manufacture and recycling
of packages. In so doing, it has demonstrated a leadership
role in revolutionizing consumption patterns and living
standards. But is package-making truly our business? Or
are we the industrial institution that supplies protection for
_ everything eaten or consumed by billions of people, after
other institutions have supplied the production, preserva-
tion, and distribution technologies?

Where is our future? In defending what we have
against hostile groups who think we have too much and
they too little in a world permanently doomed to too little
by exhaustion of known resources? Or does our own and
Everyman’s future lie in dedicating our minds, energies,

and technologies to the rising expectations and needs of the -

human race, which currently grows by 200,000 people a
day, 1,400,000 a week, and 70 million a year?
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If I err, either in my assessment of the management
challenge confronting us, or in my expectations that we
can meet the challenge, I would rather close the loop with—
hope than with doubt. I can do so with good conscience. 1
think Mother Nature will prove a better partner, as we learn
to cooperate with her, than when we simply exploited her
largesse with wasteful unconcern. At the least, she is no
more hostile nor any less neutral than before. She is even
tempering her ultimatums with advance warning—which
I think we are heeding in time.

Human nature accounts for the really critical equations
in the challenges we confront. If we default, only to have
our artifacts dug up by some future civilization, they will
have to wonder how so ingenious a species vanished amid
such abundance.

But I do not think we will be buried by today’s crises.
Most of them are of our own making. They can be solved
by the willingness of managers of social, economic, and
political institutions to replace their old definitions of func-
tion with the revitalized vision that tools are for the service
of man, and that mankind has or can create the tools needed
both for survival and for human satisfaction.
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Chairman Huypurey, Now, we have had what T would call the con-
flicting points of view, the points of view of accommodation, and in
order to accommodate all members of the committee that are here,
and I am happy to note that this hearing does attract a greater num-
ber of members of the committee than under ordinary circumstance,
which I hope will be the continuing situation, we will adhere to the
.10-minute limitation strictly, whoever is keeping the time here on
the staff, so that we can all have a chance to get in.

First, Mr. Olsen, I want to say thank you. I think that your state-
ment is the best case that I have heard for national planning yet. You
have demonstrated beyond question of a doubt that the course that
we are presently pursuing has very little to recommend it. And I
would just thank you in a very real sense for pointing out the inade-
guacies of our present situation without f)rovldin too many reme-

ies, with one exception that you say just leave it alone and somehow
or another it will work. --

Now, I have noted a few things that you have noted or brought
to our attention. Let me just go over my notes here for a minute.
You have indicated that the sponsors of the bill have assured us that
the Economic Planning Board would not have the power to tell any-
one what to do, but then you go on and assume that the suggestions
which have been made creates an environment that is completely
hostile to the spirit of voluntarism, even though we have indicated
that this program of planning must be taken out to the community, it
must be discussed at local, State, and regional levels, and also that
any plan that may be developed by the Economic Planning Board
must be submitted to the Congress, that the Congress can either
accept or reject it, or can moderate it or accommodate it, And all the
way through the whole entire process you are reaching out further
to the decisionmaking relating to what goals and priorities should be
than ever before in our history. In other words, when you reach out
to the 50 Governors, when you go out to the innumerable counties
and communities in America, it seems to me that you are not creat-
ing an environment that is completely hostile.

Now, you then go on to note, to show the inadequacy of Govern-
ment, that we had a summit conference here last September, and
that the emphasis in that summit conference was upon inflation, even
though you today say that people should have known that we were
in the throes of a full-blown recession. Now, there was about two or
three of us that said that at that time, and the only ones that I recall
saying it outside of one or two economists was in the labor organiza-
tions and the gentleman that is speaking to you right now. You may
have said it there, but there were one or two. Mostly the prevailing
attitude of the business community, in cooperation with the Govern-
ment—that is, those who were the spokesmen of Government—was
that the No. 1 enemy was inflation, and very little attention was given
to what we call the recession. Again I would say that this 1s an
indication that there was not the kind of coordinated, thoughtful
planning that ought to go on in a government structure.

There is a greatdeal of difference between Government interfer-
ence on an ad hoc basis and coordination of Government policy.

I notice you said, Mr. Olsen,
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In addition, at the same time that we appllied price-wage controls in 1971,
the devaluation of the dollar effectively reduced prices of U.S. goods and
services—particularly many basic materials prices—at or below world prices,
thus attracting a strong demand overseas.

I mention this because this is just another instance where if there
had been some foresight rather than just the pellmell rushing in and
out, stop and go, yo-yo policies, we might have very well had a much
better picture of our economy than was developed by what I consider
to be the less than adequate and intermittent Government policies that
had been pursued. -

You have also indicated in your statement,

Far from fearing that a lack of central planning will lead to trouble, I be-
lieve that greater intervention by the Federal Government in the private sector
causes shortages, bottlenecks, and other disruptions rather than to prevent
them. We have few shortages today because the price mechanism is now per-
mitted to both encourage more production and clear markets through timely
price changes,

The reason there are no shortages today, my dear friend, is because
there is very little demand. When you have 10, 9 million people un-
employed, when you have purchasing power of the workers’ salary
down to 1964 levels, when you have a large percentage of your plant
capacity, or a substantial percentage of it idle, you are not going to
have any shortages, that is for sure. But I would challenge you. The
Government established the Tennessee Valley Authority and it pro-
duced electricity, and had we listened to the private sector, Mr. Olsen,
we would have {ost World War IT because we would not have had any
electricity. And electricity was necessary for changing aluminum
into aluminum oxide, and aluminum oxide into aluminum plate. I
mean, from bauxite into aluminum oxide, to aluminum plate that was
necessary for the airplane industry, so it was the ]i)lémning of the TVA
which is a classic example of what I consider to be good Government
planning that produced results.

Had we listened to the private sector we woulu never had had rural
electrification, and had we not had rural electrification, the whole
world would be starving today, Mr. Olsen, not just a little part of it,
- because rural electrification has made possible the incredible develop-
ment of American agriculture. The same thing is true of the rural
telephone system. Had we not had the Government planning and the
Government intervention, so to speak, we would not have had many
developments that have taken place in medicine today through the
National Institutes of Health,

L can name off a dozen different programs in which Government
intervention has saved the private enterprise system. Without some
kind of Government intervention, your wgole monetary system would
be a total disaster. If you leave the monetary system up to the private
banks, they will eat each other like wolves and tigers, absolutely, and
there 1s not a finance n.inister in the world that does not understand
- that. That is why they have just recently had a meeting.

Now, the interesting -hing to me is the people who are opposed to
any form of (Yovernment planning are likewise critical of Government
for its failure to have foresight. But they are the very same people
whose very success has rested upon their ability to plan.
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Now, we have not planned in this country for communications. We
have let the A.T. & T. plan for communications. We have not made
the kind of plans for this country that we ought to have for transporta-
tion, and today our t.ansportation system 1is a national disgrace.

The countries that have the best transportation systems are the ones
that have planned it.

Now, all I am saying in substance is that your statement is a clear
demonstration that what we have done thus far has been so inadequate
that we find ourselves in the current predicament, and not only the
curent one, but since World War II we have had a series of booms and
busts, so to speak, with tremendous dislocations.

I would just conclude in my time frame here that the energy situa-
tion itself is indicative of some of the failure of Government to have
forecasting capacity, foresight, and to organize itself properly in plan-
ning. Now, here is a Federal budget of this year of close to $400 billion,
$375 billion. Now, how any businessman can come before a committee
of Congress and say that you ought not to worry about how that money
is spent, you know, it is going to be spent, and you know that. The
President says that he is willing to spend all of that up to less than
about $15 billion. He will go to $360 billion or $365 billion. The Con-
gress may say $375 billion. So all we are arguing over there is a detail.
But the Federal Government is going to have a huge expenditure.

Now, do the representatives o? certain elements of the business com-
munity believe that that kind of a budgetary impact should be unre-
lated to the long-term or relatively short-term design of the American
economy ? The decisions that you make in any one year affect what is
going to happen in years down the line unless you take a look at it.

I think that, for example, if we started to pour huge sums of money
today into one area of the economy without regard to what happens to
another, we are in serious trouble. Let me give you a classic example.
The Department of Agriculture opened up 62 million acres of reserve
land in the United States without ever once consulting the fertilizer
industry as to whether there was any fertilizer. They never talked to
them at all. The Department of Agriculture called for an increase of
a billion bushels of wheat without ever asking whether there are hop-
per cars, box cars, or storage facilities or elevators to handle it.

Now, you talk about, as Mr. Chase here I believe indicated, that we
ought to take two areas, and T am in sympathy with that, by the way,
energy and food, because they are critical, and these are the two classic
examples of where there has been absolutely no planning whatsoever,
either privately or publicly, and we find ourselves in & very difficult
situation. The other area that I would put down basically is in trans-
portation where we have had regulation that I think is really out-
moded. I do r ot know what the %CC is doing to earn its money but
where we have had very little planning.

Now, would you like to comment on that as to your testimony?

Mr. Ousex. Well, am T limited to the 10-minute rule?

Chairman HuMpHREY. You go ahead, because you are going to have
advocates here too.

Mr. Ovsex. I hope so. I am beginning to feel a little outnumbered.
But, I have tried to take down all of the points that you have made
:l?dblettme just take one of them at the tall end about the booms an

e busts,
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I said in my statement that cyclical swings in the economr are due
to Government's conduct of monetary and fiscal policy. I believe that
this is established beyond any doubt whatsoever, and yet when it comes
to intervening further in the private sector—in the name of economic
stability—the Government acts like the host who invites a man to his
home for dinner, and then proceeds to spike the punch with additional
intoxicants without telling him. And w{:en the guest begins to become
a little bit intoxicated and misbehaves, then the host says you see this
fellow is unreliable and needs to be controlled and restrained some-
what further. And this analogy sums up a good deal of the way in
which the Government responds to the private sector.

Our economy is basically stable. It tends to move back toward
cquilibrium after every major swing which has been induced by
(Government policy.

Chairman Huxpnrey. Would you not think that planning would
be required to give some coordination and balance to that?

EXISTING MONETARY-FISCAL POLICY

Mr. OLseN. Yes. I think two things. One is that I do believe that

lanning with regard to existing monetary and fiscal policy, as I said
in my statement, and a better comprehension on the part of Govern-
ment and the public as to the effect of those policies on the economy
are badly needed. There is no question about it. And as I said, if we
begin to shed the light on monetary policy this year, in my opinion,
we could do even more in this regard. I believe that monetary policy
is the most important single policy the Government can apply to alter
the rate of economic growth.

It would be a very good idea, I think, if the Federal Reserve were
to plan for the effect of monetary policy not just in the next 3 months,
or even in the next year, but in fact, over tfxe next 3 to 5 years. The
same holds true for fiscal policy.

Also, it is one thing for the Government to plan for itself, and here
I'm thinking of the $400 billion budget, and it 1s something else for the
Government to plan for the private sector in a highly disaggregated
and detailed fashion. And I might echo something which Mr. Chase
said. I think there is an essential diffetence between planning and a
planned economi/, but I am afraid it would emanate here from the
proposal currently before us.

Chairman Hu»pHREY. You understand that the bill does not give
any powers over the private economy ? :

POWERS OF A PLANNING BOARD

Mr. OLseN. I realize it gives no powers as such, Mr. Chairman, but
the bill sets forth a proposal for a balanced economic growth plan,
and then calls for the Economic Planning Board to recommend pol-
icies to achieve the objectives of that plan. And the Government says
that the Board shall have, shall provide directives to monetary and
fiscal policy with regard to interest rates, tax incentives, and so forth.

Chairman Huympurey. No directives, just recommendations.

Mr, OLsen. Well, recommendations then. .

Chairman Humpurey. Recommendations. ~ 0~
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Mr. OLsEN. I still feel, though, that there is a very fine line between
recommendations and persuasion, and the former could easily slip over
into the latter.

Incidentally, I think that the argument that the suffering in the
private sector is a consequence of extreme swings in monetary and fis-
cal policy is very pervasive, but it typically comes early in the fi-
nancial sectors such as we saw last year. There we saw extreme, almost
frenzied, demand for short-term credit in an inflationary environ-
ment, and a sharp decline in the value of financial assets across the
board, not only in short- and long-term debt instruments, but in the
equity markets as well and, of course, but the distortions that you get
as a result of that high inflation. This is not caused by the private

articipants in the marketplace. It is not their wish, nor do they un-

ertake through, as I say, capricious decisions on the part of the
Lanker-lender or borrowers for that matter, to create these extreme
conditions in the financial markets. These are traced directly back to
the way in which monetary and fiscal policies are conducted.

Chairman HumpHrey. Without regard to what else happens in
the economy?

Mr. OrseN. No. I think monetary and fiscal policies can be con-
ducted in the absence of detailed economic planning by Government
with regards to the private sector.

Chairman HusmpHREY. Senator Javits is prepared to interrogate

ou.

y Senator Javirs. Well now, I first would like to point out to Mr.
Woodcock, and to Howard Chase, who is a personal firiend of mine
for many years, that I think both, from the different disciplines of
Government, of labor and business, put their fingers on what we are
t?ing to accomplish. Mr. Woodcock’s statement says that the concept
of the planning as the framework within which decisions about spe-
cific matters take place, that it would provide the overview across the
entire economy and to head into time that we now lack. I like those
descriptions as characterizing what. I had in mind in joining with
Senator Humphrey. And also the statement again of Mr. Woodcock
where he says similarly that it is not intended that specific goals would
be set forth for business firms. Instead, the specification for national
goals and policies would provide individuals and businesses with
additional information on which to base their own decisions. And in
that spirit, may I remind you, Mr. Woodcock, and perhaps you had
it in mind when you wrote as you did, that the idea of a commission or
a commtitee on national goals was Eisenhower’s, a wild radical on
economic policy. And that it was sinful and it never came to pass. And
the most prescient document we have had since World War 11 is Bill
Paley’s report on raw materials to which we paid absolutely no at-
tention, and now we have got our tongues hanging out precisely be-
cause of it.

Would you care to make any comment about that ¢

DUPLICATION—CROSS PURPOSE

Mr. Wooncock. Well, I agree with the point you make, Senator. For
a long time T have generally felt we needed national economic plan-
ning. I feel it is consistent” with democracy. But I really began to



77

think extremely seriously about it when the oil embargo hit and the
automobile ind):xstry for the first time was crippled. I was particu-
larly struck by the fact that the one company that was taken by the
most complete surprise at that juncture was General Motors, a cor-
poration which one would assume would have the greatest private in-
telligence capacity, and yet they were absolutely caught. And I came
down here to find out what the Federal Government knew about this
problem and I found that there were 62 separate agencies acting with
regard to energy entirely on their own, and frequently at cross-
purposes. And the only two places that I could find that supposedly
knew what was going on, was the American Petroleum Institute, and
the Energy-Economics Department of the Chase Manhattan Bank.
They did have some concept, they did have some concept about what
the problems were, where we were going and all the rest of it. And I
just do not see how we can keep drifting without a care for the fu-
ture, relying entirely upon this monetary magic.

I am advanced in years. This is where I came in. I do not want to
go out the same way. And I would hope that we could have a little
greater faith in ourselves and our ability to gather the data, the sta-
tistics, digest them and fashion ourselves some reasonable goals and get
on with the job.

Senator Javits. Thank you, sir. :

Mr. Chase, I like also your use in this same regard in describing
what we have in mind ofy a planning scciety rather than a planned
society. And you gave us the explanation for that by John D). Rocke-
feller ITI. Then you characterized the end result as to the fact that
a planned society tended to become a dictatorship.

Then in your statement you said that “Responsible planning and
national goal setting in itself can be training for citizen maturity and
a remedy for self-centered materialism and avarice that all too fre-
quently mar a society with no sense of national mission.”

Now, the (t]uestion. The hardheaded Mr. May, head of one of the
major, one of those same 200 that we all know so much about, and the
hardheaded Howard Chase, with a lifetime of experience in counsel-
ing business, do you believe that patriotism and morality can have
anﬂeﬁ‘ect whatever upon business judgments and business leadership?

r. Cuase. I think without patriotism and morality, no judgments,
from whatever source, are likely to be very helpful in extricating us
from the problems that face thissociety.

Senator Javirs. And is it worthy of American business, of which
I think very highly, to impute that it will be motivated by nothing
else than self-centered materialism and avarice, by conditioning all
of its reactions to the money system ?

WORKABLE RATIONALE

Mr. Cuask. Senator Javits, T hope that I am both hardheaded, but
also somewhat of an idealist, and I have deplored for years, as has my
friend and colleague, Mr. May, the adversary relationship of the we
versus they theory that afflicts this society. I recall your special
attention to the statement by Father Hesburgh in which he mentioned
the need of mankind, the intellectual and moral need of mankind is to
find a workable rationale for continuity in time of change. I would

62-087 0 -6 ~ 8
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hope that moral and patriotic businessmen and representatives of
Government can find such a meetingplace in rationale.

I recognize the idealism of that statement.

If T may go back to Senator Humphrey, to a comment of your’s
about the private sector, I hope you will not lump all segments of the
Frivate sector into one lump of opf)osition to rational solutions to prob-
ems that mankind has gotten itself into.

Chairman HumpHREY. On the contrary. I have to place a great deal
of reliance on the private sector. This is our system and, therefore, one
has to believe that it wants to do the right thing. A

But, you believe there is a partnership relationship and I am so

leased with your we and they analogy there. I think this whole
usiness of advocacy, or the we versus they is what has gotten us
into an awful lot of trouble.

Senator Javits. And now, Mr. Olsen, turning to your presentation
to us, which I welcome very much, I have the greatest respect for you,
as I have for Walter Wriston, whom I have known for many years,
and I think you have given us probably as strong a case as can be made
for the proposition. But I agree with Senator Humphrey that I think
it is a very strong document of proof of our theories.

Now, Mr. Olsen, one question of fact to rest. We are not the instru-
ment of the Initiative Committee for National Economic Planning.

Mr. Woobcock. I can attest to that, Senator.

Senator Javits. And, therefore, I reject completely any effort to tie
what they aspire to do to our motivations, purposes or the effect of our
bill. And I would ask if Senator Humphrey would join me?

Chairman HumpHRrey. Yes. I think we should say that we have ap-
preciated their initiatives, and we have appreciated their efforts, but
we have written our own bill and may I say we have written it within
the framework of our own thinking, and recognizing that it is subject
to many adjustments. 0

Senator Javits. Now, therefore, your statement, Mr. Olsen, was di-
rectly tied to our bill, saying that “The Balanced Growth and Eco-
nomic Planning Act itself and the factsheet that was distributed at
the time of its introduction do not spell out how the private sector will
be induced to perform in a way that would appear to be consistent with
the economic plan,” and being tied to the quotation immediately fol-
lowing by the Initiative Committee for National Economic Planning,
which ends as follows: “And it would try to induce the relevant in-
dustry to act accordingly.” That is not applicable to our bill, and I state
that as a flat matter of fact.

Mr. OuskxN. I might add that T appreciate very much your response
tothat and to clarify that.

Senator Javrrs. It is not hostile at all, Mr. Olsen, but I think it is
very important because I, too, like Senator Humphrey, respect enor-
mously what Leonard Woodcock and his associates have started, and
we conferred with them and we will listen to them, but we will also lis-
ten to you and to Mr. Chase and to other men of good will who wish to
help in this work. So T hope very much that all who will testify will
understand that that is not, that we are not their instrument, that we
are not, we are not adopting, no reason why we should, any of the com-
ments which they have to make.
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Also, I think in a small way it is a little misleading to quote Kosygin
in the context of our plan for this reason. We all know, as almost even
the courts now take notice, judicial notice of common i(nowledge, and
that we know that with the Russians it is not like they say. They speak
of a democratic society, a socialist state from each according to his
ability, for each according to his needs, one of the most idealist state-
ments ever invented by man. But now, we know that it is all a lie and
a fraud, so what is the use in quoting those fellows? They do not do
what they say and everybody knows it, and that is all. I think is it very
important that we do not miss the forest for the trees in that regard.

Now, the last point, Mr. Olsen, and I have got a minute or two and 1
would like to stay within my 10 minutes, but I must say I am very wor-
ried, sir, and I know you well enough to say this to you. I would hope
very much that you and your associates would think over all of the
statements in your statement, and it disturbs me very deeply where you
say, “Some of our most perverse economic policy strategies have been
candy coated for public consumption. They come in such packages as
price-wage controls where labor, consumers, and business lose out.”
OK, I can understand your argument. I do not agree with it, but I
understand it.

“Or as interest rate ceilings, which force savers to subsidize borrow-
ers during inflation.” Again, OK. I understand your position.

But I beg you to consider this as a moral and patriotic American.
“Or as the minimum wage which prices jobs out of the market.” By
the way, I know of no proof of that whatever. I am the ranking mem-
ber on the Labor Committee and there is absolutely no substance to
back up that statement in terms of the minimum wage. The studies
have shown time and time again that the total job market is not
adversely affected by the raises we have made. Now, it may be higher
raises would do it, but not those we have had.

And second, “and prevents the young and the unskilled from exer-
cising the fundamenal freedom of negotiating for a job on their own
terms.” Will you tell me, sir, the fundamental freedom of a black
teenager in an environment of 50 percent unemployment looking for
a job at General Electric or General Motors, or forget them, the corner
drugstore, the fundamental freedom of negotiating for a job on his
own terms that he has?

MINIMUM-WAGE IMPACT

Mr. Orsex. Well, I hold to the earlier part of that statement, Sen-
ator, that as you say, there may not be any evidence to support this.
I think it is open for debate and contention that, in fact, increases in
the minimum wage do lead producers and people in the service indus-
tries to reduce job opportunities in order to hold the wage bill for the
total firm constant when the minimum wage is raised. They will find
ways of climinating jobs in order to prevent the minimum wage from
raising the total wage cost for that firm. And I do believe that prices
jobs out of the market, particularly for the young and the unskilled,
and I do feel that when Government establishes a minimum wage in
such a fashion, it is in effect negotiating the wage terms for the indi-
vidual rather than allowing the individual to negotiate on his own.
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Senator Javits. Well, Mr. Olsen, I spoke before of just the common
wisdom of all mankind. I am willing to let my question and your
answer stand on the judgment of the people of the Congress on that
test, and I would like to ask just one other question, Mr. Chairman.
I am over a minute now, and I am sorry. Just one other point.

In your statement you say, Mr. Olsen, “Inflation and recession are
substantial}iy monetary phenomena and the responsibility of Govern-
ment.” And I ask you how that squares with the Arab oil holdup
price, with the strike of the GM workers at Lordstown, Qhio, because
they got bored on the job, and similar phenomena? o

INFLUENCE OF ECONOMIC PLANNING

Mr. Orsen. The increase in the oil price did not cause the recession
that we are in now, and it did not cause by itself the inflation that we
experienced last year. It certainly did contribute to it. There is no ques-
tion about that. An event of that magnitude and of that kind is un-
usual in our economic history. By the time we entered the winter of
1973-74, we were already in the midst of a recession that began in
November of 1973, and a recession which might have been milder, to
be sure, had the oil embargo and the oil price increase not taken place.

This is a question again of debate, and you have mentioned this a
number of times. But I do not know whether detailed economic plan-
ning could have averted the effects of the decision made by the oil- -
producing countries to raise the price of oil at that time, and certainly
Government planning of the private economy could not have averted
the war in the Middle East that caused an embargo to be applied at
that time.

Senator Javits. Well, Mr. Olsen, my time is up, except to state one
thing, that for 3 years we were discussing here the vulnerability of
the United States to oil imports and we never did a thing to plan for
it. And the Committee of Nine, which has saved the situation in
NATO bv September and October of 1973, even it, and I was its Chair-
man, had reported the grave danger to the whole world of a Middle
East oil embargo.

Thank you, Mr, Chairman.

Chairman HuMpHREY. Thank you, Senator Javits.

Congressman Long.

Representative Loxc. Thank you, Mr. Chairman:

Mr. Woodcock, T agree with so much of what you say in your state-
ment here that I really would prefer to spend my time discussing the
subject with the other two gentlemen, and I do not mean that in any
way to not be paying any attention to you, but it is just an indication
of the fact that I do agree with so much of it.

"Mr. Woobcock. Congressman, if I do not get any questions, I will
not feel neglected.

Representative Loxg. Mr. Chase, the general question on the cutoff
date with respect to this, the terminal date, is something that I had
not thought of before, but is very attractive to me. I was active in
the early davs of the Office of Economic Opportunity and argued
strongly, and unsucc. ~. fully at that time for two things. One, there
should be a demonstration type of program rather than envisioned
as a war on poverty because the building false hopes in many peoples’
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minds, and also that there should have been cutoff dates at that time
to see, and so that they could be in turn evaluated as to the determina-
tion as to which of them were-successful and which were not. Some
were and some were not. One of the more successful, in my opinion,
was the project of Headstart, which I think has really just worked
and made some real progress.

Congressman Reuss and I, when walking over to answer the quorum
call, were discussing this, and he and I agreed that perhaps another item
ought to be added to the food and enérgy approach there, and one
that is of a critical nature, and really is perhaps more complex in
that it deals with people. It seems that as these problems start dealing
with more people as individuals they become more complex. And that is
perhaps food, energy, and transportation, because it has so much of an
effect on what is happening in our country and on the whole economy.
You know, the food program in itself is not going to be successful
without the transportation. And as we saw here within the last 2
years, the energy program, to a great extent, depends upon that, and I
think that would be a good threefold working that perhaps would
give us a better ability to judge the success that we have in planning as
distingiushed from prmmed, than just those two alone. . .

Both you and Mr. May, in my opinion, ought to be complimented
for your very realistic attitude toward the relationship between gov-
ernment and business, and the responsibilities of business. And I was
most pleased to hear your statement in that regard.

INDICATIVE PLANNING APPROACH

Mr. Olsen, with respect to your statement, you speak of the indicative
plans in France. Tell me a little bit about that, if you would. I am
not familiar with those, and I wondered how familiar you were.

Mr. Orsen. I am not familiar in any detailed fashion, Congressman
Long. It is planning, but as indicative planning no one actually com-
plies with it in any essential sense. No one is forced to comply with it,
and it is largely ignored. '

Representative Loxe. But is that not exactly what you want? Now,
as I understood it, the questions that you were raising, 1t is that you did
not want it forced down anybody's throat, you were worried about it
being forced down somebody's throat, and that is what it would lead to,
and yet you have described the one they have in France where it is
being largely ignored.

Mr. Ousex. I have to ask the question: Why does France then even
bother going through indicative planning if that is true? And the same
holds true in this case. If you are estab%ishing national priorities, if
you are establishing certain goals, such as those mentioned here with
regard to employment levels and incomes distribution and so forth, it is
very clear that “indicative” is not going to be characteristic of this
kind of a planning exercise. If it is, then one has to ask the question:
Why even go through it?

Representative Long. Perhaps the answer to that qiostion is the
fact that if we take France as the example, and you chose it and I
did not, that the unemployment rate in France today is about 50
percent less than what it is in the United States.



82

Mr. OrseN. But it is obviously not due to the planning, since the
planning is ignored.

Representative Loxg. I think that it has had a great deal—you know,
General de Gaulle was recognized for many things, but if De Gaulle
was recognized in the academic community for any one thing more
than any other thing, it was for long-range thinking, and his ability to
see what things were going to be way down the road somewhere, and
much of this came about during De Gaulle. And I think that perhaps
this might be a classic example of the ability to get what Mr. Chase is
talking about, of a plan, a long-range plan, such as the big corpora-
tions, that everybody else does, without a planned type of an economy
and that perhaps it is symbolic of what can be done with some long-
range planning in the setting of national goals and having them indic-
ative of what we do, of where we would expect to be at some particular
point in time. I don’t know. I myself intend to do more study on this.

Mr. OLseENn. Well, I do not think that we would want to introduce into
the United States the kind of economic or political environment that
existed during the time of De Gaulle, that came about with the intro-
duction of planning. Second, it is not because of planning that France
has a low unemployment rate.

As a matter of fact, one reason why France achieved its most recent
economic reform was that it separated itself from what was called the
foreign exchange snake in Western Europe. As a result of not being
tied to the high-valued currencies of the snake, such as the deutsche-
mark, French trade was supported.

CARTELIZATION

Now, the third point is that France has a high degree of carteliza-

tion, and this cartelization is, in fact, coordinated by government. And

ou do not have free market, you do not have price market. You have,
n fact, a cartelization system.

Representative Loxg. Are you not, in effect, making my point when
you speak of cartelization system ¢-

Mr. OLsen. I am not in favor of cartelization.

Representative LoNa. And cartels by government ?

Mr. Orsen. I am not in favor of cartelization. I am in favor of a
market economy.

Representative Lone. Mr. Chase, I understand, or I would gather
from your comprehensive knowledge of this entire field, that perhaps
you have done some study with respect to what has happened 1n
France, and I wonder if you could shed any light on the subject we
are discussing?

Mr. Cuase. I cannot speak in great detail. The areas of my observa-
tion have been in the planning with regard to creation of new cities,
for example, movements of population, the gigantic rebuilding and
social and public use of large areas down along the Mediterranean,
it these areas.

Representative Lonag. By the way, I was there last year and I helped
put toFether the year before last the deepwater port, and I went to the
port there about 20 miles west, I guess 1t is, of Marseilles where they
are building this new port, and I was absolutely amazed as to what
an integrated operation of a combination of transportation, industrial
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p]anning that they were doing, and how it related to what the whole
country’s economic long-range objectives were and what their needs
were. I was most impressed by it.

FRANCE'S NEW REGIONAL CITIES

Mr. Cuase. In the case of Paris, the French Government decided
that Paris was large enough, and yet it had the natural attraction of
a metropolitan center to the people from the provinces. Therefore,
they, through planning, devised a concept for 12 new regional cities,
and about 4 of them are virtually completed, with populations of
about 400,000 each. The educational, cuitural, transportation, com-
munications facilities are built in. For this kind of planning I have
profound admiration.

Representative Lo~e. That is my feeling. Now the chairman has
informed me that the committee would undertake a study in some
detail with respect to what has occurred in France, and perhaps its
relationship here.

Chairman Huspurey. May I interrupt?

Representative Long. I would second that.

Chairman HuMmpHREY. I have sent a memo to the staff, and I was just
talking with Mr. Kaufman of the staff on what to have and, gentle-
men, I might say to all members of the committee that the Library of
Congress, Congressional Research Service, will do an indepth study
of what is happening in the industrialized countries in the form of
planning.

For example, Canada has a very unique system that is out of the
governmental sector. It is really private. Sort of what would you
call a commission outside, and what the structure looks like, what its
relationship is to government and the economy, and we will get that
for ourselves.

Mr. Orsen. Mr. Chairman, may I suggest that you also ask the staff
to determine the degree to which planning explains the performance of
the respective economies,

Chairman HuspHReY. Yes, of course, I think that will be debatable,
but I think that is very valuable, and we will do, as a matter of fact,
and we will consult with some of the advocates and the opponents as
to their measure as to what we ought to ask for in that kind of study.

Excuse me,

Representative Lo~a. In that regard, as I was mentioning to Mr.
Chase, the attitude that we have had toward deepwater ports in this
countrf, for example, and the attitude they have had in France, as an
example, the difference is just unrealistic. Here we have got basically a
monopolistic oil industry that is, under the legislation that was passed
by the Congress, probably going to end up building the decpwater
ports for the importation of oil in the tankers, and when they have
In turn used these ports and the one at Marseilles, and it is an oppor-
tunity to really do some long-range planning in the relationship be-
tween transportation, and including pipelines and their energy require-
ments, their long-range energy requirements, their long-range trans-
portation requirements, and the industrial community there that fits in
with that. I certainly reret that we have not used that approach here.

My time is about up, Mr. Chairman.
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Chairman Huseurey. Congressman Brown of Michigan.

Representative Brown of Michigan. Thank you, Mr. Chairman.
This has been a most interesting discussion, I believe.

Does anyone on the panel disagree with the statement that our
economic system, whatever it has been, with its problems, has so far
produced tKe best standard of living of any place in the world? Does
anybody disagree with that?

r. Woobcock. It has greater disparities in some regard than other
systems, but taken as a balance, I would agree with it.

Representative Brown of Michigan. Is a decision to have the
people’s economic desires to direct the @¢onomy with as little influence
as possible by Government not & plan ¢

r. Woopcock. Well, this gets to be contentious, Mr. Congressman.
You know, an administered price industry determines that they are
going to lay off people rather than produce products; that is something
that affects individual economic freedoms.

Representative Brown of Michigan. Well, but that is where your
influence should be brought. to bear by Government, is it not?

Mr. Woobcock. Yes. '

Representative Brown of Michigan. But overall, I mean is not
what Wé have, that is, basically that the desires of the consumer pretty
much dictate in the marketplace—is that not a plan? I have thought
the free enterprise system wWas a plan, and that, in this country, not
only political freedom but economic freedom was a part of that plan.
Isthat not right ¢

Mr. Woobcock. That is making a beginning from a conclusion.

Representative BRowN of Michigan. Especially, Mr. Woodcock, in
view of past statements you have made, when compared with present
statements regarding our environmental goal, was that not planning
with respect to.the environment? And vehicle safety, was that not
planning with respect to the protection of life and limb? The ICC.
the FAA, was that not planning with respect to the providing of
transportation?

Mr. Woobcock. I would say it was intervention, not necessarily
planning. It was intervention that was brought about by the necessity
of trying to meet a problem.

Representative BRow~ of Michigan. But, what if you had a plan-
ning board, as we are talking about, with this legislation, would not
that set an environmental goal, would it not possib%y get into the ques-
tion of vehicle safety, wou%d it not get into the question of energy, and
what kind of vehicle should be produced and all of that?

Mr. Woobcock. It would have to.

Representative BRown of Michigan. Would it not get into whether
or not we should proceed with an interstate highway svstem for
vehicles at a time when we are talking about an energy policy which
dictates use of types of vehicles we do not have? Would it not do
those things?

Mr. Woobpcock. Rather than do it on an ad hoc basis, it would try
to view each of these component pieces as a part of a total system.

Representative Brown of Michigan. But if a plan incorporated
these segments, would not the segments have the same impact as the
wa.ygwe have been doing it in a fractionalized way or a fragmented
way

—

/
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Mr. Woobcock. No, I do not think so. To take an example you
made allusion to, my union is now advocating that there be a 5-year
pause, as you know, for further emission requirements, not because
we are opposed to going the rest of the way on emissions, but because
from a cost standpoint, not necessarily technological, we cannot do
that job and do the fuel economy job that desperately needs to be done
to stem the tide of imports and also to further conserve the use of
gasoline.

Representative BRown of Michigan. And T quite concur with you.

Mr. Woobcock. But we look at each of these things as separated, as
though one does not have relation to the other, and it is all ad hoc, and
that is what gives us concern, gives me concern.

Representative BrowN of Michigan. I think I can quite agree with
you on that statement. I think that there has not been the kind of
coordination of, for instance, the very things I have talked about,
about safety requirements, environmental requirements, and energy
needs. But, it is your position that a planning board of this nature
would do a better job of coordinating those things?

Mr. Woopcock. Well, the first job it would have to be to gather and
coordinate the necessary data, which we do not have today.

Representative Lona. Would the Congressman yield for one
second ¢

Representative Brown of Michigan. Sure.

Representative Loxe. With respect to the fuel thing, as you know,
we have on the floor at the present time the energy biﬁ. I was talking
to some Members of the Michigan delegation who were telling me
that they had understood your position to be, or the position of your
union to bc, that in the event that the fuel consumption tax was in the
bill when it ended up in final form, that your union’s position would be
against the bill. Is that too strong a statement ?

Mr. Woobcock. No. That is correct, sir.

Representative Loxg. It is then?

Mr. Woobcock. Yes.

Representative Looxg. Thank you. I appreciate it.

Representative Brown of Michigan. Mr. Olsen, I think that I would
like to add some support to your statement with respect to the summit
conferences that were held on inflation. I attended aﬁ of the many con-
ferences, as well as the main conference, as a congressional host, I
guess, we were called, of the business and industry group, and at every
one of the meetings, and, in fact, almost every one of the witnesses, as
I recall, when talking about the problem of inflation, also with equal
emphasis, stressed the need for incentives for greater industrial ac-
tivity and expansion and for capital recovery and formation, in order
to provide jobs. And, I would say the problem of recession, that aspect
of our economic condition was stressed as much as the inflationary
aspect.

I also would have to disagree with Senator Javits regarding his
statements about the impact of minimum wage legislation. Because he
will be most familiar with it, I would ask Mr. Woodcock, has not the
statement of Mr. Olsen been confirmed by studies? You may not think
they are credible, you may not agree with them, but have not studies
shown that increases in the minimum wage lead to a diminution in job
opportunities, especially for the young? Is that not true?
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Mr. Wooncock. Well, I have read quite a number of master’s theses
and doctoral theses on both sides of the question, and each proved, at
least to the writer's satisfaction, that yes, it does dry up jobs, or no, it
does not dry up jobs. This is more belief and prejudice than I think
it is fact analysis.

Representative Brown of Michigan. Yes. But as I'recall Senator
Javits said that there was no evidence that there v.»s any impact on
job opportunities by increases in the minimum wage. I just contend
there has been evidence. You may not agree with it.

Mr. Woopcock. I would think, Congressman Brown, you can say
without fear of contradiction that there is no evidence that that poor,
lonely teenager is in any position to bargain with any respective em-
ployer about what he is going to be getting. Ie is going to be told this
1s what this job pays, are you going to take it, and he says yes or no.

Representative Brown of Michigan. On that subject, as I recall the
justification made for minimum wage, it was that there ought to be a
decent wage paid, that in our social consciousness, we fee] that a per-
son should be entitled to at least a minimum pay for an hour’s work?

Mr. Wooncock. That is correct.

Representative Browx~ of Michigan. If that is true, why is it not
more justified to have the general public that is exercising that general
social consciousness pay the difference between the two, the true value
of the individual in that job and what he should receive as a minimum
wage? Why, in effect, should you not subsidize marginal workers with
general tax dollars rather than in effect penalize an industry that can-
not afford to pay that individual what you consider to be the minimum
wage? Why is that not more fair and equitable?

Mr. Wooncock. It would be much more difficult to administer, and
I think it would be entirely unfair and inequitable. I am not sure even
My, Olsen would support that.

SUBSIDIZING WAGES

Mr. OuseN. No, on the contrary. I feel that one issue that has been
lacking in a lot of economic discussions in recent months has been a
negative income tax, or a reevaluation of the welfare program that
would incorporate a subsidization of a wage level below the minimum
level and, in fact, either a revamping of the minimumn wage law or its
elimination. This would be coupled with a negative income tax that
would enable an individual to obtain a job at what would be below
today’s minimum wage, but would be supplemented through a Gov-
ernment payment in place of each of today’s welfare programs. In my
opinion, this would be a very desirable program and merits looking
into.

Mr. Woobcock. If it were part of an overall plan, we would take a
look at it. !

Representative Brown of Michigan. Well, it seems to me that we
have been a rather imaginative and innovative people, and that mere
difficulty of administration should not be a conclusive basis for not
pursuing that which is equitable. Lately, it seems to me that the differ-
ent areas—I have mentioned a few with respect to environmental
goals, vehicle safety, the ICC, the FAA—it scems to me that there
has beeit more and more criticism of what the Government has done
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including wage and price controls. It seems that the Government reg-
ulation has come in for greater criticism of late than earlier. I pre-
sume, Mr, Chase, and you, Mr. Woodcock, since you are supportive
of the idea of national planning, economic planning, that you feel
that by having overall pf;nning that some o}’ these isolated, shall we
say, activities of Government which are presently being criticized,
would be eliminated ? Is that your general position ?

WAGE AND PRICE CONTROLS

<

Mr. Woopcock. With regard to wage and price controls, sir, on
behalf of my union, I was opposed to them when they were first sug-
gested in 1970. I continued to be opposed in 1971. I was opposed in
1973 because, you know, you set up a price commission; you pull to-
gether a lot of very estimable people with inadequate data that starts
from what is in being. They haven’t too much leeway to do the neces-
sary things to keep things in proper balance of supply, and you just
cannot do this on that narrow a base,

Representative Browx of Michigan. Would the National Economic
Planning Board contemplate or look into and set goals for the return
to labor, return to capital, and things of that nature?

Mr. Woobcock. That certainly is a proper area, the consideration
of whut would be a fair incomes policy, and it would be a proper mat-
ter of consideration.

Representative Browx of Michigan. Would you support an effective
policy objective and implementation of that goal and objective with
respect to wages and prices?

Mr. Woobcock. It would depend upon the total concept as against
the power to inflict inflation on the economy. Obviously, one would
have to be willing to take a look at that.

Representative Browx of Michigan. But now, how do you distin-
guish that, if it were effective, how do you distinguish that from wage
and price controls?

Mr. Woobpcock. Because the one was operative in an unplanned sit-
uation and without regard to who would be the beneficiary of the im-
balances that were brought into play.

Representative Brown of Michigan, Could a planning board really
reconcile those problems, do you think ?

M. Woobcock. It could point out the alternatives.

Representative Brow~ of Michigan. In an economic context or a
political context?

Mr. Woopcock. It would point to the alternatives and possibilities
so they could be thoroughly considered, and it is very possible, given
the alternatives and probabilities, and all of the facts being out there,
that the private organizations would measure their own conduct to
avoid the business of having to get to that point.

Representative Browx of Michigan. Thank you very much. My time
has expired.

Chairman Huspurey. I think it should be noted in reference to
wage-price control that within a period of 24 hours the Government
made a complete 180-degree turn with absolutely no planning, merely
a price-wage freeze period and the same man that put the freeze. the
wage-price freeze on one day had 24 hours before said that under no
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circumstances will there be any wage-price freeze. That is the amount
of ﬁlanning that you had.

epresentative BRown of Michigan. But, Mr. Chairman, would not
under your planning, would not the present factors that go into our
economic system, would they not be then anticipating governmental
action rather than consumer action ?

Chairman HumpHRrey. That is one of the problems, I think, as we
ventilate this. This is the whole purpose, to sce what the dangers are.
And I donot deny that that is a factor.

Representative Browx~ of Michigan. And I only say it because that
is why the freeze was imposed as abruptly as it was, was not to let
- peoglle take the actions the'sg were contemplating taking.

Chairman Humpurey. There was a reason for it.

Representative Brown of Michigan. In anticipation of it.

Chairman Humpirey. Congressman Moorhead.

Representative Moorueap. Thank you, Mr. Chairman, and thank
you for assembling this very able an(f' provocative panel for us.

Chairman Husmpurey. It is good. Yes, sir.

Representative Moorueap. Mr. Chase, in his testimony, draws the
distinction between a planned and a planning society.

Mr. Olsen, I would like to ask you, sir, if you agree with that dis-
tinction ?

Mr. OLseN. Yes, I agree with the distinction.

Representative MoorueaD. Now, would I be correct in assuming that,
if we could guarantee that a planning society would not become a
planned society, you could support a planning society ?

Mr. OLseEn. Well, forgive me for splitting hairs on this, but I do not
feel that you could provide that guarantee. And may I give you an
illustration of this? We are speaking about price-wage controls for
example. Some of the greatest difficulty experienced in the private
sector arises from the fact that concern over what Government will do
or will not do hinders decisionmaking, or encourages unwise decisions.

For example, industry has, for some time now, been living with the
fear that price-wage controls will be reimposed. This has a perverse
iﬁeﬁt, because it tends to encourage businesses to hold their prices

igher.

Representative Moorueap. My point is this, Mr. Olsen, If you could
answer the question affirmatively, then this committee should be look-
ing at ways that we could write in the law a guarantee that we would
not proceed from a planning society to a planned society. So if we could
give you a guarantee, could you then support the concept ?

Mr. Ovsen. T am afraid I would still have reservations, because I be-
lieve that even with a written guarantee, you would have intervention
arising out of industrv decisions that run contrary to the plan, and
that you would have difficulties.

Could I give youanother illustration along this line ?

Representative MooruEap. Certainly.

HIGH COST NUCLEAR ENERGY PLANNING

Mr. OrseN. In 1967, in the nuclear energy field, it was projected that
we would have something in excess of 70 nuclear energy plants in
place by the end of 1973. We actually had only 40. The reason for the



89

difference, and I could readily see how planning could have entered into
this area, was that the cost of nuclear energy technology ran far higher
than anticipated. So many conventional plants employing conventional
fuels were constructed instead.

Now, had you had planning, detailed Government planning, even
where you had guarantees of no intervention, those who were con-
structing or would be encouraged to construct conventional plants
would be looking over their shoulder constantly, wondering whether
Government would provide tax incentives or inducements to the nu-
clear field so to overcome the higher cost of the technology. This would
have tended to discourage those building conventional plants, and you
would not have had the private sector make up the difference in the
shortfall between the 70 nuclear plants and the 40 that actually existed.

Representative MoorHeap. Well, Mr. Olsen, let me see if I can put
both you and Mr. Woodcock together here.

Mr. Woopcock. That will be very good.

Chairman Huspurey. Solomon, proceed.

Representative Moornran, Mr. Woodcock, in his statement, said,
“Instead, the specification of national goals and policies would pro-
vide individuals and business with additional information on which to
base their own decisions.”

Mr. Olsen, in his statement, said, “We made a positive step this
year in obtaining from the monetary authorities a better insight into
the targets for monetary growth. We should move further along this
road to improve public comprehension with regard to linkage between
monetary policy and income growth.”

In both instances, they are saying that if businesses and individuals
are informed of national goals, they can adjust within them, actually
make better decisions if they have a better idea of what national goals
are likely to be. So I think that you and Mr. Woodcock are on the
same track.

IMPROVED DATA FORECASTING

Mr. Ousen. Well, I can agree that we certainly can improve data
gathering, which Mr. Woodcock has stressed also. I would concur with
. that. And data gathering with regard to our economy certainly can
be improved, but that is something different from planning.

In fact, implicit in planning is that you will be able to forecast, and
that you will be able to project what is going to happen ahead. This is
not what will occur at all. In fact, one of the things you will find when
you look at foreign planning programs is that in every case where you
have had detailed economic planning by Government, in fact, the
actual results have run contrary to the plans most of the time.

So, what T worry about here is the planning will lead to forecasting,
and not only that, but that if it ignores monetary and fiscal policy,
T can guarantee you you will have inflation and you will have reces-
sion, even in the midst of detailed economic planning.

Representative Moorneap. I am suggesting, sir, that when the
Federal Government projects what they think they were going to
have, the money supplied, that this is planning, sir; but, it is not.

Mr. OrseN. I have no objections to the planning of Government
economic and fiscal policies; planning of the Government’s own activi-
ties is fine. But planning of the private sector by Government is
something else.
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Representative Moorueap. I think we can agree that we all believe
in improved data gathering.

I would go to the next step and say that just as business forecasts
from existing data, so should the National Government make fore-
casts. Let the business people see the figures. They can decide whether
that forecast is sound or not. At least they know better on what basis
the Government is going to act so that they can adjust their own deci-
sions with some greater degree of certainty than they have today.
And I think that 1s the essence of Mr. Woodcock’s statement, and at
least so far as monetary policy is concerned, that would be your
conclusion, sir?

Mr. OuseN. Yes; it is. There is language, however, in the proposed
act which I feel runs contrary to that. That is the only reason.

Representative MoorHEAD. Well, maybe you could give us your sug-
gestions of how the act could be amended, understanding that we not
say that you thereby support the act. There is no reason, however,
that you should not try to improve it.

Mr. Orsen. I aplpreciate that invitation. Thank you.

Representative Mooraeap. Thank you, Mr. Chairman.

Chairman Humphrey. Congressman Reuss. Thank you for remain-
ing, and we turn the witness panel over to your tender mercies.

Representative Reuss. I want to commend my brothers, Humphrey
and Javits, for introducing this thought-inducing bill. I know that
when you get behind anything like this, every rightwing editorial
writer in the country accuses you of wanting a police state or predicts
that the U.S. Army is going to march up Pennsylvania Avenue and
take over the Capitol.

Mr. Woopcock. Is that why we are here?

Representative Reuss. I notice that somebody on your staff does not
like you, because right behind you is a picture of the U.S. Army
marching up Pennsylvania Avenue to take over the Capitol. But, your
internal security ought to find out who did this to you.

Chairman HumpHREY. Strictly out of reference, may I say that that
is a mightly fine looking picture and I am proud of that.

Representative ReEuss. You have come back strong.

At any rate, each and every one of you has made a notable contribu-
tion, including the witness with whose comments I, this morning,
disagree. He is an old friend of mine, also.

Mr. OuseN. Thank you.

Representative Reuss. A thoughtful witness, Leif Olsen, and I am
glad you have asked the staff to look into that French business.

Chairman HumpHrey. And the others.

Representative REuss. And the others. I spent about a week there
not so long ago conferring at great length with the French Commis-
sioner of Plans and the Minister of Finance. Somehow their planning
works; they will tell a different story. They suggested that their
planning process has been one of the reasons why France has so
vastly outperformed the United States in recent years: Lower inflation,
greater production and employment. the whole works.

Specifically, for instance, under their planning process, if an in-
dustry wants to crowd a plant into an already overcrowded Paris,
they are advised by the planning agency that certain tax incentives
would be available to them if instead they put their plant in the under-
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employed south of France or in the ravaged coal areas of the North.
So, I would not automatically write off the French experience as zany.
Chairman HuMPHREY. Many of our 50 States do exactly the same
thing. If you want to come into Minnesota, we will give you a good
tax incentive to put & plant in certain areas of the State. We want to
have some control over population mobility, and it is a very good idea,
and we will be glad to have the bank come out and join us.

Mr. OLseN. '&Ie will take you up on that, Senator.

Chairman Humpurey. Thank you. They are waiting for you.

Representative Reuss. Minnesota needs another Olsen, I might say.

I might say that I liked your testimony very much, as did everybody,
and Congressman Long mentioned his and my conversation on the way
over to t%e floor a moment ago. Would you accept our suggestion that
whatever may be said about across-the-board planning for widgets
and gadgets and so on, that there really is needed planning on food
and energy ? Would you accept our suggestion that transportation, both
mass transit in cities and other forms of transportation, have suffered
from being unplanned and should have a little injection of common-
sense and planning into their performance?

Mr. Caase. Without any equivocation.

Representative Reuss. YWhat ?

Mr. CHask. Yes,sir. -

Representative ReEuss. Good. Thank you.

Now, Mr. Olsen, you said in your statement, and this is really your
central theses, and T quote: “There is no evidence that supports the
crucial assumption underlying central planning, namely, that the
severe inflation followed by the deep recession from which we are suf-
fering stems from the failure of the Central Government to direct ac-
tivities in the private economic sector.” Let us just chat about that one.

In the last few years, the Federal Reserve and the other Federal
authorities sat by, indeed did nothing, to stop the major banks, includ-
ing some of the big New York money market banks from settin.% up
these REIT’s, real estate investment trusts. Stock in many of those
REIT’s is in the name of affiliated banks and was sold to a great many
people, including a share of widows and orphans who, of course,
believed that the big bank was behind them. They then proceeded
to build office buildings all over Manhattan Island, which are not
one-third full of tenants. One of the reasons they are only one-third
full of tenants is that they abandoned the hitherto sound practice of
waiting to build a building until you get a few rental contracts from
tenants. They litteréd the littoral of Florida and Maryland and other
coastal States with luxury condominiums, which are now going beg-
ging, and the same with the mountain areas.

Banks were, by default, persuaded to lend enormous sums of money
to these REIT’s, whether affiliated or not. In some cases, when the
REIT’s have gone sour, the banks, for prestige reasons, have bailed
them out, thus causing liquidity problems for the bank itself.

I, for one, do not think this was good for the country. I think our
overbuilding then added to the inflation in 1973 and deepened the re-
cession now. You but have to look at the economic indicators to see
how sick the construction industry is. Therefore, are you so positive
that the severe inflation and the deep recession were not in part due to
the failure of the Federal Government to analyze what was going on,
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and to give timely, indicative notice to the people who were overbuild-
ing commercial real estate in Manhattan and other big cities, and over-
building luxury recreational homes, just to mention one examplef I
have got several dozen more, But you know something about this.
You may even have a little REIT in your family. I don’t know.

REIT'S TAX INCENTIVES

Mr. OrseN. No. First, the REIT’s, of course, were encouraged to pro-
liferate by the tax incentives they were granted. In fact, I assume it
was as a means of encouraging construction. o

Representative Reuss. Did we plan adequately in putting in these
nutty tax incentives?

Mr. OrseN. This has come up a number of times this morning, but
with regard to specific programs and specific objectives and the effects
of speci%c programs, such as tax incentives and so forth, I do not mean
for a moment to suggest that one should not consider what the long-
range effects will be of a tax incentive program or some other Govern-
ment intervention into the economy. That should certainly have been
considered. But I think the REIT’s are an illustration of what hap-
pens when the Government intervenes in the private sector, in this case,
providing this kind of a tax incentive.

Now, the point is, it was not the REIT or their proliferation that
created any inflation. I dare say that construction workers were mighty
hapgy that you had the REI%’S growing and providing employment
in that fashion. But, it was the overly expansive monetary policies
for the economy as a whole that led to excessive growth in which
the development of REIT’s participated. So, I do not feel and, you
know, REIT’s not only build office buildings, and I do not know
that they participated in any major way in New York City because
we have not had that many office buildings in the last 2 or 3 years,
but they also built many individual homes 1n many parts of the coun-
try. the Middle West as well as in the Southeast and the West, the
Far West.

Representative Reuss. Well, just taking your statement, Mr. Olsen,
Humphrey and Javits, I take it, are saying this: “If there were things
wrong with the REIT experience, you say the Government was
responsible because somebody, somewhere, passed a law giving the
tax incentives.” I am darned if I can figure out who made the plan
on that. These things just emerged from the administration in some
obscure way and bubbled out of the Ways and Means Committee and
through the floor in some unthinking way? What Humphrey is sug-
gesting. as I take it, and he can disavow this if I have got him wrong,
is that there should have been some coordinated approach at the to
as to what the Nation really needed. Did it need, for example, all
of these overbuild, untenanted office buildings and all of these $200,-
000 unused condominiums? Would it not have been better to have
more low, moderate income housing, for example, to keep the con-
struction industry busy? And would not an overall planning agency
have marked out the implications of this, and so perhaps have in-
duced the Congress and the banks and the REIT industry to build
more intelligently? What about it, Mr. Chairman?

Chairman HuMpHReY. That is exactly right.
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Representative Reuss. Have I'shamed you?

Chairman varnurey. No, you certainly have not. In fact, when I
get my time, I shall stress this. .

Representative Rruss. I think this is really what we are groping
for.

I have not joined in the Javits-Humph.ey bill because, like Mr,
Chase, I think it may bite off a bit too much, and I would sooner
start with arcas which arve fairly crying out for planning. But if 1
may say so, 1 think you wicld too broad a sword n saying planless-
nes=s is a good in itself, and I think in our collocquy you have indicated
that maybe a little judictous planning does not hurt.

PRIVATE PLANNING AND GOVERNMENT

Mr. Ovsen. Let me say, first, I certainly do not want to be under-
stood =0 say that the total abgence of planning is a virtue. I am
not suggesting that at all, What I am saying is that the private
sector of the economy—individual business units and industries—
engages in planning, and that has heen well identified. And I be-
lieve that the private sector can do & whale of a better job in planning
if Government did not threaten to intervene in the private sector,
as it has in recent years, and which is, in my opinion, implied in
this planning proposal. And you have, in fact, raised some of my
fears with regard to this, beeause T think vou would go further than
simply planning here, that you would introeduce directives that would
allocate resources to achieve objectives which would be regarded as
desirable and that you would have priorities in which those alloca-
tions would be met. What 1 worry about is, to use the automobile
analysis comparison that has been nsed very often in this discussion,
when they open up the hood of an automobile, what if somebody
decided that it is nequitable for one piston to go down when the
other goes up, and that they all ought to go up and down at the samne
time? I ask vou, how will the car run when it does that?

Chairman Hosengey, Tt does,

Representative Revss, That is my 10 minutes.

Chairman Hueysenrey, 1 will just take a few more minntes. We
have had an exciting and I think a very rewarding morning here.

You know, I served as the mayor of the city of Minneapolis
when T was a young man. T took a great interest in being a member
of the city planning commission, and I want to give vou a little
story about it. In the mayor's office, when you came to the reception
roon, on the side of the wall about the size of this wall., was an
architeet’s, and artist’s vision of what the downtown of Minneapolis
onght to look like 20 years hence. I remember people coming into
that office and they would say to me, well, what kind of ‘a nutty
idea is this? What is this all about ?

Well, T would say that is the way that our city is going to look.
and we have got to start planning for it right now, and I have got
a group of people here from the business community, from the uni-
versity, from the labor movement, plus the city planning commis-
sion, which was an officially appointed commission. and we have
this advisory. ad hoe hody, and we had been talking about what Min-
neapolis ought to look like 10, 20 years from now. And T want to tell
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you that I got more jeers and sneers from people about that than
anything that I ever did in public life.

You want to know something, Minneapolis looks like that now.
And you want to know something else? It is considered to be one of
the top livable cities in the United States.

Mr. Orsex. T agree.

Chairman Husmengey. And do you want to know something clse?
Tt's public and private that worked together there. There is not a publie
building except the county courthouse, the city library, and the public
health. Those are the only 3 buildings out of about S0 that are in
that whole area that have been totally government. The whale city
has been totally modernized in that area, and that was once a slum
area.the broken-down area of our city.

Public and private planning, we projected the costs, we put the plan
within a time frame, we projected the amount of public money that
was willing to go and if we could get the Federal Government and the
biggest problem we had was the IFederal Government. Nobody ever
knew what this place was going to do. You could not plan that one bit.

We do get our people up there to put up the bonds and we could get
our local businessmen to give us the promise of the development. and
the Northern States Power Co.. Northwestern Life Insurance Co.,
the Bell Telephone Co., we got all kinds of plans from them. We got
the private banks, the First National Bank of our city. and so on.
They all cooperated, everybody cooperated. .

The one place that they did not cooperate was the Federal Govern-
ment. Do you want to know what they said? We ean’t tell yvou what is
going to happen: we have ot no idea of what is going to happen. And
that was the biggest roadblock to the planning of that city that we have
had. and it has the biggest roadblock in this country.,

We have a law like HUD, Housing and Urban Development. that
compels every single municipality in the United States to get any Fed-
eral money to plan what it is going to do, not for 1 vear, but a long-
range plan. And if you are going to get any money for a medical school
under IIEW, you have got to have a plan. The only people that do not
have any plans are the veople that are demanding the plans. That is
the Government of the United States, and God himself does not know
what this Government is going to do. There is not a-schiool superin-
tendent in the United States that ean prediet what is ¢oing to happen
in Federal aid to education. Nobody even knows whether we arve going
to educate the children from here on out. Maybe there will he no plan
far them.

There is no bong-range plan for edueation. We thoueht we had one
once for regional health centers. but nobady has ever found ont what
happened about that, simply hecanse there is no eentral planning
nmech: aism in this Government, except the annual budeoet of the Gov-
ernment. They have a groun of people who have a passion for anonym-
ity that hide out in the Executive Office Building that nobedv ean
ever get to, and the Federal Government has no wav of ever ventilat-
ing its budget, except when it comes up here in a document like a holy
writ and is like the Dead Sea Serolls and comes up here wrapped in
sealineg wax. And listen, that is more cavefully guarded than anvthing
the CTA or the Pentagon ever dreamed up. There is not a living mortal



95

outside of the people in the QOMB, the budget oflice of the President,
that know what is in that budget de iment until they decide to re-
lease it.

Isn’t it interesting : ‘The most important fiscal document in the history
of the world and not a single newspaper, radio commentator, or any-
body knows anything about it. They are trying to find out who is sce-
ing who and w|)10 is sleeping with who and so on, but they can never
find out what is in the budget, not once. And I think the people ought
to know that it is never brought to the attention of a Governor or a
mayor, or a labor leader or a welfare client or a banker or a husiness-
man; nobody ever sees it until it gets right up here, except for a hand-
ful of bureaucrats. I helped prepare those budgets when I was the Viee
President, and I know whereof 1 speak.

Now, that budget has more effect on what happens in this cconomy
than anything that your bank ever dreamed up. You look here like a
peanut stand compared to that budget, and General Motors looks
like it is a bicycle shop compared to that budget, and here we go along
willy-nilly, throwing around $300 billion to $400 billion on an annual
hasis, and you have got to be insane to do this. Really, you have got to
at Jeast be drunk. Really. because the decisions that we made in that
budget tie this Government for years.

Look what we did here with the defense hudget just rvecently. Now,
regardless of how vou voted on it, the simple fact is that we are tied into
the Trident, whether we need it or not. The B-1, whetherswe need it
or not. We are tied in for years to come, and we make those decisions

= without regard to whether we can pay for them or what it is going to do,
whether the cconomy is going to be distorted one way or the other.

Now, I am not an expert on all of that, but T know a lot ahout
agriculture. T have spent some 20 years on that committee and T come
from a rural area. and T want to tell yvou that when we sold that wheat.
to the Russians we had not any idea whether we could deliver it. and
when we could deliver it, and we have been paying penalties to the
Russians for slow delivery. They not only got the stuff at half the price
they should have paid for it, but because we are so loused up in our
transportation system. and our grain elevator system, and our storage
system, we have Leen paying the Russians for being bad hovs.

And T remember when T first read about it, there was a big artiele
saying well, the Russians will never—they got a lot of wheat. hut
where are they going to put it. They don't have to worry, we conldn’t
deliver it, We couldn’t deliver it. Now, here vou come in, every busi-
nessman comes in before the committees and talks about the growth
of the American economy. God, T hope it is. T am a growth man. and
I want you to know I believe in expansion and growth. but von
cannot—we cannot even deliver on the railroad system today what
we are presently producing. You cannot.

We are going to have 2,300 million bushels of wheat this vear, Will
vou tell me how we are going to distribute it 2 Every farmer in Ameriea
is going to be taking a loss of 8 cents to 10 cents. 15 cents a bushel,
waiting for transportation. and that is a cost that he is going to have
to pay. And you are going to talk about individual freedom, and T
think my farmer is entitled to get the maximum price. And T think
that it is the duty of the Government to have a transportation system
that will deliver, not just worshipping at the altar of free enterprise
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and then sinning in the backroom, And T think that is what is going
on, I think he is entitled to have the eredit to take care of some plan-
ning, and to me it is something more than just a structure, It is a
gquestion of whether you are going to put this conntry together or
whether yon are going to let everybody do his own thing at the
expense of somebody else,

Now, we don’t do that in many areas. Tet me tell you that any sue-
cessful business enterprise and they have been here.and T am a husiness-
nin, believed in ity and T am a free enterpriser 1o the degree I want
it to last, but T de not think free enterprise will last in the law of the
jungle, 1 just do not helieve it will. My little business depends on
farm-to-market roads, Mr, Olsen, and if we have not got {farm-to-
nirket roads out where Humphrey's drugstore is, then we are dead,
and 1 do not care when you say Itumphrey, vou ought to have freedom,
well, we have got plenty of freedom, and I went through a depression
of freedorm, What 1 want to know is where is the inconie?

Now, you mention here that Government, our concern about infla-
tion, and T had a little look at your statement, and it really bothered
me. heeause this is what I think is wrong. We have worked hard to
reduce inflation, We must exereise patience and wisdom in the conduet
of monctary and fiseal policies to avoid another painful round of
imflation, followed by more recession or worse unemployvment. That
15 what vou say. That is the whole problem we are working on hard,
on inflation, and we forget that people are involved that just plain
lose their incomes. Tnflation is an inconvenience to everybody, and
uncuiploviment is a disaster to those that are the victims,

Now, what is wrong in this Government today is that there is no
proper balance. We are absolutely unconcerned as a Government
today with the reemployment of millions of people, except for tem-
porary padliatives, Fxcedrin, we eannot even get that. we don’t even
have economice Exeedring we have cheap aspirin, and then, by golly,
the deoctor wants to take that away from us in the middle of our pain.
T just think that it is ontrageous and that is why. may T say, I feel
that some kind of planning, and T don’t know, T will be frank. T think
we may have gone too far in this bill, that is entively possible, hut
1 learned something in government, that it is very hard to build anv--
thingup. Tt is easy to tear it down, so when you come in with a propoesal,
you come in with the ballpark, and you have got the 50,000 ceats,
You may end up with only a little community gathering when yon are
through, but you'd better he able, you've got to be ready to whittle off,
you see, i

So, now T have given you my interpretation, and would you like
to present yours?

Mr. Onsex. Welll T think we still have to malke distinetions between
the kind of planning that, as you said, is envisioned in this ballpark
presentation, and the kind of planning that you undertook in the city
of Minneapolis. .

Chairman e seieey, Not a bit,

Mr. Orsex. Planning on an individual project of that kind, where
you had something in mind that you wanted to achieve is fine. But,
as<iening a blueprint like this to the total ecconomv asa whole

(‘l{airm:m Ivsrney. But it is not a direetive, sir. You use the
words——
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CONTINUITY 1IN PLANNING

Mr. Orsex. I recognize that it is not a direetive, but as you yourself
said earlier, the Nixon administration in the summer of 1971 just {lip-
flopped like this from no controls to controls, and this did very little
fo create any great confidence on the part of the private sector, the
business, consumer, and labor sector, In fact, you cannot get even in
the face of guarantees, as you say, you can still get (uick changes in
the way in which Government will respond to the private sector, when
the private sector does not seem to be performing in compliance with
a detailed plan.

Chairman Hoesyreurey. You see, I am sure we are both concerned
about the same thing, Mr. Olsen, because 1 surely do not impugn vour
motives one bit. My feeling about what happened is that 1t was the
result of failure to really be cognizant of many segments and factors
in our economy that were <o definitely interrelated. There was an abso-
lute lack of planning.

Now, you take monctary and fiseal policy. T agree with you as to its
importance, but let. me just point out to yout that monetary and fiseal
policy alone are not enough. any more than fiscal and budgetary poliey
are. What our worry is. what my worry is, I must not speak for the
others. is here is the Congress and the President going down the road
on budget policy and fiseal policy, and over here is my dear friend,
Mr. Burns, and the Federal Reserve Board, feeling they are oceu-
pants of Venus or Mars, that occastonally they are willing to look at
our goals and objectives, Presidential and Congress, but they are run-
ning their own show. And I am not saying that they are trving to hurt
us. To the contrary. Al T am simply saying is that Mr. Burns refuses,
and I only use him as a name, the Federal Reserve Board refuses to
really take a look at what the elected Representatives of the American
people say ought be to be policy and the goals of this country. They
have set themselves up as a supertribunal that simply says, “Well, now,
you yokels over here. you don’t know what you're doing. We are going
to control the spigot.” :

I happen to believe that we onght to at least have a little input oc-
casionally to suggest, vou know, as we are walking down the street
somewhere, don’t you think maybe you ought to join the team for a
half an hour orso and try it for size.

Mr, Orsex. We have an agreenient on this, Senator.

Chairman Heareneey. Do you?

Mr, OrseN. Yes. 1 might add that T have testified in this regard also,
andd I do feel, as T said in my statement, that bringing monetary poliey
out in the spotlight is very definitely a step forward, and we shoulkld
de a lot. more of it.

Chairman Hosyreneey, Thank you.

Mr. Orsex. Now, I might add further, events so far this yvear were
predicted by a number of forecasters and economists and others. You
1dentified this yourself with regard to your participation in the sum-
mit meetings last year.

Chairman ITusrenrey. But government did not, as such.

Mr. Orsen. No, unfortunately. Now, what is exasperating to me is
that when you have a minority view that has a rational and consistent
forecast of what is happening, it is almost impossible to focus public
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attention on this. In our case we employ monetary theory, and we have
demonstrated that you can forecast inflation and cycles within a rea-
sonable degree of accuracy from monetary policy.

Chairman IHvarengey. I agree with that,

Mr. Ousex. Last year, when it was clear that we were in a reces-
sion—TI might add further——

Chairman ITuvseneey, T mean, T think, My, Olsen, T think it is fair
to say that it was clear to you and T think it was clear, and T see my
friend, Mr. Keyserling, back here, and clear to Leonard Woodcock,
and it may have heen clear to Mr. Chase and others. but may I say the
general attitude at the time, as enunciated by the highest counsels of

T Government. the Chaiviian of the Council of Feonomie Advisers, Mr.
Stein, and Jater the Chairman of the Council of Iconomie Advisers,
the esteemed, Mr. Greenspan, and others, they did not see it as a reces-
sion. To the contrary, the President of the United States, speaking
with the advice and the eounsel of all of his top advisers in Decem-
ber 1974 was still for a 3-percent inerease in taxes,

You see. my point was that there was not any. really, the kind of in-
put that we are talking about in the Economic Planning Aet, with all
of its inadequacies, That is my point. T think that we can bring better.
more thought to bear upon the subject matter if we had some kind of
strueture. I am not at all sure, as Mr. Chase has pointed out. but what
we may have gone too far. T have always been one that believed, for
example. even in the negative income tax field, the family allowance.
that we might have been better to have tried it in certain areas to see
how it works., This is a very vast country: it has very complicated
political, social. and economic mechanisms.

Mr., Onskx. New York City is a very good place to start. incidentally.

Chairman Ieyenney. And may T say most respeetfully, the prob-
lems of that city are so vastly different than the problem of the city
that I have been associated with that T think that it would be almost im-
possible for me togive even a relevant experience, and therefore it is
“diflicult, T realize that national economic planning has its limitations.
But T just want to clarify one thing. and then T will shut up here on
this.

We are not, despite the interpretation. trying to say to General
Motors that this is the way yon will operate your business. We would
be willing to say under cconomie planning that there ought ta bein the
next Joor 6 or 3 years in the amount of mass transportation facilities.
Tet us <ay. as compared to something else. We might be able tosay, and
mayhe such a planning ageney would say that the emphasis for some
of our governmental capital. at teast for the next 4 vears, ought to be
in middle-income housing. Or, as was said here by Mr. Chase, in the in-
stance of the French with their new cities,

We have had a miserable failure in this country on new cities, and
I will tell you why. heeause there has been very little followthrough
on the part of the Government. et me tell you. T have had some ex-
perience in this and know a little something about it. The Government
has never had a continuity of program. so the developers of new cities
have never heen able to know what is going to happen next vear.

We have Johnathan in Minnesota. a new citv: a town ealled .Tohn-
athan. We have another one. Eden Prairvie. inst sonthwest. of Minne-
apolis.and I was ont there last Saturday. and the developers there have
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no more idea what is in store for them next vear than I have of what is
going on on Mars this afternoon. And we are just depending on them
fo o ywilly -nilly with their program.

Now, thank God, we have adventurous business people, and I must

say that T am devoted to them. We have Cedar River project in the
Twin Cities of Minneapolis again where there was no continuity, and
we had a number of emergency meetings with HUD after the fact, to
see if we can keep it alive. “This i s my pomt We asked people to put in
handreds of millions of dollars in that development—investors, peo-
ple-—and all at once the Government says they have got 2 plnn. they
have a New Communities Act. except nobody knows what is going to
happen. I just do not think. you know. that that is any way. it is ]ust
no way tormn a circus, much less the Government.

I have got to go for a vote, and T am going to let myv colleague,
Congressman Brown of Michigan, conclude the heari ing, if he wishes
to. heeause T think vou have some observations.

Representative Browx of Michigan. Well, just a couple. Mr. Chair-
man. I want to relate back to vour earlier diccussion about hudget and
all and T just want to query you as to whether or not you think that
the Congress will, in effect. abide by its plan in the Budget Control Act
with the | figures that have been developed ?

Chairman Hurenrey. No, but I think it will be Letter. Somebody
once asked me what do vou want out of vour life, Inmphrey. and T

said not perfection. T am a human being. but just to do a little hetter,
to do a little hetter. T think the Budget Reform Act will make a better
fisenl policy. budgetary policy. and we will have to fool around with
it and ddnpt it. And may I say to Mr, Olsen that your admonition here
of not having these strict controls T think is well made, too. I believe
in a good deal of flexibility. believe me, and T want to tell you as one
that has been in publie life that I do not mind changing my mind.
Somebody onee said. you know, you have not been mnslstont and I
said. what is good about l)mn(r ‘consistently wrong. Once in a while
vou make a mistake. and T have made my share,

Mr. Orsex. Thank you very much, Mr. Chairman. T appreciate your
comments. and it certainly has been a pleasure being here with you.

Representative Browx of Michigan, With the chairman here, T just
wanted to ask him how under p].\nmng we would reconcile the con-
sumer price problem with the agricultural return problem? Now, you
are talking about the Russian wheat deal and T have many flllll(‘l\
who think that was the greatest thing since sugar. you know, and then
vou have others. those sanie people who were very unlmppv about the
President imposing. T don’t know whether it's indicative or'imperative
planning. when he squelched the more recent deal. Tt seems that those
are the kinds of problems that you run into in any kind of planning.
and I do not know how you are going to accomplish the reconciling of
those differences.

Chairman Hesrearey. T have to leave at this time. but T do not think
we can reconeile, We can ease them.

Thank vou very much. gentleman.

Iu-p:ownmtl\e Brow~ of Michigan [presiding]. T won't take much
longer of vour time, but I would just like to ask for your comments
abont the setting up of a Council of Fconomic Advisers, the broad
spectrum as is contemphtod with this legislation, which w ould be out-
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side of the executive branch, outside of the Congress, in which would
participate representation from labor, from business, from the finan-
cial community, academic, and so on?

T ask that, because it seems to me that the political pressures seems to
always have at least as great or a greater impact than economie pres-
sures in arriving at decisions. In iny years in the Congress, I have yet to
find a majority in the Congress of a different political faith that
agreed with the Couneil of Kconomic Advisers of the President, There
seems to be always this difficulty,

Is it possible to have kind of a purist group that could advise both
the administration and the Congress with respect to the matters that
are contemplated by this legislation as a start in this direction, rather .
than formalizing, as it is proposzed in the legislation? Would you be
willing to participate? Do vou think it would be valuable?

Mr. Woodcock.

LEVEL OF PLANNING BOARD

Mre. Wooncock. Wello the thing that would hother me about that,
sir, is that, vou know, under our system of government the executive
has the vital function to perform, the legislative body has a vital fune-
tion to perform, and if you take something out entirely separate, it
would diminish that authority. and that is why I think the concept of
an ceconomic planning authority. no matter what it may be called in
the excentive. but also which would tie back and forth to the legislative
is much better. After all, whoever is the President, whoever is the
dominant group in the Congress were chosen by the people and do have
a constitutional function. And I do not think it would help partienlar-
Iy to have some advisory group separated from that with appavently
alife of its own,

Representative Browx of Michigan. Well. does not this legislation
contemplate participation in the ereation of the board, in its member-
ship, in having both the executive branch and the congressional
branch?

Mr. Wooncoek. Oh, ves.

Representative Brows of Michigan, And in the formulation of the
plan?

Mr, Wooncocx. And also. let's call them nonpolitical groups that
would be advisory and have an input capacity outside of that, but the
decision would come back to the executive and the legislative for
decisions. .

Representative Browx of Michigan. T do not think this legislation
contemplates the elimination of the Council of Economic Advizers to
the President, however, does it ?

Mr. Wooncock. Well

Representative Brow~x of Michigan. Would not this be kind of
imposing an advisory body and a planning board. et eetera, that would
bo somewhat separate and distinet from congressional activities and
execeutive branch activities?

Mr. Wooncock., Well, T would contemplate that the function now
performed by the CIKA would be absorbed into the new group, ab-
sorbed and widened, obviously.

leprezentative Brow s of Michigan. Mr. Olsen.
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Mr. Orsex. T do not think the bill provides for that. T think the bill
provides for the continued existence of the Counceil of Iconomic Ad-
visers ag it is now constituted,

I just might add a thought here, beeause T am not quite sure what
vou have in mind in this regard. But a forum, if you will, or a council
in which labor and business, together with government, meets, has
many desirable features. Now, Mr. Woodcock is presently a member
of the Management-Tabor Advisory Committee that Mr. Dunlop has
coordinated and chaired. and T think this has, in a sense, provided a
useful forum for an exchange of ideas. It is something that did not
exist some years ago, and T think perhaps it has been helpful in some
wavs, Perhaps Mr. Woodeock would like o make a comment or two
abont that since lie has had the, of course. direct exposure to it.

Representative Brows of Michigan, Would you care to comment,
Mr. Woodeoek?

Mr. Wooncock. T do not believe we have the time.

Representative Irows of Michigan. O Am T not correct that the
construction industry committee did function pretty well? T know that
is not in yvour hailiwick exactly. but was not there a feeling that it was
a sueeessful activity during the wage-price control period?

Mr. Wooncock. Yes, ves, detinitely, beeause T think it helped to fill
a void, because the collective bargaining. by the nature of the industry,
ix fragmentized and in the loeal labor market areas, and this wis a
central point and some degree of control over the process.

Representative Browx of Michigan, And that was really outside
of the execative branch or the Congress in its operation?

Mr. Wooncock, In the beginning it was, except that it was done by
a little force and duvess, let me say. But then afterward it was brought
under the statutory controls that were enacted.

Representative Browx of Michigan. Mr. Chase, would you care to
comment?

My, Cirase. Publie respeet or disrespeet for any hody, however con-
stituted, is going to depend on the quality of its work, Taking that into
consideration in the original testimonv. T indicated that we had no
quarrels with the apparatus which the bill designs,

Representative Browx of Michigan, Well, gentlemen, do you wish
to make any comments in summary ?

Mr. Crase. Would you allow 30 seconds for another area?

Representative Brow~ of Michigan. Certainly.

Mr. Ciirasr. This has perhaps not been touched., but really stems from
a comment that yvou made. sir.

You asked us if we agreed or disagreed that our economie system is
the best in the world and we agreed. with certain qualification. that it
also produces vast disparities. And yvou asked the question whether free
market was not a plan. Of conrse. it is a plan. and T agree thoronghly
with vou that it has ereated and demanded initiative and enthusiasm
and imagination in the course of our history.

But, one of the reasons that I see for rational planning at the very
high levels is the state of the world itself. We are the first world. There
is a second world, which is ideologically our enemy. There is a third
world which is prepared to say “a plague on both your houses.” And
now as a result of the oil hoycott, and so forth, we have a fourth world
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of 40 to 50 nations which have no access whatsoever to the free market
and, therefore, may be presumed to be hostile.

My concern is that we need planning to nurture and preserve the
free market that hias given us the satisfactions that we enjoy. And I
hope you will regard that as germane. )

Representative Browx of Michigan. I certainly do. I guess the
trouble with or the difference in views here is that we all have the
same goal and objective. It is just we are concerned about how such
a planning system would be implemented, how comprehensive it
would be, et cetera. I do not think there is any question but we should
be doing something about critical materials, which we are going
to face that as a problem, and it is either a matter of living with the
situation or coming up with substitutes and all of these things. I
guess that in my thin tding, planning is necessary in many of these
areas and it needs to be planning that takes into account, when you
adopt safety standards or environmental standards, takes into account.
the energy problem and so on, and I quite concur in that,

At the same time, I reject the idea that all facets of our economy
would be somewhat surveilled by a Federal planning board.

T would not want to end up just substituting a governmental abuse
to the abuses that exist and create the disparities that you are talking
about in our free market system,

Gentlemen, it has been a pleasure to have you with us. Thank you
very much.

While you are here, I will let you know what we are going to do
tomorrow. Tomorrow we will have Mr. Keyserling, Mr. Leon Key-
serling, Mr, Robert Nathan, Mr. Leontief, and Mr. George Hagedorn.
Mr. Keyserling and Mr. Iagedorn arve economists, and Mr. Nathan
is with Robert R. Nathan Associates, and Mr. Teontief is with ITarvard
University, and Mr. Hagedorn is with the National Association of
Manufacturers. We look forward to their testimony, and in the mean-
time we wish to thank you again for yours. Thank you.

Mr. Orsex. Thank you. :

Mzr. Wooncock. Thank you.

M. Criase. Thank you.

[ Whercupon, at 11:48 a.m., the committec recessed, to reconvene
at 10 a.m,, Thursday, June 12, 1975.]



NATIONAL ECONOMIC PLANNING, BALANCED GROWTH,
AND FULL EMPLOYMENT

THURSDAY, JUNE 12, 1975

Coxaress oF TiE UNITED STATES,
Jointr Ecoxoyie CoMMITTEE.
Washington. D.C.

The committee met, pursnant. to recess, at 10:12 an., in room 1202,
Rayburn House Office Building, IHon. Hubert II. ITumphrey (chair-
man of the committee) presiding.

Present : Senators Humphrey and Javits: and Representative Long.

Also present: Richard F. Kaufman. general counsel: Loughlin F.
MeITugh and Jerry J. Jasinowski. professional statf members: George
D. Krambhaar, Jr.. minority counsel: M. Catherine Miller, minority
ceonomist; and Michael J. Runde, administrative assistant.

Opexine StareyeNt oF Cramyax IHoarrunrey

Chairman Hoearenrey, Would the witnesses come forward to the
stand : My, Keyserling, My, Nathan, Mr. Hagedorn, and Mr. Teontief.
Mur. Leontief may be delayed, The flights are very much delayed due
to the inclement weather, so he mav be coming in just a little bit later,
and if that is the case. why we will, after Mr, Keyserling's testimony,
we will go to you, Mr. Hagedorn, and then if My, Leontief comes in we
will pick him up, and Mr. Nathan, I think we will put you as sort of
the eleanup here, Ts that agreeable !

Mr. Narnax. Fine, Sir,

Chairman Hesenrey, Todav. we continue the first part of what will
be several rounds of hearings by this committee on the subject of na-
tional economic planning.

This committee prides itself on being one of the few congressional
groups that has tried. over the vears, to look over the horizon at prob-
lemis which would not normally be focused on by the regular legis-
Iative committees of the Congress.

These hearings represent just such an effort. The issue of national
economic planning itself is one that is just barely coming into foens
as a major publie poliey issue. T might say that I except that as the
months go on that 1t will be much more in the eye of the public.

The bill that Senator Javits and T introduced as you gentlemen
know, provides a mechanism for hoth the executive and legislative
branches of government to look ahead. Tt also provides a means of
communication with State and local governments in order to develap
long-term, economic policy.

(103)
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A good deal already has been written about the Balanced Growth
and Economic Planning Act of 1975. I might add that some of it is
not too accurate, but we would expect to approach positions such as
this: it would provide and produce sometimes more heat and light. It
may, therefore, be useful to briefly summarize the principal elements
of the bill, and I do that for the purpose of this record. And I might
say I shall do this at practically every hearing in order to clear away
the misunderstanding and sometimes the deliberate misinterpretation.

Trirst, the objective of the bill is to establish procedures for the Fed-
eral Government to follow in the development of long-term economic
policy. Last year, Congress cnacted the Budget Reform Act to fill
the gap that existed in the area of short-term economic poliey. I think
it should be noted that that was a very significant picce of legislation,
and I believe that it is going to help us a good deal in all matters re-
lIating to sensible fiscal and budgetary poliey. Congress is now better
equipped to handle the short-term problems. which on the executive
side are dealt with through the Council of Iconomic Advisers, other
cconomice experts in various agencies, and. of course, the Office of
Management and Budget. But no agency in Government has the re-
sponsibility for long-term economic policy.

The bill ereates an Iconomic Planning Board in the Office of the
President to help fill this need. I might add, there was quite a dis-
cussion amongst those of us who were interested in this legislation as
to whether there should be a board, or simply a director of planning.
Now, T came down for the idea of a board because I believe that you
wet a little better interplay through such a structure.

Second, the bill provides for democratic planning. By that T mean
a great deal of input from other sources rather than just those ap-
pointed on the Board. We do not seek to set up a group of technoerats
to make long-term cconomie decisions for the rest of us.

Under this bill, Congress is given a central role in the planning proc-
ess and we have also provided a significant role for State and local gov-
ernments. I want to emphasize this, beeanse any kind of economic pol-
icy has to he more than Iixecutive edict or even Executive suggestion.
1t has to have the concurrence and hopefully the support and under-
standing of the Congress of the United States. And since we have a
Federal system, and the State and local governments are so vitally a
part of that Federal system, we have included a very significant role
for State and local governments. The planning board would draft a
proposed plan with the aid of a Council on Economic Planning, com-
posed of Cabinet members and other high ranking exceutive branch
officials, and an Advisory Committee on Iconomic Planning com-
posed of four persons appointed by the President and eight persons
appointed by Congress. .

That. in a very real sense, is the idea factory. so to speak for the plan.

The President, after approving the draft submitted to him by the
planning board, would transmit a proposed plan-to Congress. At the
same time, copies of the proposed plan would he sent to the Governor of
cach State. The Joint conomic Committee would hold extensive hear-
ings on the proposed plan after receiving the views of each standing
committee of Congress and the reports of the Governors. Tt is assumed
that the Governors wonld hold hearings or establish a procedure for
holding héarings and discussions on the proposed plan in their respec-
tive jurisdictions.
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_ It is our intention that the reports of the Governors will include the
views of citizens and local officials within the Stutes after public hear-
ings have been held within the States in accordance with procedures
established by the Governors.

Congress can approve, disapprove, or modify any portion of the
proposed plan, and any portion of the proposed plan that is not ap-
proved may not be implemented by the President.

What we have done is to provide for the widest public participation
in the planning process.

Third, the bill provides for a Division of Iconomic Information
within the IEconomic Planning Board to obtain information directly
from Federal agencies and to assist in the distribution of information
so that decisions by individuals and firms; that is, business firms. and
States and local governments can be made on a more informed basis by
all of those groups using the same data. :

Yesterday, we heard cloquent testimony from Leonard Woodceock,
president of the United Auto Workers. on the maltiplicity of data-
wathering agencies within the Federal Government awd the cross-pur-
poses and confusion which they sometimes serve to produce.

I believe that our decisions are improved in direct proportion to the
quality of information available.

Finally, it must be pointed out that the Jumphrey-Javits hill pro-
vides for a voluntary system of economic planning, and I understand
that. No authority is placed in the Economic Planning Board or any
other agencey of Government or in the Office of the President to order or
direct the private sector of the economy to do anything as a result of o
particular approved plan. a

There has [l)(-on considerable confusion on this point. and there is
understandable suspicion on the part of some that the Federal Govern-
ment will seck to expand its control over the cconomy and seek to
manage it.

I can eategorically state that it is not the intent of the authors of this
bill or of this hill itself, and there is not a single word or phrase in this
bill which could be used to expand the Government’s control over the
ceonomy.,

Tt is intended that the plan that results from the new procedures
will establish agreed upon, long-term economic objectives, and that it
will tdentify the resources required for achieving the objectives, The
plan may alzo recommend legislative and administrative action to
achieve the objectives, But it must be emphasized that the plan ean
only recommend steps to achieve objectives. Congress will he required
to pass en those recommendations and it is only Congress that can
extablish, in the first place, the national goals, just as it could right now
il it had the procedures to do it.

Yesterday, one or our witnesses stated that the line hetween pei-
suasion and cocreion is a thin one. and that it would be easy to move
across it into a system of mandatory central planning as it is the case in
a number of foreign countries,

Tn my judgment. the line hetween a free society and a controlled
societv is not. that thin. There ave constitutional and institutional safe-
cuards which will keep us on the free side of that line. In fact, the
difference between demoeracy and authoritarianism is persuasion and
coercion, and T am rather amazed that anyone would try to pretend

N
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that there was very little difference between persuasion and coercion.
Our whole society is based upon consent. Government by the consent
of the governed. and consent is just another word for the fulfillinent
of persuasion, and it is not consent by order, but rather by reason, by
debate, discussions, dialog. and ultimately decision.

As I sce it, the effect of this cconomic planning bill would be to
strengthen those safeguards that we cherish so much in our society of
sensible, voluntary action, of cooperation and coordination of public
and private activities,

We ave honored and pleased to have before us this morning a dis-
tinguished panel of economists, I.eon Keyserling, former Chairman
of the Council of Feonomic Advisers, and an old, tried and trusted
friend; Robert R. Nathan of Robert R. Nathan Associates, one of the
leading cconomists of our country; Wasily Leontief, of ITarvard Uni-
versity and a Nobel Prize winner, who will be with us shortly; and
George Hagedorn, chief cconomist of the National Association of
Manufacturers. And I might add that in all of our sessions we are

oing to try to have a variety of points of view. We seek to get some
intellectual ferment relating to this legislation. As you men who are
experienced in appearing before committees know, legislation intro-
duced is but the foeal point for our discussion. Sometimes and most of
the time you have some very substantial alterations. I have said that a
Senator’s suceess in legislation is whether or not the bill that he once
introduced is still carrving his name by the time that it has worked
through the legislative process.

I am going to usk, therefore, that Mr. Keyserling lead off with a
summary of his prepared statement. And I might add that in order
that we can have questions, because other members of the committee
will be here, T would urge each of you to tryv to limit his initial pres-
entation to around 10 minutes or so, so as to allow ample time for
good discussion and exchange of views. I might add that we will
include the full body of the testimony in the record and I also take
the liberty of including your testimony in the Congressional Record
so that we can get a wider distribution of what you have to say.

Mr. Keyserling, welcome. We are sure happy to see you.

STATEMENT OF LEON H. KEYSERLING, PRESIDENT, CONFERENCE
ON ECONOMIC PROGRESS

Mr. Kuyvsenruxa, Mr. Chairman and members of the committee, 1
have prepared a summary statement under the initial instruction of
15 minutes, and a comprehensive statement. which I hope will be in-
cluded an the record.

Chairman ITvmrearey. Both the summary and comprehensive state-
ments will be included in the record at the end of your oral testimony :
and may I say that as chairman of the committee, T will have them
presented to the Senate for the Congressional Record. So, we can take
care of you in 15 minutes: go right. ahead, siv.

Mr. KeyserniNe. I could probably amend it to 10.

T think the chairman will share with me a realization of the diffi-
culties of expressing great words of wisdom in an intensely short
period of time. .

Chairman iItvyenrey. I have had problems with that.
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PLANNING VERSUS RESTRAINT

Mr. Kevsernize. I would greatly reinforee what Senator IHTumphrey
and Scnator Javits so eloquently said yesterday by recounting my
avid dedication to the idea of national economic planning. T have the
advantage of being ancient. T first advocated it 1n 1933 in an article
entitled “Planning in Place of Restraint,” I believe we planned dur-
ing the years of the Council of Economie Advisers under President
Truman when we got unemployvment down to 2.9 percent and en-
visaged in our reports a degree of planning which the great, departed
cconomist, Alvin Hansen, said was the finest example of economic
planning ever put out by American economists. I participated in vir-
tually the type of economie planning that is really now being advo-
ated during World War IT and the Korean war. Then, beginning
in 1953, and 1 saw the true purposes of the mployment Act grad-
ually being decimated. And when I saw a long-term retreat, not Jim-
ited to one political party, for full employment and full production,
which we have never attained sinee 1953, and moved in the long run
further and further away from these goals. T conducted for many
yvears a campaign, ill-accepted by some, a criticism of what was not
being done as-well as on what was being done, and my position all
boiled down to the point that there was no planning.

A REALINSTIC FARM POLICY

And I also recognized that planning for full employment is not
limited to jobs. Coming close to a matter which is at the heart of the
interest of the chairman of this committee, as early as 1954, T put out
a book ealled *Full Prosperity for Agriculture.” And what did it say?
It say= yvou cannot turn farm policy entirely over to the Department
of Agriculture. I pointed out at that early date that we were budgeting
for a food supply that would not meet the rveal needs of the American
people, not just those whao contld buy. but the real needs of the millions
who eould not. buy. And I pointed out further that this was intimately
connected with full employvment. beeause we were. by the farm policy,
and still ave. driving many millions of farin people into the cities. .And
I predicted that they would become one-third to one-fourth of all the
unemployed people in the cities, so that vou have a wrong farm policy
just beeanse it was a wrong economie poliey for full employment.

MASS TRANSPORTATION

T had the same experience with respect to mass transportation, and
T am not ashamed to <ay that for 6 years before the Interstate Com-
merce Commission and for the short period hefore the Supreme Court
of the United States. I bitterly opposed the Penn Central Railroad
nierger, not on the grounds that T was against bigness. but on the
crounds that this was a deliberate plan to starve the needed railroad
service in the communities served and that it wounld not even serve
the purposes of the railroads but would put them into bankruptey.

And I turned to the then sitting Conncil of Economie Advisers and
said., why are you ignoring this, why is this just & transportation prob-
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lem? This is a full-employment problem. This is a full-production
problem. Railroads are essential to whether we can have full employ-
ment and full production.

ENERGY POLICY AND SHORTAGES

Now, T have done the same thing with respect to gas transmission
lines, with respect to electrie power. and pointed out that the policies
ol the regulatory commissions were going to lead us into intense short-
ages, and we always Iike to explain it by what the Arabs did. Well,
they did plenty, but my goodness. if we knew how mueh more what
we have done at home for 20 vears has to do with the pending short-
ages of electricity that ave much more serious than the past shortages
of oil, we would not. try to garnizh ourselves with glory by saying that
it was not under our control, heeanse it was done hy other countries,

Now, this brings me immediately. having stated my gualifications to
speak on this subject, to the statement that 1 am intensely for the pur-
poses of the ITumphrey-Javits bill. and also equally for the purposes
of the TTumphrey-ITawkins hill. and I want to raise come questions as
to whether we may not need to do a lot more thinking between the
interrelationship between the two,

Chairman Huesrenrey, Yes.

SHORT AND LONG RANGE PLANNING

Mre. Kevseerixa, And T want to make two distinetions, one of which
has been made by the ehairman, whem T honor probably as much as
any other man in the Congress or in publie <ervice. and we do not al-
ways agree completely. One is whether there is a legitimate distinetion
between short-range and long-range planning, and whether vou ean
divide the policies designed to achieve full employment bhetween a
Counetl of Economic Advisers presumably charged with the short-
range aspeets of getting and keeping our economy healthy, and an-
other ageney charged with the rexponsibilities in the long run,

If one looks back to the eriticism I have made of why we have failed
so aby=mally to achieve or custain full emplovment and full produe-
tion, it ix largely beeause economists have done nothing but short
range. You cannot have a full employment policy without a gradual
change in owr tax poliey and our money poliey and our housing policy,
atud our sociad security policy and our income distribution poliey. And
that general transition has got to start today and go on for a long time.
And the bricks that you lay today have got to be built into the concept
of a structure that is culminated within 5 or 10 years. or whatever you
have in mind, and then you keep it in repair and may add some addi-
tional wings,

No, first of all T want to raise the basie question of whether you can
separate between short range and long range.

Second, I want to raise the basic question of whether you can
separate between a full employment policy and a policy which is
designed to achieve what is called long-range economic planning,
placing accent upon a full-employment policy, but presumably in-
cluding other things.
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I do not aceept the idea that there can be a viable dichotomy
between a full émployment policy narrowly defined, whether short
rango or long range, and these other aspects, such as transportation
and housing and energy and many other things; this idea being that
these other things are part of the long-range cconomic plan. bt
they are in some ways separable from the pursuit of full emplovment.
I challenge this completely. I say that, in the first. place. full employ-
ment is not just jobs, and no one has stated that more cloguentiy
than President Truman in 1953. Full employment means full produc-
tion. I'ull employment. does not mean full employvment. hy huilding
bonfires or made work, or too much snpﬁ)]emonl ary reserve employ-
ment projects. And I am for some of these projeets, but not as a
substitute for a full employment cconomy. Full cmployment means
the dedication of, if you will. our human and nonhuman resourees
to the meeting of the needs of the American people in accord with
their priorities. And you cannot separate full employment from
these other objectives. You cannot separate them analytically in the
treatment of full employment, beeause if I make a long-range budger
for full employment, which I have done. T have got to take into
account the relative technological trends in ditferent sectors, We
are never going to maintain full employment unless we take into
account. the changing structure of employment opportunity. For
example, the antomobile industry, at its last peak, was producing.
let us say, 3 million more ears than several years earlier, but it had
fewer people engaged in making automobiles. It had more people in
the union hecause it took on other things hesides antomohiles,

Now, this trend is continuing. It has been continuing for 20 vears
and it is going to go on in the mass production industries. So we
are not going to get enough additional employment to restore full
employment and to meet the growing needs of a growing population
and a changing cconomy until we figure out the needed shift< in
employment and when we do that. we find that the big opportunitios
for employment are the very things that some ceonomists falsely
called a noneconomic problem, the health services. the human sorvices,
the housing services. all of which they have so largely neelected.
They come before the summit commitfee, they parade hefore vour
committees, and they talk about how they are going to get to’ full
employment, and they forget all about ‘housing. They mav have
uttered a word about it, but they have not really come forward and
said that one-third to one-fourth of all of the GNP deficit, and one-
third to one-fourth of all of the excessive unemplovment. is due
directly or indirectly to what has happened in the honsing industry,
Why should we not plan for housing as the first and foremost st(:p
toward the restoration of full employment? And there are other
examples of consanguinity or confluence hetween full employment
and what we call meeting the priorvities of our needs. It is all one
cconomic and social budget and it is all one national purposes hudeot.
it is all one national prosperity budget. and I have heen using those
terms for 20 years. So the whole thing has got to be put together,

Now, the best way, and I think T can get through in a few minntes
now, the best way we can realize what we need to do in planning. and

62-087—76——8
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goodness knows I am for planning, is to get a little more precise
definition of the precise manner in which we have not ptanned. which
will tell us what we need to have in planning legislation, and what
we need to do after we get the legislation, ’

Now, where have we not planned? And I am using as an example
our failure. our abysmal failure to have a healthy economy in terms
of full employment and full production. But, as T have already said.
this involves housing; it involves education: it involves health: it
involves every program that consumes economic resources and employs
Ermplu and uses money. ‘They all have to be put together at the Federal
evel,

Now, let me digress for a sccond to say what I mean by mandates,
becanse I am going to say I think you need some. T agree completely
that this planning legislation should not mandate the private econ-
omy, and I would not elaborate upon that. I agree completely with
what has been stated,

But I do think that the Congress has to mandate the exeeutive
branch as to some fundamental objectives. T think otherwise. although
I hate to make a dire forecast, otherwise you are going to set up
another ageney gathering tons of information with another drawing
upon the substantially outmoded thinking of the American School
of Feonomics. But with this alone, they would still be free, in the
halancing off of all of the factors, in their tradeoff theories and in
their inflation theories: they would still be free to =ay that we have
eot to have a tradeoff between unemployment and inflation, which I
think is a dastardly idea. T will not go into the details of this tradeoft.
I have been shown that it does not work for 15 vears, but they would
still be free to sav 4 percent unemployvment, or ¢ percent, and they
would still be able to plan for whatever their erroncous thinking
leads them to.

Now. planning at a certain level is an executive function, and a
job for the teehnicians. But there ave some things about planning
that are too hinportant to be left to the economists, and too important
to be left to the exeentive branch. T think it is time for congressional
mandate in the legislation as to certain basie national objectives. For
example, the Economie Report of the President or a report that is
sent ont under some new agencey should not remain free to say that
we shall get full employment in 1980, or that full employment in
1980 means 5 pereent unemplovment. Legislation should impose upon
them the responsibility to send to the C'ongress a program to get un-
emplovment below 3 percent in » vears.

Now. I do not care exactly about the figure.

Chairman ITeasenrey. Yes: T understand.

Mr, Kevseenine, And for the economists to tell vou that we do not
know enough to do that. we cannot do that, how did we get unemploy-
ment down to 1.2 percent in World War 11?7 ITow did we get unem-
ployment down to 2.9 percent at the end of the Truman administra-
tion? The wars did not do it. We had the Vietham war and
unemployment was still 5.6 percent.
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It was down because we realized during World War IT and during
the Korean war that human being employed are more useful to them-
selves and to the Nation than unemployment, and the economic and
technical problem is not too hard when you recognize that. And it
was not beeause of the wars. We had the high unemployment during
the Vietham war, We got unemployment down in the other wars
heeause we planned; we planned it that way.

I submit that, during the less pressing times of peace there are
some basic mandates which should be articulated by the Congress
as fundamental goals of national purpose, and there are a number of
these mandates which are stated in the INHumphrey-Hawkins bill,
amended print of Mareh 20, 1975,

Next, what are the crrors, what were the crrors as to why we did
not get the planning, and the ones which I think have to be articulated
in legislation? :

FORECASTS AND TRADEOFFS

The first error is the substitution of forecasts for purposeful goals.
Everybody is forecasting where we are going to he. Anybody can
make a forecast when we are in trouble. That does not require much
brains. But the duty of national policy is to circumvent and reverse
the morbid forecasts which will become reality if we run its course,
so vou need goals, not forecasts, and we have not had them.

The second error is the tradeoffs theory, which T am not going into,
the idea that you trade off employment for price stability. I have
written hooks on that farce. I have testified hefore to committees on it,
and I will not review that evidence. It is all reviewed fully in my
comprehensive statement today for the record.

Chairman Hoyrenrey. Go ahead.,

Mr. Kevserning. I think you have got to have a legislative mandate
that articulates a matter of national conscience that goes beyvond eco-
nomies. Kven if a tradeoff “works” it is unconscionable to say that
25 to 30 million people who are now in the families of the unemployed.
if you count correctly, say to them that you shall bear the curse and
the burden and the hardship of unemployment and have your incomes
cut to one-third of what they were in order that the economists. Leon
Keyserling, may be able to buy a new car, or have another steak dinner
at a little bit cheaper price than if they were not unemployed. This
is unconscionable, this is a stain on America. and it ought to he a
matter of congressional decision that that particular road to dealing
with inflation is blocked off.

Following that particular read has not only given us high unem-
plovment, it has given us more inflation, and T am not going into the
details on that,

The third error, and T am just going to mention them, is the way
the cconomists use the established version of Keynesian cconomies.
They say when the economy is slack, fill ’er up, and they are like the
guy who goes to a gas station and says “fill "er up.” and he does not
care if you put the oil in the tires. But the real problem is distribu-
tive. The problem is where you fill 'er up, and where you stimulate
some sectors and help them to do better, while vou restrain other
sectors which are in relative excess.
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THE DISTRIBUTIVE PROBLEM

The whole American economic problem is distributive and the econo-
mists haye been afraid to talk about it, and we are never going to get
anywhere near full employment until we deal with this distributive
problem. Therefore, legislation has to impose upon the planning body
a responsibility which goes beyond planning and becomes o funda-
mental, political, social, and-moral objective; that is, that they have
to give consideration to the distributive pattern which effects how the
cconoiny performs. And when they get into that, they get into every-
thing, and that is just why you need plunning, and canmmot separate
short range from long range.

Thenowe haveneglected the logisties of the economic problem. The
programs now acted upon, taxation and so forth, are reallv pitiful
compared with the logistics of the problem of getting hack to full
employment. And the relinnee. and T am almost done, the reliance has
almost entirely heen upon fiseal poliey. Ridieulous.

Money policy is important. The social insurance programs now are
or soon will be spending more money than traditional figeal programs,
The Federal housing policies cover more dollars of investment than
the traditional fisenl programs. The farm poliey. as T have stated. the
transportation poliey, they all need to be put together into one program
ard one poliey, ond so T heartily underscore every element in the plan-
ning obicctive, But [ would point out that all of the defanlts have
ocenrred in the nonpursitit of full employment. Tn the pursuit of full
enmiplovment vou would. by definition, achieve all of these other pur-
poses which e inseparable from full emplovment,

Chairman Hoevenrey, Yon heard Mr. Olzen vesterday just empha-
size the fisenl and monetary aspeets, and T gather that is to what your
remarksare direeted?

Mr. Krvserraxa, Tn fact. that is what they arve directed to. T heard
M. Olsen. and T did not completely acree with Mr. Olsen.

Chairman TTesemmey, T gathered that from your comment.

Mr. Kevserriva, Now, finally, to come to the question of adminis-
teative setup. Tet me just illustrate that, T do not want {o eot into
details. but from 20 vears in the Government. T eame to abhor the
idea of nonplanning in the name of planning. and a prime illvstration
of nonplanning is setting np two competing agencies whose functions
wonld be the same if thev did their jobs,

Now. let me read section 208(3).

Chatrman Hosenrey. Ts that of the Emplovment Aet?

~ Mro Kevseruiva. This is the Humphrey-Javits hill. Seetion 208(3)
savs “recommend” and this is for the new ageney and the new body in
the new agency sending up a report to the President, “recommend legis-

Iative and administrative actions necessary or desirable to achieve the

obicetives of the plan.”

Now. listen to this “including recommendations with respect to
money supply. erowth, Federal budget. credit needs, interest rates,
taxes and subsidies, antitrust and merger, ehanges in industrial strue-
ture and international trade.” and so forth. Now. that includes money,
the Federal budget. interest rates, and taxes.

Now. cither vou are going to have two agencies of the Government,
this new ageney and the Couneil of Economic Advisers under the Fm-
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ployment Act, both dealing with the subject of taxes and money and
interest rates and so forth, by way of recommendation, clearly not
mandate, sending up two competing reports, or you are going to havo
one of them not doing the minimum essentials of what it needs to do
ifit is going to do its assigned job.

ONXE AGENCY—ONE PLANNING FUNCTION

And let me tell you that the one lesson that I learned in the Giovern-
ment. when T did planning in it during wartimes. is that yvou have to
concentrate this thing. I am not making any puartienlar defense of the
Council of Iiconomic Advisers asa group of men or of the Kmployment
Aet of 1946, I do not care if you write proper substitutes for both, But
¥ say, whatever you do. give careful consideration {o putting in one
place the planning funetion which is indivisible by the very definition
of what planning needs. You eannot really break it down between short
range and long range, vou cannot really break it down into one cate-
wory of things and another, and that is shown by the language that I
just. read, which. if you were attempting to break it down, you wonld
immediately arrive at the conclusiun that this was short-range cco-
nomic matters, and you handle that by the Council of Economie
Advisers, )

Chairman ITesenrey. T may say, Mr. Keyserling, that T have some
coneern about that section of the bill myself. T had an original proposal
some years ago which you are familiav with, the Balaneed Growth and
National Development Act, in which we merged the Council of Feo-
nomic Advisers into the planning apparatus.

Mr. Kevsermana Well, I think you need one body with appropriate
aflilinte advisory services bringing 1a tae State and local levels and the
publie at large. But you cannot separate short range and long range.
Tf your short-range steps are wrong. yvour long-range steps cannot he
correct, and if you do not have the long-range perspeetive, you cannot
take the short steps corvectly. You cannot imagine making tax poliey
sensible if you are trying to build a structure of what the American tax
policy should be, which is horribly regressive now. if vou take it to one
aroup to tell us what we should do now, and to another group for what
results we should have 5 or 10 years from novw.

Put the thing together in one ageney. and have it under that ageney,
»nd have one definition of what the planning comprises, which might
be a good composite of these two interesting bills, ITumphrev-Javits
and Humphrey-Hawkins, and legislate that. T cannot imagine any-
thing more Important.

NO MANDATE FOR PRIVATE SECTOR

And finallv. T want to say to Senator Javits that T am entirely in
agreement with the idea that there <honld be no mandate in the sense
of mandates to private enterprise as to what to do, or the local govern-
ments. I agree with that completely.

MANDATE THE EXECUTIVE DBRANCIH

But I say that the Congress has to mandate the Tixecutive branch,
beeause if the Congress does not mandate the executive branch, you can
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set up two ageneies, and you can have §,000 cconomists and they will do
what they have been doing all along, they will make a tradeoff between
unemployment and inflation, et cetera. .And in fact, the language of
Humphrey-Javits intimates that in section 208(1) when it sort of
refers to full employment and price stability and so forth and so on. 1t
is a disastrously wrong economic policy. It is an immoral policy, and
vou have to find ways to stop inflation which does not disemmploy 10.5
million people, truc unemployment concept.

And I say the Congress has to say this, that this planning board,
there are some things that are too important for technieal planners,
just as there are some jobs which arve too big for generals in time of war.
The Congress should say that the national policy for full employment
means sending up a plan that will arrive us at such and such a pereent
of unemployment consistent with full employvment. within a given
period of time. This is what the KXmployvment Act originally intended,
but they have construed it to mean anything.

So I think you have to have a few congressional mandates in the
picture. , .

Thank you for your patience and the privilege of Licing here.

Chairman Huearenrey, Thank you very much, Mr. Keyserling. And
may I say most respectfully that you always amaze me with hoth your
knowledge and your eloquence and your ability to articulate even the
most. diflicult economic and social matters. I want to thank yvou and we,
of course, will incorporate in the record the body of yvour summary
statement as well as your comprehensive statement,

| The prepared summary and comprehensive statements of Mr, Key-
serling follow:]

Prepared SUMMARY STATEMENT OF LioN 1T, KeySERLING?

Mr. Chairman and membhers of the committee, what T shall now he sayving is
a summarized version of my comprehensive prepared testitmony, including
charts. I would appreciate it if this comprehensive testimony and charts can be
included in the printed record, and 1 assume that the testimony I am now
offering will also appear ultimately in the printed record.

I have been invited to give my separate views on the “Balanced Growth and
Economie Planning” proposal of Senators Humphrey and Javits for long-range
economic planning, and on the “Equal Opportunity and Full Employment Act”
proposal of Senator Humphrey and Congressman Hawkins for full employment.?
I respectfully submit that this dichotomy between long-range economic planning
and the restoration and maintenance of full employiment ix not practical, The
successful pursuit of sustained full employment must, in my view, contain prac-
tically every important element of long-range economic planning. TLong-range
economie planning, in my view, will achiéve its full objectives mainly hy con-
centrating upon sustained full employment when adequately defined and sought,
Any substantial dichotomy between the two would, in my view, defeat the pur-
poses of both.

This position enn he made clear by defining the true meaning of full employ-
ment. The goal of full employment is not satisfled merely by the full use of the
labor force, any more than the goal of full production is satisfied merely by a
given level of output. Both include the use of manpower and other resources
with due attention to social justice and the meeting of the great prioritiesx of
our gnational needs. Both denend essentially .vnon Pnlanced ecenemie growth,
Indeed, social justice and priority service are not only needed produetx of full
employment and full production: thev are also, for reasons which T shall state,
essential to achieve and maintain full employment and full produetion, The fail-
ure to act in this broader perspective is the central reason why we have cgregions-

1 Chairman, Connell of Economie Advisers under Pre<ident Truman. President, Confer.
enece an Eeonomle Proeress.

2 Expanded and revised Mareh 20, 1975 Subcommittee print of Subeommitter on Fqual
Opportunity, House Committee on Edncation and Lahor
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1y failed for so long to achieve and maintain full employment and full production.
The avoidance of long-range economic planning, as I shall demonstrate, has been
the central reason for this failure. I have asserted this position through my more
tklmn l40 years of devout commitment to Loth full employment and economic
planning.

I can best illustrate my bhasis thesis by discussing our long-term failure to
achieve or maintain full employment, and the reasons for it. The main reason,
as I have just said, is the failure to plan.

Some still take the position that planning is long-range and in the future, and
that not much time or effort should be devoted to it until we first take the
immediate measures required to restore full employment in an economy which
is now sorely stricken. Nothing could be more dangerously incorrect. We need
to plan today to get where we want to be tomorrow, even though we cannot plan
successfully today without taking a long look ahead.

If we continue to improvise rather than plan today, we will, as four times in
the past since 1953, have another inadequate recovery followed by anotlier stag-
nation and then anather recession. And we cannot begin to plan effectively today
unless we take a long look at the past, measure precisely where we have fallen
short, and the extent to which the failure to plan has contributed to these un-
fortunate results,

During the years 1953-1974 inclusive, through fairly consistent patterns of
inadequate upturn, stagnation, and then recession or absolute downturn, we
forfeited more than 2.6 trillion dollars of G.N.I°. measured in 1074 dollars, o
illustrate the connection between this and the neglect of our great domestic priori-
ties which it is the purpoxe of planning to xerve, we consequently forfeited
cenough publie revenue at all levels to have heen consistent with almost 760 bil-
lion dellars of additional pablic outlays, applied to our grossly neglected domes-
tic prierity needs. This priority neglect, in turn, was a major reason why we
suffered the GON.I. losses, Concurrently, we suffered more than 54 million man-
years of excessive unemployient, true employment concept. If we do no hetter
in the futurec—and I see no prospect of doing better without drastic changes in
national policies and programs under planning—we will during 1976-1980 in-
clusive forfeit 1.2 trillion dollars of G.N.I’, again measured in 1974 dollars, and
more than 460 billion of priority public outlays, and suffer another 16.5 million
nmn-years of excessive uncmployment, true employment concept. For the details
on this, see my comprehensive testimony and Charts 1, 2, 3, and 4.

The first persistent and causal error, in need of correction through planning,
is to substitute purposeful quantitative goals for excessive emphasis upon pure
forecasts. The President’s January 1975 Economic Report, and the work of the
new Budget Committees in the Senate and the House, forecast intolerable levels
of unemployment for several years ahead. Purposeful planning should reverse
instead of vindicate these morbid forecasts. We have gotten unemployment below
3 percent in times of war, and even to 1.2 percent, and it is no easier to obtain
full employment through making weapons of destruction than through the
happier process of translating unused resources into employment and production
and meeting essentinl domestic needs.

A second reason why we have done so badly through a faiture to plan is that
stagnations and recessions have heen repeatedly contrived, responsive to the
so-called “trade-off”’ theory, and even today as adequate program of economic
restoration is being estopped by this false theory. The empirical analysis essen-
tial to planning would reveal that, during the past 20 years or longer, a healthy
economy generates far less price inflation than a sick economy. This record is
fully developed in my comprehensive testimony and my Charts 5 and 6.

The third persistent and causal error, through lack of planning, has been the
distorted use of the Keynesian economics in an aggregative or blunderbuss
manner to stimulate the economy when it is too slack and to restrain it when
it allegedly has heen too tight. But the real trouble has been distributive, and
lhas called for mieroeconomic as well as macroeconomic measures through the
process of planning. And this would also have developed due attention to the
great priorities of our needs which are a major concern of the planning process.
See my comnrehensive testimony and Chart 7.

The fourth persistent and causal error, due again to the absence of plannine,
has been and still is adherence to a false dichntomy hetween purely economie
objectives and fulfillment of the priorities of our human and social needs which
are essentially economic in nature hecause they require the nse and allocation-
of our economic and financial resources. This unfortunate choice between purely
economic and human purposes has never really been valid. The chronic failure
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to allocate a large enough proportion of total resources and incomes to these
human or social purposes has been and remains a primary reason why we have
not achieved the economic balance essential to sustain full employment and
full production. Under current and prospective technological trends, nothing
could be clearer than that the improved distribution of income, and the relative
and positive enlargement of human welfare services, are the foremost require-
ment for a fully used economy in conventional terms. The purposes of planning
are therefore all one.

The tifth persistent and causal error has been the treatment of the Federal
Budget and the Federal deficit as entities in themselves, instead of recognizing
fully that the Federal Budget is but one of the means toward achieving the
three great goals of full resource use, priorities, and social justice. Current
examples of this are the President’s program and the recent pronounceinents of
the new Committees on the Budget in the Senate and the House, more concerned
about the Budget and the deficit than about restoration of a full and just econ-
omy. My comprehensive testimony and Charts 8, 9, 10, 11, and 12 demonstrate
how the Federal Budget should be attuned to these three great goals, and how
this offers the only prospect of a Budget in balance and then in surplus. To
treat the Budget upside-up instead of upside-down, we need planning.

The sixth persistent and causal error, in the absence of planning, is the neglect
of the logistics of the economic restoration task. The 1975 tax reductions, com-
bined with real prospects for Federal spending, are woefully short of the
requirements for restoration of a reasonably full economy at any foreseeable
time. Appropriate goals for full economic restoration by the end of 1977 are set
forth in my comprehensive testimony and Charts 13 and 14 These require
planning.

The seventh persistent and causal error has been the misuse of the Federal
Rexerve Board policy of tight money and excessively high interest rates, with
some undulations. My comprehensive testimony and Charts 6, 15, 16, 17, and
18 portray fully the intolerable results of this policy, and how it should be
coordinated with other national economic policies under the process of planning.

The eighth persistent and causal error is excessive reliance, under the Employ-
ment Act of 1946 and elsewhere, on fiscal policy proper. A full national economic
program, geared to full employment and full production, must necessarily fuse
and integrate many other programs, powerfully economic in their effects, includ-
ing the Social Insurance programs, the housing program, the farm program, the
regulatory programs related among other things to energy and mass transporta-
tion, and many others. Uncoordinated treatment of these areas has frustrated
full economic performance, ignored social priority goals, contributed to serious
shortages of energy, food, and housing, and reflected lack of economic planning,
My full discussion of these issues is contained in my compreliensive testimony
and in Charts 19, 20, 21, 22, 23, and 24. These illustrate that what we must do
toward full employment and full produetion, as set forth in the Humphrey-
Hawkins proposal, is about the same as the planning defined in the Humphrey-
Javits proposal.

The current advocates of planning legislation divide clearly into {wo main
groups, with approaches so different that a discerning ehoice between them
appears essenfial. On the one hand, as reflected in the IHumphrey-Javits pro-
posal, there are those who urge legislative Initiation of “planning” mainly as a
mechanism for the more orderly and systematic handling of economie issues, the
more compreliensive gathering of facts, and a longer look ahead. Partly for
reaxons of “practical polities” and to “reduce controversy,” this legislative
approach seeks to avoid specifie poliey mandates, written into the law ab initio.
My own profound concern, based upon my experience in the governmenta) process
including the wartime years when we did plan, and also as a close ohserver of
that process during the past 22 years, is that this limited approach, whether
through one existing agency or through a new agency or through more than one
agency, would alone be greatly dixappointing. I respectfully sulunit the imperative
need to deal first with some basie national objectives which must be decided
before planning can achieve its full potentials, I believe that these basic objec-
tives of planning are much too important to be left entirely to technieal planners,
or even to policy makers in the Executive Branch.

A fundamental reason we have fallen down is neither lack of information nor
Inek of planning, although both are essential. The main reason is lack of proper
analysis, proper purposes, and proper values, rising in part from a severe cul-
tural lack in economice thinking. For example, the persistent and abysmaliy
wrong decision deliberately to contrive high unemployment and low production
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in a faited effort to contain inflation eannot be cured by pure planning: it was
in fact a type of planning for the wrong purposes. Planning in itxelf would not
determine whether we should accept 4 percent, ¢ percent, or even 8 percent
unemployment, The new planners, it not mandated, might @» the same thing
again, and probably would. We must mandate a revision of some of these
erroneous approaches even before we start to “plan,” and a Iarge part of this
reconstruction will not come without help of Congressional mandates, to detiue
what we are planning for.

T therefore urge the second approach to economie planning legislation, which
combines establishment of the mechanism for planning with a few mandated
objectives of national policy. These mandates may make the enactment of plan-
ning legislation somewhat more difficult. But it might well make it eaxier, because
the people at large would better understand what the drive for planning ix really
all about, and therefore be less confused by ideological objections to it. But even
it the task were to be made somewhat harder, T believe this to be an ineseapable
obligation of the Congress, for otherwise we might get more “planning™ and end
up where we are now. These mandates are a unique feature of the Humphrey-
Iawking proposal,

As to the administrative structure : The prime significance of what T have thus
far xaid is that, under planning, all of these inseparable policies should be treated,
in the overall, at one place and together, toward the balanced and consistent
establishiment of goals and means. The Humphrey-Javits proposal would estah-
lish, apart from the Counceil of Economic Advisers functioning under the Xmploy-
ment Act of 146, a new “Economice Planning Board™ in the Fxecutive Ofiice of
the President, mainly to provide for the development of a “Balaneed Eeonomie
Growth Plan.” 1 question the need for another Inrge and costly agency, There jx
really little or no essential difference Lhetween the aetivities intended under the
IIumphrey-Javits proposal and the orviginal plenary intent of the Employment
Act of 1946, which legislation should not resurrect, Fhe difference results from
the fact that the Employment Act of 1946 hax fallen far short of execution in
accord with its oviginal plenary attempt, hecause of the precise defaults which
I have already cited categorically.

Regardless of what new ageney might be established and what it did, the
Employment Act of 1946 could not fulfill its exsential and original purposes witl-
out overcoming these defaults, and in that event another ageney would be
duplicative and counter-productive, If the results nnder the two agencies was
substantially inconsistent, they would need to be completely reconciled hefore
transmission by the President to the Congress, or an impossible situation would
result, If the results were entirely consistent, why have two agencios?

Fss<entially, as I have said, planning by the Federal Government is economie
in nature because it calls for the use of economic and finaneial resources, and for
the development of one plan, unified, consistent, and all incluxive. For this pur-
pose, I believe that all experience demoensirates (and we learned this the hard
way during wartime) that the use of one agencey is preferable to the creation of
additional agencles, with one superimposed npon another, It may he ditlicult to
reeruit appropriate persons for the CIEA for this larger task, but it would he
equally difficult to reeruit them for some other agency. The CEA shonld he
unthorized by legixlation, and thie Iumphrey-TIawkins proposal does thix, to entl
upon the larger and more specialized agencies to do the work required to fill in
the gaps in information, research, and analysis whieh the CEN itself cannot
undertake. The CE\, as a general planning stafi, would make full uxe of the line
agencies,

This major concentration within the CEN under the Prexident would not over-
look the valuable contributions to be made by the members of (he Cabinet, the
Federal Reserve Board, ete. The CEA already has, atd conld further improve,
a wide range of working relationships with these other insrunentalitios, and
their comments upon the President’s Proposed Economie Reports have always
heen obtained., But I believe it would be hichly inimical to effective action, it
legislation were to bring afl these other equally into the formulation of the
national economie plan, as the Iumphrey-Javits proposat would, The result
would be excessive diffusion of respousibility, excessive delay, and grievously
watered-down decisions, Fifteen Cabinet-rank oflicials, each from a specialized
agency, cannot develop an optimum overall plan,

"The type of planning now under discussion, and which T heartily support, is
not in tdeological conflict with our economic system. onr political strueture, nor
our way of life, It represents an imperative step toward the intelligent deploy-
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ment of our full economic capabilities, toward the improved understanding and
manifestation of the natiounal couscience on the part of a hetter-informed
citizenry, and toward realization of the human promise of America.

I’REPARED COMPREHENSIVE STATEMENT OF LRoN 11, KEYSERLING *

Mr. Chairman and Members of the Committee : Tn opening up a new nationwide
dixeussion of national economic planning, this Committee in my view is riveting
attention upon what I believe to be the central and towering issue confronting
the American people on the domestic front—an issune which I believe to be vital
also to our position and efforts in the world at large. I commend the Committee
upon the timeliness of its current inquiry.

I have not come to my ardent support of planning lately nov lightly, By written
and spoken word, and by deed when given the opportunity, 1 have advocated
national economic planning throughout the more than four decades that T have
Dheen on the Washington scene. Throughout my 20 years in the Federal serviee,
working first for the Legislative Branch, and then in high administrative and
policy posts in the Executive Branch, during periods of war and peace, prosperity
and recession, stable prices and inflation, T have observed the value of planning
when attempted, and the immense price paid when it has been neglected. T hiave
deplored the general failure, taday, to study the record and profit hy the example.

There are many who still take the position that planning ix for the-long-range
and for the future, and that not mueh time ner effort should be devoted to it
yntil after we take the immediate measures required to restore an economy which
ix now sorely stricken. Nothing could he more dangerously incorrect than this
position, Tn one sense, we are always acting in the present, and short-range and
long-range ihterpenetrate. We need to plan today to get where we waut to he
tomorrow, even though we cannot plan successfully today without taking a lony
look ahead. 1f we continue to improvise rather than plan today we will, as four
times in the past since 1953, have another inadequate recovery followed by
another stagnation ad then another recession. And we cannot begin to plan
effectively today, unless we take a long look at the past, measure precisely where
we have fallen short, and the extent to which the failure to plan has contributed
to thexe unfortunate results, It is a striking characteristic of our faltering and
unpromising current efforts to overcome our enrrent economie and related soctal
tronbles that we are not benefiting much by an empirical examination of why we
got into the same kind of trouble before. and why we never made a full comeback.

Many economists and others have said that our recent and current difficulties
have been so different from those in the past that we cannot derive many guides
by looking further backward, I submit that these people are entirely wrong, To
be sure, no two periods are exacily alike. But allowing for quantitative differ-
cheexn, there has been a remarkable similarity in the nature and causes of all
of the so-called buxiness cyeles since 1933, and a remarkable similarity in the
uitional policy errors of commission and omission which have caused one eycle
to follow another with distressing regularity.

I therefore deem it helpful to this Committee, paraphrasing Lincoln, to exam-
ine where we have come from and why, as a first gnlde as to where we should
2o and how to get there. And the very first step in this connection is to quantify
what we have lost thus far by going in the wrong directions and failing to plan.

During the years 1933-1974 incluxsive, through fairly consistent patterns of
inadequate upturn, stagnation, and then recession or absolute downturn, we
forfeited more than 2.6 trillion dollars worth of G.N.I'. measured in 1974 dollars,
and consequently forfeited enough publie revenue at all levels to have heen con-
sixtent with almost 760 billion dollars of additional public outlays, applied to
the service of our grossly neglected domestic public priority needs. Coneurrently.
we suffered more than 54 million man-years of exeessive unemployment, true
employment concept, which includes full-time unemployment ax officially re-
corded, the full time equivalent of part-time employment, and concealed nnem-
ployment in the form of those who are not actively seeking jobs beeause of scar-
city of job opportunity and therefore arve not counted as wnemployed,

If we do no hetter in the future than we have done in the past—and T see no
prospect of doing hetter without drastic changes in national policies and pro-
grams under planning—swe will during 1976-1080 inclusive forfeit another 1.2

1t Chatrman. Couneil of Economic Advisers under Presldent Truman. DPresident, Confer-
ence on Economlie Progress.
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trillion Qoltars of G.N.I’,, measured in 1974 dolars, and more than 460 billion of
priority publie outlays, and experience another 16.5 million man-years of excessive
unemployment, true employment concept. The ratio of unemployment te G.N.I".
loss would not be nearly as large in the long past, heeause higher incomes and
othier factors increase the number of dollars received hy cach employed worker,
But 16.5 million man-years of excessive nnemployment would be intolerable aud
dangerous beyond description. See Charts 1, 2, 3, and 4,

The first persistent error, in need of correction through planning, is to substi-

tute purposeful quantitative goals for excessive cmplasis upon pure forecasts.
The President’s January 1975 Economie Report forecasts 7.8 percent full-tiine
ofticinliy recorded unemployment in 1976, 7.5 percent in 1977, 6.9 percent in 1978,
and 6.8 pereent in 1979, ‘Fhe new Budget Committees in the Nenate and the IHouse
foreeast 7.0-7.5 percent full-time unemployment at the end of 1976. Through
planuing and setting specific quantitative goals, and devising means toward their
attainment, these morbid forecasts should be reversed instead of vindicated, I
submit that we should at once set about resolutely to reduce full-time unemploy-
ment to about 3.0 percent by the end of 1977, and to do =till hetter later on. This
would he difficult but feasible and desirable. Full-time unemployment was reduced
from 17.2 percent in 1939 to 1.2 percent in 1944, President 'T'ruman, when I served
as Chairman of the Council of Feonomic Advisers, never asked me to forecast
unewloyment, He dedicated himself to its reduction, and by 1953 full-time unem-
ployuient was only 2.9 percent. These very low levels of unemployment were not
the result of war itself, They resulted hecause, during wartime we recognized
that jobs are more beneficial to individuals and to the economy than unemploy-
ment, This is equally true in relative peacetime or in full peacetime, and it is
no easier to obtain full ewployment through making weapons of destruction than
to obtain it through the happier process of translating unused resources into
employment and production and mecting essential domestic needs,
A second reason why we have done so badly through failure to plan, is that
stagnations and -recessions have been repeatedly contrived, responsive to the
“trade-off” theory that higher employment and greater resource use bring more
inflation, and that higher unemployment and more defteient resource use bhring
Texs inflation, Even today. an adequate program of economic restoration is being
ostopped by this false theory.

It is literally immoral that more than 10.5 million breadwinners, true unem-
ployment concept, and 25 or more million people in their families, suffer the
distress and humilintion of unemploynent, on the alleged ground that the com-
fortahle and even the afluent may be able to bhuy a second cear or another steak
hanguet for somewhat less than if unemployment were one-third or one-fourth of
that :mnount, More important, the empirical evidence for more than twenty years
is that n healthy economy generates far less price inflation than a sick economy.
The most poignant example was from first quarter 1974 to first quarter 1975.
The real economic growth rate was minus 5.8 percent, Full-time unemployment
wits (5.2 pereent, and rose to 89 percent in April 1975, The rate of consumer price
inflation was 11.2 percent, and of industrial price inflation 21,4 percent. I have
not time here to carry the examples further ; my Charts 5 and 6 illustrate in detail
the usually inverse correlation, or in any event no appreciable correlation, hetween
the condition of employment and production and the »mount of price inflation.
Under the processes which planning induces, no one in his right mind could have
attempted the “trade-off” with all of its malevolent consequences.

The very recent reduction in the ifnflation rate from more than 13 percent to
about 8 percent is not properly attributable to the false claim that this has hap-
pened beeause we have continued to aceept an intolerable and rising amount of
unemployment. It is rather becausxe some of the transitory factors generating
double digit inflation, such as the Avab oil boyeott and sowe erop failures, have
waned in thelr influence. We never would have gotten up to 13 percent or even
8 pereent inflation, if we had maintained a healthy economy throughout, and
the surest and best way to reduce inflation much further is to restore a healthy
ceonomy as rapidly as feaxible, Tf the “trade-off’” theory is consigned to oblivion,
and under the goals and programs T recommend, T estimate that inflation might
be reduced to 3.0 percent by the end of 1977.

Moreover, the absence of planning has resulted in a gross misinterpretation
of the true funetion of prices, Our real weatth and well-being arve nnt determined
by price trends per se, but rather hy how cloge we come to full use of our re-
sonrees, social justice in the alloeation of resonrees and income, aud taking eare
of the great priorities of our needs. IHistorieally, rising, stahle, or falling price
trends have been contriltory or inimieal to these three great purposes, depend-
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ing upon whether these price trends within the complex of other trends and
policies have worked toward or against these great purposes in terms of the
relationships hetween price trends and ofher trends. The problem is thercefore
basically distributive, and this has been egregiously neglected in the usual treat-
ment of price trends and other economice trends, in that the usual trextment has
worsened the distribution and therefore wotrsened everything else, If the actual
price inereases during recent years had been in the context of policies suceess-
fully designed to achicve these three great purposes, we would have made a liv-
able bargain, although of course far less price inflation would hiave made the
entire economic problem far more manageable. But these netual price inereases
during recent years, accompanied and augmented by national policies which have
maldistributed resources and incomes amd thus thwarted these three great pur-
poses, have been a cruel, indefenxible, and stupid inflation,

T'he process of planning would guide price trends in the light of achieving
these fundamental objectives instead of defeating thent. The experience of some
other advanced industrial nations, with far better cconomic and social perform-
ance records_than eours, should have taught ws all this.

The third persisent ervor, through lack of planuing, has heen the distorted
nee of the Keynesian economics in an aggregative or lunderbus manner o
stinmlate the economy when it is too slack, and to restrain it when it has been
alleged to be too tight (never really too tight for many years), But-the central
problem, as I have stated, has been distributive, And this has called for the
application of microcconomic along with macroecconomie measures to stimnlate
some seetors while restraining others, The failure to do this may have scemed
to hiave helped the economy in the short-run, but it contributed to the poor cco-
nomic performance in the long-run, and did violence to all eriteria of simple
Justiee, For example, each upturn period has been marked by a muech more rapid
growth in investment in production eapabilities than in ultimate demand in the
form of consumer spending and public outlays combined., With the resultant
advent of stagnation and then recession, the correet remedy was to apply the
preponderant direet stimuins to ultimate demand. Phis is true today, for al-
thongh investment reeently has declined more than ultimate demand. the cor-
reet way to reactivate the former is to expand the Iatter. See Chart 7. It actual
policy has not nearly adequately reflected this, The processes of planning would
provide the missing link in economic analysis and policey,

The fourth persistent ervor, due again to the absence of planning, is adherence
{0 false dichotomy between purely economie objectives and fulfiliment of the
priorities of our human anad cocial needs. Iiven if vindieation of these needs im-
ported a somewhat lower rate of real economie growth, we have bhecome rich
enough to value justice and human decencey above progress narrowly conecivesd.
But this unfortunate choice has not really confronted us in the past, and daes
not. now, The chironie fuilure to alloeate a large enough proportion of total ve-
sources and inecomes to these human or soeial purposes hag heen in the past a
primuary reason why we have not achieved the economie balanee essentinl to
siustained full employment and full production. This ix even more true today
and in the future, Under current and prospective technological trends, nothing
conld be clearer than that the improved distribution of ineome. and the relative
wd positive enlfargement of human welfare services, are the foremost require-
ments for a fully used cconomy in eonventional terms.

Because the Federal Budget is the main single instrument for taking enre
of needs juet eited, the fifth persistent error hias been the {reatment of the FPed-
eral Budget as an entity in itvelf, or it least an excessive tendency in this diree-
tion, instead of recognizing fully that the Fedoral Budget is but one of the means
toward achieving the three great goals of full resource use, priorities, and jus-
tice. To take a glaring enrrent example, the reeent pronouncements of the new
Committees on the Budget in the Senate and House do not set even tolerahle
goals for production. employment, and serviee or priority needs, and then shapwe
the Budget as an instrument to be attuned to these objectives. Tnstead. these
Committees have first decided what the Budget and the deficit should be, nnd
then resigned themselves to thie miserable production, employment, and priority
resulfs which a Budget of this type and size assures.

Although the condition of the national cconomy is infinitely more important
than the Federal deficit, the current upside-down approach does not augur well for
the Budget itself: The deficient average performance of the economy during the
fiseal years 1971-1976 (1976 estimated) resulted in an average annual deficit of
25.1 billion dollars, and 51.9 billion (original estimate) in 1976 alone, The reeded
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increases in the Budget which I propose would result in a deficit of 59.5 billion
in fisceal 1976, smaller than the estimates of sxome others hecause I project more
real economice growth due to greater stimulative efforts, But the average annual
deficit during tiscal 1976-1950 under my projections would be only 14.3 billion,
I*urther, the Budget wonld be balanced by fiseal 1979, and would show a surplus
of 7.5 billion in fiseal 1980 and 13.0 billion in calendar 1080, The planning process
would, for the tirst time in recent years, relate the "ederal Budget more sensibly
{o national econouiic objectives. IFor my Federal Budget analysis, sce Charts 8,
4, 10, 11, and 12,

The sixth persistent error, in the ahsence of planning, and in some ways the
most important today, is the neglect of the logistics of the economie restoration
task, In first quarter 1975, measured in fourth quarter 1974 dollars, the economy
was running at an annual rate about 215 billion dollars below reasonably full
rexonree use, To achieve this reasonably full resource use and reasonably full
employment by the end of 1977, we need from the first quarter 1975 baxe an
expansion of 395 billion in the annual rate of total national production from
that base to 1977 as a whole. The goal would be considerably higher in eurrent
and prospective dollars. We need, from that base, to increase civilinn employ-
ment by 8.4 million by 1977 as a whole. See Chart 13, and see Chart 14 for 1980
goals.

Measured against this need, the 23 billion dollar tax reduction in early 1075
ix terribly inadequate, and is misalloeated in large part qn terms of the need for
ceononmie balance. The “multiplier” effect of tax reduction is relatively low, xo
that its total stimulative effect may be only in the neighhorhood of 30-10 billion.
This is the purely economie reason why we should supplement the tax reduction
with ahout a 30 hillion dallor increase in Federal spending, measured in fiseal
1976 dollars, above the President’s originally proposed fiseal 1076 Budget. A large
part of thé increased investment would have a “multinlier” effect of about 1hree,
and would employ two to three times as many people per dollar spent as the sae
amount of tax reduction. At least equally imnortant, from the viewpoint of hoth
the economic performance and national priority nceds, these increases in the
Federal Budget would aceomplish purposes which tax reduction eannot possibly
aceomlish, For many years now, we have had a misplaced predilection for tax
reduction, and this has reflected the very antithesix of planning, With planning,
we eonld not poxsibly mike the relative uses of Iederal tax reduetion and of
increased PPederal spending which we are now making. T should add that, swith
the Fedsral Budget T recommend, and with optimum economic performance, the
I~l‘odn- ral Budegt in ratio to GNP in calendar 1980 would be considerably smaller
than now,

The seventh persistent error, and the most revolting of all, has been the nse
of the Federal Reserve BRoard monetary policy of tight money and excessively
high interest rates, with sowe undulations, This misguided policy has really heen
in eifeet sinre 19532, it has gotten mueh worse during the most reeent vears, and
I am not satistied either with the extent of modifications in reeent months nor
with the prospects for the future under Dr. Burns. This poliey has stunted real
cconomie growth, augmented unemployment, transferred more than S60 billion
dollars in interest-payment income in the wrong direction since 19532, imposed
intolerable burdens upon public budgets, wrought havoe upon housing, plundered
the average family, heen inflationary per se. and in general has fed the fat and
sturved the lean. There is 1o support for this policy except empty claiis of omni-
science, and unwarranted assertions of independence. Under planning., which
develops a cohesive economie policy and measures policies against goals, it wonld
have been utterly unthinkable that the prevalent monetary policy would have
continued for so long with such devastating results. See again Chart 6, and see
Charts 135, 16, 17, and 18.

The eighth persistent error, and one still palpably in effect, is the excessive
relianee under the Employment Act of 1946 and elsewhere on fiseal policy proner
No fiscal policy, even if correct, can achieve the needed results if monetary policy
woes ifs own way., and at times leans heavily in the opposite direction, And
many other neglected or misdirected national economic policies need to be fused
into one program and one purpose in the drive for a full and just economy.

The Social Insurance Programs, for example, are relatively neglected by the
econnmixts, although it now and soon will colleet and spend more money than
the Federal tax and spending program proper. Housing has been allowed to
snuffer a veritable disaster, and even the hest current remedinl proposals fall
far short of the need. I have demonstrated that the deficient housing perform-
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ance, over the years, has accounted directly and indirectly for about one-fifth
of the total national deficencies in production and employment during 1953~
1974. For my housing aualysis, see Charts 19, 20, 21, 22, 23, and 24, Without
planning, the current economic restorative cffort does not recognize the role
of housing therein.

In the longrun, agricultural production has been unwisely restrained, and this
accounts not only for the food shortages which still exist relative to the real
needs of all our people and what we should be deoing internationaliy. Long-
range farm policy also accounts for many mitlions of farm people being driven
to urban areas where they constitute one-third to one-fourth of all the excessive
unemployment and welfare costs in these areas. I'he shortages in energy, in
mass transportation and elsewhere have not resulted only nor mainly from the
dereliction of regulatory agencies. They have resulted from the restraining
effects of a national economie policy of scarcity rather than abundance, and
from the failure under the Employment Act of 194G to recognize that energy
and mass transportation are too important to be left entirely to the specintized
regitlatory agencies. Planning does not exist. so long ns each regulatory agency
does its own way, without guidelines from a central planning agency,

The prime significance of all this is that, nuder plauning, all of these inter-
related and inseparable policies and programs could be examined at one place
and together, toward the Lalanced and conxistent establishinent of goals and
means. Of course, specinlized agencies would continme to be needed for detailed
exectittion, and to help the top economic general statt, at its request, in gather-
ing information, doing research work, and filling in the gaps.

ALl of what T have said thus far leads directly into a discussion of the funda-
mental distinetion between the planning process itself and policies retlecting
ultimate economic und social objectives, although the two interrelute at mauny
points,

The current advocites of planning legislation divide clearly into two main
groups, with approaches so different that a discerning choice between them
appears essentinl, On the one hand, there are those who urge legislative initiation
of “plamning” mainly as a mechanism for the more orderly and systemativ
handling of economic issues, the more comprehensive gathering of facts, and a
longer look ahead. Partly for reasons of “practical pollties” and to “reduce
controversy,” this legislative approach seeks to avoid specifie policy mandates,
written into the law ab initio. My own profound concern, based upon my experi-
cnee in the governmental process including the wartime years when we did plan,
and also as a close observer of that process during the past 22 vears, is that
this limited approach, whether through one existing ageney or thirongh a new
ageney or through more than one agency, wonld alone be greatly dixappointing.

All experience indieates that planning without predirection from the Con-
gress, of the kind T have indicated, would result in a large amonnt of insufli-
clently purposefitl work, an excessive numbher of jobs for economists and other
specialists, and many cross-purposes, I feel that it would lead tinally to much
nationwide disillusionment, hy failing to deal first with some top priovity muatters
whieh must be decided before planning can achieve its full potentials. In short,
the baxie objectives of planning are much too important to he left entirely to
technical planners, nor even entirely to policy people in the Executive Braneh.

Thiese basic objeetives involve, from the outset. some meaningfnl definitions
of what we are planning for, and thix definition neither starts with planning as
narrowly conceived nor is it primarily the rexponsibility of technical planmne
nor of other Executive Branch officials, The responsibility for this meaningful
definition, as I see if, recides at the very outset in the elected representatives
of the people, the Congress, in the form of explicit legislative declaration of
our nttimate and basie goals, Thix is needed as a constant and vigilant guide
to what the planning should be all abont. To take one exawmple among many,
no amount of pure planning would prevent the economists and others in charge
from deciding to accept 4 percent, or 6 percent, or 8 percent unemployment for
various tendentious reasons. instead of committing themselves to eontinnous
full employment which is a fundamental human necessity and right in our free
society.

I submit respectfully to thix Committee, and to all those in the Congress in-
terested in planning legislation, that even the most objective research and plan-
ning need to be responsive to clear and selected purposes. Even pure science and
pure research cannot lnok into everything; they must start with an effective hy-
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pothesis of what is sought. 'The main reason we have fallen down is neither lack
of information nor lack of planning, although both are essential, The main reason
is lack of proper analysis, proper purposes, and proper values, rising in part
from a severe cultural luck in economic thinking., For example, the persistent ad
abysmally wrong decision deliberately to contrive high unemployment and low
production in a failed eftort to contain inflation cannot be cured by pure plan-
ning; it was in fact a type of planning for the wrong purposes, The new planners,
if not mandated, might do the same thing again, and probably would. We must
mandate a revision of some of these erroncous approaches even before we start
to “plan,” and a large part of this reconstruction will not come without help of
Congressional decisions,

I therefore urge the second approach to cconomic planning legislation, which
combines establisliiment of the mechanism for planning with a few mandated oh-
juctives of national poliey. For the reaxons I have stated, this must inclhude some
elements which are purely economic and some elements which some decm to be
purely social or moral, for the two are really inseparable, These mandates mny
make the enactment of planning legislation somewhat more ditieult. But it might
well mitke it eaxier, because the people at large would better understand what the
drive for planning is really all about, and therefore be less confused by ideological
objections to it, But even if the task were to be made somewhat havder, T believe
this to be an Inescapable obligation of the Congress, for otherwise we might get
more “planning” and end up where we are now,

Finally, with full appreciation of the ability, experience, and effort which have
gone into the drafting of the main planning proposals now before the Congress,
I would like to express trankly my own views about the administrative structure
for planning in the Executive Branch. For this purpose I shall consider, by way
of example, the "Balanced Growth and Economic Planning Act of 1975, pro-
posed by Senators Humphrey and Javits, and the “Equal Opportunity and Full
Employment Act,” introduced by Senator Humphrey as 8. 30 and by Congress-
man Hawkins as HLR. 50 at the start of this session, and now before the appro-
printe Subcommnittee of the House Committee on Education and Labor {n revised
and improved form, including in Section 3 the development of a “Full Employ-
ment and National Purposes Budget.” The Hhwunphrey-Javits propoxal would es-
tablish, apart from the Council of Economic Advisers fuuctioning under the Em-
ployment Act of 146, a new “IEeconomie Planning Board” in the Executive Office
of the P'resident, mainly to provide for the development of a “Balanced Economic
Growth Plan.” For reasons which I shall now state, and which are implicit in
what I have already said. T believe that legislation to improve and enlarge the
scope of the Council of Economie Advisers and of the Employment Aet of 11406
would be far preferable to the establishmrent of another large and costly agency.

There is really little or no essential difference hetween the activities intended
under the Humphrey-Javits proposal and the original plenary intent of the m-
ployment Act of 1946. The differcnce results from the fact that the mploynient
Act of 1046 has fallen far short of execution it accord with its original plenary
attempt, hecause of the precise defaults which I have cited eategorically earlier
in my testimony. Regardless of what new agency might be established and what
it did. the Employment Act of 1316 could not fultill its essentinl and original pur-
poses without overcoming these defaults, and in that event another ageney wounld
be counter-productive,

It would be hard to attempt to list the really essential aetivities under the pro-
posed new “Feonomic Planning Board™ and those of the CEA under the Employ-
ment Aet without reaching the conclusion that there would be duplication and
overlapping all along the line. If the results under the two agencies wasg sub-
stantially inconsistent, they wovld need to be completely reconciled hoefore-trars-
mission by the President to the Congress, or an impossible sitnation would re-
sult, If the results were entirely consistent, why have two agenciex? This dif-
ficutty wonld manifextly not be cured by the Hnmnhrey-Javits proposal that the
Chairman of Economic Advisers be one of 15 officials participating in a new
“Council on Economic Planning,” designed to review and make such revistons as
it deems appropriate in the “Balanced Economic Growth Plan.”

Exxentially, planning by the Federal Government is economice in nature heeause
it calls for the use of economic and financial resonreces. and for the development
of one plan, unified, consistent, and all inclusive. For this purpose, I believe that
all experience demonstrates (and we learned this the hard way during wartime)
that the use of one agency is preferable to the creation of additional agencioes,
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with one superimposed upon another, It may be difficnlt to recruit appropriate
persons for the CEA for this larger task, but it would be equally difficult to re-
eruit them for some other ageney., The CEA shoutd be authorized by legislation,
and the Humplhrey-Hawkins proposal does this, to call upon the larger and more
expericneed ageneies to do the work required to fill in the gaps in informaution,
resenrel, and analysis which the CEA itself cannot undertake. The CEN, as a
zeneral planning stauf, would make full use of the line agencies.

Fhis major concentration within the CEA under the I’resident would not over-
look the valnable contributions to be made by the members of the Cabinet, the
Federal Reserve Board, ete. The CLLA already has, and could further improve, a
wide range of working relationships with these other instrumentalities, and their
coluents npon the President’s I'roposed Economic Reports have always been
obtained. IBut I believe it would be highly inimical to effective action, if legisla-
tion were (o bring all these other cqually into the formulation of the national
ceonomic plan, as the Humphrey-Javits proposal would, The result would be ex-
cossive diffusion of responsibility, excessive delay, and grievously watered-down
decixions, Fifteen Cabinet-rank officials, each from a specialized agency, cannot
develop an optimum overall plan.

To the extent that what I have said is measurably sound, it provides clear
criterin bearing upon the cnactiment of appropriate planning legislation, There
ix no time here for me to cover the details of the main planning measures now
before the Congress, and these have been studied and will continue to be studied
carelully by the various Commitees of the Congress, by the membership at large,
and by their competent stafrs, T do feel hound to say that, by the eriteria which 1
have set forth, the Ihnnphrey-Hawkins proposal, in the expanded and improved
form of the House Subcommitee Print of March 20, 1973, is by far the best plan-
ning preposat which has thus far emerged, It undoubtedly needs further improve-
ment. It fully defines the full and necessary content of national economic plan-
ning, and in this respect is especially similar to the Humphrey-Javits proposal, It
adids the essential ingrodient of legislative mandates. And it provides for what I
believe to lie a simpler and far preferable administrative structure, There are
also meritorious aspeets in some of the other planning proposals. including the
1himphrey-Javits proposal.

The type of planning now under discussion, and which I heartily support, is
not in ideological conflict with our economic system, our political structure, nor
our way of life, It represents an imperative step toward the intelligent deploy-
ment of our full economic capabilities, toward the improved understanding and
manifestation of the national conscience on the part of a better-informed citi-
zonry, and toward realization of the human promise of America.
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CHART 1

BASIC U.S.ECONOMIC TRENDS,1953-MARCH 1975
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CHART 4

COSTS OF DEFICIENT ECONOMIC GROWTH .
U.S.ECONOMY, 1953-1Q 1975
AND PROJECTED 1975-1980
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in forme of what would have been needed,q 1975, 10 restors fuil production o8 of then,the estimoted deficit
was 215 billion dollors,

bmmmww un

4ime o R " ) -
ipath hemuonbbuhm)m»mhydhhomw;
Y/These deficits ore projected from a 1973 base,writing off the cumlative deficits 1953 -19T8.
Bosic Data: Dept of Commerce; Oept of Lodor
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CHaART §

RELATIVE TRENDS IN ECONOMIC GROWTH

Totol National Production in Constant Doliars, Average Annual Rates of Change
£J Industriat Production, Average Annual Rales of Change
IR Unemployment as Percent of Civilian Labor Force, Annual Averages™

1952-1955 1955-1958  {958-1966 1966-1969  1969-1974

6% 23% 23%
E Q

%

0%

21

1952-1955 1955-1958 i958-1966 1966-1969  1969-9M  1Q'74-1Q'75
Average Annual Rotes of Change

2/ Thesa onowol overages (o differentiated from the annual rates of change) ore based on full-time offuciolly
reporied unampioyment measured ogamst the of ficiolly reported Civilion Lobor Forca.

Source: Oept. of Lobor, Dept. of Commerce, & Federol Ressrve System
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CHART 6

COMPARATIVE TRENDS IN NON-FEDERALLY HELD
MONEY SUPPLY,G.N.P, AND PRICES,1955-1Q 1975"

____m MU el N e A
UG

.:\l [hIFANON RS

. Mot

1998 mas- L 1957« 19%0- CJ 1960~ 1961 1962- 1963~ 1964- 1963 1966- 1967 1968- 1969- 1370~ 197(- 1972- 1973- 4QI9N-
M 956 Oown 1958 1989 DN 106 1962 1963 64 1965 1966 1967 19GH 1D6D I9N0 19T 1972 173 974 Q1975
(esnon) s o (varem)

W ANNUAT ca:(ol‘.‘nﬂ:ul.‘v«l.‘f‘.}

- tbaires Mietllls

4g9Te-
1973- 11973
1974 lana.rute)

o . - » il -
- Lo 195h 1959 1960 1961 1962+ 1963 1964~ 1965~ 1966+ 196 uid” jor0- 197 1972- '

D10 1938 HST ey 1931 BGO 960 62 HG3 BG4 IS MGE 167 IS8 IND vm WT #72 W13
(o) us v 24
21% Dom
[t

ANNUAUSERENDSSGR -

- 1971+ 1972- 1973+ 4Q1OT4

nm

958 1959- 1960 1961~ 1962- 1963~ 1964 1963~ 1966~ 1967 1968 1969-
L L]

1945 1955 1956 9SM
1976 1934 957 1958 1961 1962 1963 H64 1963 NGE 6T 168 N0 N7 B T3 M KIS
{oaom) . {oonrete}

V101975 astimates.
Doto: Dept of Commaerce; Dept of Lobor , leﬂoumsmm
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CHART 7

COMPARATIVE GROWTH RATES, I1961-1974

(Average Annual Rates of Change, in Uniform Dollars)
V774 \nvestment in Plant and Equipment

5 Ultimate Demand: Total Private Consumption Expenditures Plus Total Public Outlays For Goods

ond Services -
QL
b
Ist Holt ‘61~ Ist Holf :ss- 41h Qir,'73-
Ist Holt " 4th Q1r, 70 4th Qtr, ‘73 41h Qir. ‘74
"Boom'is - "Mixed Period "Inadequate Upturn “Recession”
Including and Stognotion”
Recession”
Up
11 2%
U
Down 25%
38%
{T7J Corporate Profits (and IVA)
kg Woges and Solarles
B O RRORATHRHOk
18t Hoif '61= 151 Half ‘66~ 4ih Qtr.'70- 4th Qir.'73-
ist Holf '66 4th Qir.'70 4th Qir.'73 4th Qir.'74
"Boom" "Mixed Period *Inadequate Upturn "Recession"
lncludino. orl\ld tognation
Recession " g%
Up
10 3%

46%

®
)

Baslc Data:Dept. of Commerce




GOALS FOR A MODEL FEDERAL BUDGET, FISCAL 1976 AND CALENDAR 1980
GEARED TO ECONOMIC GROWTH AND PRIORITY NEEDS

(In Fiscal 1976 Dollars)

MANPOWER
NATIONAL DEFENSE, INCOME SECURITY, OTHER INCLUDING PUBLIC
INTERNATIONAL AFFAIRS, THAN VETERANS AND PRIVATE
ALL FEDERAL OUTLAYS AND SPACE DOMESTIC PROGRAMSU {Excluding Subsidized Housing) SERVICE JOBS
Yotal PerCopta %of ; Total Per Copita % of Total PerCopta % of Toral Per Capita % of Yotal Por Capita % of
Expenditures [¢9) GNP  (Expenditures  ($) GNP Expenditures ) GNP Expenditures  ($) GNP Expenditures  ($) GNP
($ Billions) ($ Buitions) {$ Biltions) ($ Bullions) ($ Bilkions)
Bao7e 3494 1629.66 21.89 | 103.1 48087 6.46 | 246.3 114879 1543 | 116.1 54151 T.27 | 4.5 2099 0.28
Goals for
Fucol 976  379.5 LT70.06 22.13 : 103.1 480.87 6.01 | 276.4 1,289.18 16.12 | 126.0 587.69 7.35 | 12.5 58.30 0.73
Goals for
Colendor 1980 4T70.0 2,110.46 20.43 ! 110.0 49394 4.78 | 360.0 1.616.52 1565 | 150.0 67355 652 ! 7.0 31.43 0.30
AGRICULTURE, NATURAL
HOUSING AND COMMUNITY S, ENVIRONMENT
DEVELOPMENT AND ENERGY EDUCATION HEALTH TRANSPORTATION
Totat Per Copito % of Yotal Per Copda % of Total PerCapita % of Total Per Capita % of Total Per Copita % of
Expenditures  ($) GNP !Expenditures  ($) GNP Expenditures ) GNP i (€] GNP i % GNP
($ Billions) ($ Billions) ($ Bitlions) {$ Biltions) ($ Bitlions)
President”
Budget, 1976 697 3218 043 ! 1.8 5504 074 ! T4 3451 047 | 280 13060 L75 | 11.4 S3.47 O7TI
Goals for
Fiacal 1976 95 4439 055 ! 140 6530 082 | 95 4431 055 | 300 13993 .75 | 140 6530 082
Goals for
Colendorigeo 185 8307 080 : 300 (3471 1.30 : 17.5 7858 0.76 : 50.0 224.52 2.7 : 18.0. 80.83 0.78

4/ \nciudes cotegories other thanthose fisted in detail.

2/1re housing nortion of this $6.9billion in the President’s Buc.qm proposed for 1976, coming to $2.8 billion, appears in part
ion® in the Presdent’s Budge?. The proposad goal increases for

in"income security “ond mmh'mgmmc

Y $2.5 billion for housing for fiscol 1976 and $10.0 billion for calendar 1980.

'M.P;vlohon— 214 4 million for fiscal 1976 and 2227 for Calendar 1980. GNP (in fiscal I976 dollars)-- $1,596 billion
for Presidant’s Budget, $1.715 billion for fiscal 1976 goal ; and $2,300 billion for colendor 1960 goal.
Basic Dota: Office of Management and Budget for President’s Budget ; Dept. of Commaerce for population

8 1aVH])
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FROM FEDERAL DEFICITS IN AN UNHEALTHY ECONOMY
TOA HEALTHY BUDGET IN A HEALTHY ECONOMY

4030 3700

1980 1980 ;
(CalendorYeor) | 595

1977 1978 1979

EJExpenditures E Doﬂcn (e Ottorant Scain)
BEE Receion i
(average deficit; 25.1)
1971 1972 1973 1974 1975 1976
2319 2086 2465 2 = W q
1972 1973
£ Expenditures ] IS osticit e s e
B vacoom ! suvi
4250 4130 : (average deficit; 14.3) 130
3 1976 1977 _1978 1979 el
x R s e

(Calendar
Year)

L/ Budget for 1976 is as proposed in the President’s Budget. Budget for 1975 s estimated.

2/ Model Federal Budget depicted in detail on another chart.
2/ Fult economy gools shown on another chart.

Basic Data: Office of Manogemant and Budget for actual Federa! Budget
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ECONOMIC PERFORMANCE AND THE FEDERAL BUDGET

19485953
Reol Ava. Annual Ave. Annugl _Unemployment Ave.Annual Inflation Rate Ann. Ave. Surplus
Economic Growth Rate Unemployment First Yaar Last Year nflation FirstYoor LostYeor On Deficit In the
78% Federul Budget
(Fiscal Yeors,Billions)

$2.4

YOI Y M1 0000,

Unemployment Ave.Annual Inflation Rate Ann. Ave. Surplus
First Year LastYeor On Deficit In the

Reol Ave. Annual Ave. Annual
Economic Growth Rote Unemployment First Year Lost Year Inflation )
122% . Federal Budget
~— (Fiscal Years,Billions)

6.1% 59%

e O

1%
L 35%

ST

Source:Dept.of Commerce; Dept.of Labor; Office of Management and Budget

0T 1&VHD

per



135

Crart 11

G.N.P DEFICIENCIESAND BUDGET DEFICITS

Annuol Averages, 1947-1974

0.5

e

GRS, // s i wuiadd
1947-1953 1962~1970 1971-1974
DeRlG LIS NI
2l 0 teraa ol g Hega

Y RS 1955-1962 1963~1971 1972-1975
1948-1954
-2.7
~8.1
~-18.9
L/ production deficlencies p differences b actual production and producti o full ¥

rate of growth. Projections from 1948

Source:

; Oftice of M

DeptodC

9 and Budget, for actual figures




FEDERAL BUDGET ON A PER CAPITA BASIS
AND IN RELATION TO G.N.R, 1954-1975 '

Fiscal Years

1954 , $140077 1975
997.81 '
$838.64 2 ; $979.27
s . $493.73 $504.08 $421.50
$265.94 T
Totol Naotional Security Al Total ‘National Secunty Al Tatal National Security Al
and Internationat Domestic :ond Interngtional Domestic ond Internctional Domaestic
Including Spoce R h Pr $ ing Space Pr ncluding Space Progr
ond Technology and Technology and Technology
Percent ’ i Percent
25 BUDGCHOURNAYIAIPERCENBOHAND 25
TOTAL BUDGET
20 \ —— W ‘4‘- 20
1 NATIONAL SECURITY AND INTERNATIONAL INCLUDING SPACE RESEARCH AND TECHNOLOGY 15
10 (]
5t ALL OOMESTIC PROGRAMS 1s
0 L L ] Il L L L e 1 1 ] 1 L ] 1 1 1 L 1 1 0
1954 ‘55 56 '57 58 '59 ‘60 61 ‘62 '63 64 65 '66 67 68 69 'T0 ‘TN ‘T2 '7T3 ‘74 1975
Source: Dept. of C ce, Office of M and Budget

21 1avHD
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CHART 18

GOALS FOR THE US.ECONOMY, 1977
PROJECTED FROM IQ 1975 BASE
TO ACHIEVE FULL RESOURCE USE BY END OF 1977

Tolal Percentage Changes

(Dollar items in 4Q 1974 Dollars,Absolute Dota in Porentheses)

CIVILIAN EMPLOYMENTY TOTAL PRODUCTION
(GN.P)
Up
{$3958)
Up 29.7%
(84M)

R P
. b airpld v

Q I97:’>-I977 1Q1975-1977

CONSUMER SPENDING &

GROSS PRIVATE GOV'T. OUTLAYS FOR
DOMESTIC INVESTMENTY GOODS AND SERVICES
(inciuding net foreign)

up
($1228)
802%

up
($1028)
32.5%

7

ot Las wls i a4

101976-1977 101975-1977

INVESTMENT IN
RESIDENYIAL STRUCTURES
Up
($498B)

146.7%

Q975-i977

-Ul.lmmphymnl down from 84%{ 76M} to 3.0%(2.9M) by the end of 1977,

Growth Is less than growth of G N P,because of needed growth in public outloys to mee? domestic priorities

and neaded growih in gross private domastic invesiment,
3/ Konresidential and net foreign investment up 6.4%($738). in

Note:in 1Q 1978 doliors, the doilor projections would be obout 6-7% higher.

ctures up 146.7%($498).
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CRBART 14

FULL RESOURCE USE GOALS
FORTHE U.S.ECONOMY, 1980
PROJECTED FROM 1Q 1975 BASE

Total Percentoge Changes

(Doliar items in 1974 Doliars, Absolute Dota in Parentheses)

CIVILIAN EMPLOYMENTY TOTAL PRODUCTION CONSUMER SPENDING®
(GN.P)
up
($6698) up
50.2% ($3358)
up 38.7%
{13.2M)
15.7%
1Q 1975 Q1975 1Q1975
1980 1980 1980
GROSS PRIVATE GOV'T. OUTLAYS FOR INVESTMENT IN
DOMESTIC INVESTMENT ¥ GOODS AND SERVICES RESIDENTIAL STRUCTURES
(Inchuding net foreign) Up
($628B)
185.7%
Up
($1668)
1088%
up
($168B)
53.5%
Q1975 Q1975 1Q 1975
i980 1980 1980
Lunemployment down 605%

2/Growth Is lass thon growth of GNLP,becauss of needed qrowih In public outioys %o meet domestic priorities
ond needed growth rate in gross private domestic Investment.

Y/ Nonresidentiol investment ond net foreign up 870%($1038). Residentiol structures up 185.7%($628)
Note: in 4th Q1974 doilars,the dollar goals would be about 67 % higher.
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Crasr 16

INCREASES IN AVERAGE INTEREST RATES,AND
EXCESS INTEREST COSTS DUE TO THESE INCREASES,
1962-1974"

Lot

Up
147.9%

Federg) Public Debt2/  State and Lical Debt i Total Public ond
Private Debt
$8059
$7000
|
$866
Z $193
", R B i &\\\ PN SR S
Federal Public Debt?/  State and Local Debt Private Debt¥ Totol Public and
— Private Debt
1/ 1974 estimated.

2/ 1nchudes nat foreign interest.
3/ Cometed 08 a reskiudl by sublroc ng Federal Public and siate ond local dabt from fofal public and private deds.

Source: Dept. of Commaerce, chonomic Report of the President
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CHar?t 18

EXCESS INTEREST COSTS IN THE FEDERAL
BUDGET 1965-1974 CONTRASTED WITH OTHER
COSTS FOR SELECTED BUDGET PROGRAMS*

EXCESS INTEREST
COSTSIN THE
FEDERAL BUDGET

-~ ——$14,296

$7.32

1974

Millions of Dollars

BUDGET QUTLAYS
FOR EOUCATION

$5.127

<

1976 %/

BUDGET OUTLAYS
FOR HEALTH SERVICES
AND RESEARCH

Annuol Averoge Annual Average Annuc! Averoge 19764/
1965-1974 196619758 1966 -1975
BUDGET OUTLAYS BUDGET OUTLAYS BUDGET OUTLAYS
FOR HOUSING AND FOR FOR MANPOWER
COMMUNITY DEVELOPMENT; PUBLIC ASSISTANCE PROGRAMS
ANO WELFARE
5@#5&2%

Annvai Average 1976 %/

1966 =975

$18.368

PRy

1976 &

Annual Averoge
19661975

$4.542

$2,376

Annual Average
19661975

L Interest conts, coiendor yeors, budget cutiays, fiscal yeors 1974 intersst coets ond 1975 budge! outioys eatimated.

2/Proposed in fiscol 1976 Budget.

1976 &
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CHART 17

‘THE BURDEN OF $805.9 BILLION IN
EXCESS INTEREST COSTS, 1953-1974
UPON THE AMERICAN PEOPLE

. Calendar Years
Excess Interest Gost Per Family of Four
$15,963.16
$2,49352
saags 30176
1953 1960 1974 1953-1974
Totol

Excess (nterest Cost Per Capila
{ Note Different Scale)

HOW $36.6 BILLION A YEAR, 1953 - 1974
= EQUAL TO ANNUAL EXCESS INTEREST~-
MIGHT HAVE HELPED LOW-INCOME FAMILIES

. Families
With Incomes Under
$4000
(6.4 Milkionin 1973L/)
$2,403

$366 Blllion
Wore o Yeor
Recelved

By Thasa Fomilias
Would Have Meoat
$5719 More

Families

With Incomes Under
$3,000

(39 Million in 19731/)

$366 Billion
More o Year
Recoivad

By Thesa Families
Would Howe Mecat

Families
With Incomes Under
$2000

(1.9 Mitlion in 1973L/)

$365 Billion
More q Year

$913 Receind

By These Fomilins

For Eoch Fomily For Each Femlly o For £acd Family
Average lncome Averogs lacome Averoge Income
dTb:':leliu of Thase Families of These Fomilies
a2l fa 1972 92y
V Latest Avoliobie:
Source: Economic Report of the President, Dept of C » Bureow of the Census.

62-087 O - 76 - 10
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CEaART 18

COMPARATIVE TRENbS IN PRODUCTION
AND INCOMES, 1952 -1974

In Uniform Dollars

TOTAL NATIONAL
PRODUYCTION
6NP)

up
1078%

FPERSONAL INTEREST
INCOME e

376 2%

. up
T74%

OIVIOEND INCOME

Up
91.2%

up
24.0%

Ay, Annual
Increose Increcss

AcAnnval Av. Annual Av. Annuol

Incrocse Increase Increcse Increose Increase Increose

TOTAL PERSONAL NAGES AND SALARIES FARM PROPRIETORS'
INCONE NET INCOME

up

Up
36%

Av. Annuol T
Increass Increase

up
ae%

Av. Annyol
Incroase Increcse

TOTAL PUBLIC AND PRIVATE INTEREST
CHARGES, 1952~1974, STATED AS PERCENT
OF TOTAL NATIONAL PRODUCTION (G.N.P.)

Percont

{ Calendar Years)

170

16.0

°
T T 1T 71T 1Ty T

T

80
1982
J/1974 estimated.

11 3 t .+ 3 0 &t 1 )




HOUSING STARTS,I950-FEB.1975, AND GOALS FOR [975-1980

(Thousonds of Units)

mmm -mmwn

1950 1969 1970

_

) V 2
1969-1974  Goal1975-19802/
Ann Ave. Ann Ave.

17 Mon-torm oaly, farm not available
ZIMMMMGGMWM 2.2 miflion during 1970-1980 inchusive.

Source: Dept. of Commercs, Bursau of the Census

67 1avHED

(541
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CEART 20

AVERAGE UNEMPLOYMENT RATE,
CONTRACT CONSTRUCTION COMPARED
WITH OTHERS,|953-JANUARY 1975

106%

!
i
!
!
!
|

y

Owebls mfg.  Wholesste ond Trans ond Govl & Govt
Construciion Retok Trede  Public Utiittiss Emerprioss

Tote!
¥

95 SEIE0.

11.8%

Nonguroble wig.  Wholasole ond Troms ond
fAatol Teede Utiiities

T.1%

11.8%
' B8.4%
o e % 4 7 E Z
Controc? ond Trene. and Govt B Govt.
Retel Trode Public Utiities  Enterprises Eoconomy

1

86% l
!

10.5% 10.5%

Contrect od .
Contruction Pl it Emerprines Eoonemy

Sources Dept of Lobor, Bureou of Lobor Statistics




HOUSING STARTS, INDUSTRIAL PRODUCTION
AND GROSS NATIONAL PRODUCT, 1947-1974

Total Housing Storts &/
160 (Private ond Pubic)

Index 1947100
320

A /‘ A
) ",
(Constont Dotlars) & —160
;o\
& 4
'l |
A 120
(Y G"' 100

-

] 1 ] 1 1 L l

SR RO B I 00
6 '62 €3 '64 65 '66 '67 €8 69 ‘70 T 'T2 ‘T3 ‘T4

L/t947-1958 i non-form onty.
Source: Dept. of Commerce, FHA ,ond VA,

12 18VHD
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CHART 22

IMPACTS OF DEFICITS IN RESIDENTIAL & COMMERCIAL
CONST. 1953-1974, AND PROJECTED 1S75-1980

(All Dollar Figures in Billions of 1974 Dollors )

(Note Ditfersnt Scale InEoch Bon)

CONSTRUCTION DEFICITY

1953-1974

1953-19742/ 1975-1980
DEFICIENCIES IN MAN-YEARS OF EMPLOYMENT IN CONSTRUCTION INDUSTRY
{Mitlions)

2.1
’ 05
H "" ! el ” ‘
19531974 (975-1980
RESULTANT GNP LOSSY
$5516
$206.9

1975-1980

RESULTANT MAN-YEARS OF WORK LOST4/

{Miltons )
1953-1974 1975-1980
FEDERAL REVENUES LOSTY
$1103

it
'[} HI $413
I

1953-1974 1975-1980

$222

ai
1953-1974

STATE AND LOCAL PROPERTY TAXES LOSTS/

$64
1975-1980

v Deticits meosure octual (estimated for 1975-1980) per formance against estimated needed performance in terms

of mode! for total economy

2/ Actuat averoge onnuol growth 1L.9%;needed, 49%, or higher than neaded growth rote of 4.4% for fotal economy.

2/ Bosed on muitiplier of 2.0,

4/ Bosed on GNP loss, ofter aliowing for that part of the GNP 1oss due 1o reprassed productivity growth omong

those emgioyed even in stowly growing sconomy.
3/ Equals 20% of GNP loss.

& Asoumes property fax loss is 2% of private construction deficit,cumuiated.




INTEREST RATES ON FHA NEW HOME MORTGAGES, 1952-1974

Percent AVERAGE INTEREST RATE PERCENTAGE INCREASE

10.0

90~

80 [ v
~ /.
| / V

>
7
77

5.0
P '
‘34,0 | G [ WS VN TN TSUU SRS TN TR TSN (NN S TR U S W N W S W /744404 A
4 B S8 O € %64 ‘6 B8 0 ‘72 ‘14 19521974

Dato: Economic Report of the President
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CHART 24

GOALS FORRESIDENTIAL&COMMERCIAL STRUCTURES
1977 AND 1980, PROJECTED FROM 1Q 1975 BASE

~ (Total Percentoge Changes in Porentheses )
Dolior [tems in Blllions of {974 Doilors

Output of Residentiol Output of Commercial
Structures Structures
up
(185.7%)
$624
Up
(146.7%)

$493

Up
(57.1%)

Up
(35.7%) $80

iQ 1975-1977 1Q1975-1980 1QI975-1977

Output of Residential and Mon-Years of Emrloymcnl
Commercial Structures (Thousands
Up Up
(147.9%) (80%)
$704 800
Up -
(60%)

600

i P L

3* " 4 N H
1Q1978-1977 1Q1975-1980 1Q1975-1977 1Q197%-19
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Chairman Humpurey. Now we will turn to you, Mr. Hagedorn;
that is a good Minnesota name. )

Mr. Haceporn. Oh, there must be a branch of the family out there.

Chairman HuMmpHRrEY. Quite 2 family out our wafv. And after Mr.
Hagedorn we will have Mr. Nathan and then we will have questions.

And may I say, Mr. Hagedorn, that I hope none of you will think
that T am impolite or not interested, but I have a legislative matter
up on the floor of the Senate very shortly and I will have to leave
for a while, but I shall return. So if I walk out on you, Senator Javits
is here, and Congressman Long is here and I will ask Senator Javits
to take over for us for a whife while I am away, and if he has to
leave, why we will keep filling in, Gillis, so stay put.

Representative Lox~g. I will check in.

Chairman HumpHREY. Yes, sir. Thank you.

STATEMENT OF GEORGE G. HAGEDORN, CHIEF ECONOMIST,
NATIONAL ASSOCIATION OF MANUFACTURERS

Mr. Hacepor~. Well, thank you, Mr. Chairman. Since you are go-
ing to leave, I will try to crowd whatever wisdom I have into the
first part of my statement.

I 'suppose the reason we are all here is that all of us sense that some-
thing s)‘las gone wrong in the American economy. A lot of things
have gone wrong in the American economy. We have an accumula-
tion of problems, macroeconomic problems such as inflation, unem-
ployment, underutilization of our productive capacity. Then we have
a whole sequence, a cumulative sequence, of special problems: Energy,
transportation, health care, a problem of a shortage of capital.
What seems to have been happening is that none of these problems
really gets solved so that we keep adding new problems without real-
ly eliminating any from the list. And the problems that we have seem
to get worse rather than better.

ow, I think probably all of us would agree too that this indicates
a need for planning, a need for planning at least in the general sense
that we have to take a more rational, systematic look at our economy
and figure out what has gone wrong in it, what has been the causes
of the various troubles we have seen, and what are the cures. We
should not deal with surface symptoms, but really analyze the prob-
lem out. We sense the need for ti)\'at type of planning.

CONSEQUENCES OF A PLAN

We need to plan in such a way that we, and especially you in Con-
gress, can consider all of the consequences of your actions, not just
the immediate resuits, but the results over a longer period. And the in-
direct as well as the direct effects, effects of the choices that we make
as a Nation, the ultimate as well as the immediate impact of what
may be done.

s illustrations, economics is full of traps where the long-range ef-
fect of some particular kind of policy may be different from the short-
range effect, For example, you can lower interest rates by simply
mcreasm% the rate of, increase in the money supply, pour out more
money. There is more money on the market, and a greater supply of
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money to be offered and that lowers the interest rates. But, we have
also learned that over the longer run, increasing the rate at which
‘ou produce money has a reverse effect on interest rates. It raises
interest rates through creating the strong conviction in the public
that this is going to be a continuing process, it. will result in greater
inflation and, therefore, that lenders will be repaid in dollars that
are worthless than the dollars they have loaned and, therefore, they
demand a higher interest rate as repayment for that.

DIRECT AND INDIRECT EFFECTS OF POLICIES

And we also know that indirect, unintended effects of national

olicies can sometimes be more important than the direct and the
intended effects. I suppose the intended effects of wage and prices
controls was to stop inﬁation. The unintended, indirect effect was to
create a series of very serious shortages of critical products in the
country, and it is this sort of a problem that needs to be recognized
more than it hasin the past.

Our machinery for policymaking has concentrated on short-range
problems, immediate prob])ems and direct effects of what we_may
dlo. We need to take a longer, more critical look at all of these
things.

Now, as soon as you start to talk about planning, of course, and you
have found this out, I am sure, Senator, planning means a different
thing to almdst everybody who talks about it. And just to illustrate
two ends of the spectrum, I would say one concept of planning tends
to start with the view that the economy is sort of a wet lump of clay
and we can grab that lump of clay and mold it into whatever shape
we want. We can pick out a mold in advance for what the economy is
going to be, and push that lump of clay into it, and lo and behold, it
will take the shape that we want. I would suggest that is the wrong
way of looking at our economy, and any concept of economic planning
that starts from that kind of a premise is going to be a failure, and is
going to lead entirely in the wrong way.

Now, I am speaking here, Senator, in an effort to be as helpful as I
can in assisting you as you approach this problem of planning.

Now, another concept of the economy, and this is the way I think
it should be looked at, is to view the economy as a living, breathing
organism, not wet clay to be pushed into a mold. It is an organism
that has characteristics of its own, and those characteristics have to be
respected if we are to plan for that organism in a way that will really
be helpful to its growth and its health.

When you plant an acorn, you cannot plan that you are going te
get a maple tree out of it. What you have to plan is that you will get
the best oak tree that you possibly can get and you want to see that
your oak tree has the soil and light and air that it needs for healthy
growth. You do not try to design the oak tree in the sense that you
would say now, we will see to it that a limb comes out at this particular
point, or that it will branch off in so many precise branches, and there
will be a certain number of leaves on each branch. You try to create
healthy conditions, you try to plan healthy conditions for that oak
tree to grow.

And to use another analogy, certainly anyone who has a young child
in his family wants to plan for that child. You want to plan so that



151

his future will be the best it possibly can be, but you have to respect
that child for an independent being that cannot be pushed into direc-
tions that he is rot naturally suited to go. You will want to plan
healthy nourishment, both for his body and for his mind. You want
to protect him against disease. You are not going to start off with a
plan that says I want a basketball player; therefore, I will plan this
child so that he will be 7 feet tall. You are sure to be disappointed,
and you will probably wreck the. child’s health when you approach
planning in that way.

It seems to me that planning is not a form of engineering. You are
not dealing with inert material. It is more like protective health care
for an individual, seeing that he gets the right diet, and the right
nourishment and allowing him to grow freely, according to his own
nature. I believe that is the kind og planning that we need to have in
this country, Mr. Chairman.

FEARS OF NATIONAL ECONOMIC PLANNING

And since there is this range of views, this misunderstanding, this
condition where everybody who talks about planning seems to mean
something different by it, I would urge you most sincerely, Mr. Chair-
man, that in your undertaking legislation you should make it per-
fectly clear what your initial philosophy is. If you do not do that, you
will create unnecessary fears perhaps on some people’s part, if they
interpret the word “planning” to mean what some extremists in the
wet clay approach to the economy would have as a view of the func-
tion of planning. If people interpret it that way, then you will arouse
great fears in t%e country as to really what wi%’l happen as the result
of undertaking your planning. I am sure that is not your intention. I
am merely making that point that you should clarify all of this in

our initial philosogily, maybe clarify it with specific f’anguage in the
fegislation, or maybe your legislative record should establish these
acts.

But, I would urge you, before you undertake legislation, to make
sure that you understand and the public understands exactly what
concept of planning you have and what sort of a voyage you are
undertaking.

Chairman Huspnrey. Might I interrupt just to say that is exactly
the purpose of these hearings.

Mr. Hagepor~. Thank you.

Chairman Huypnrey. To air it. This is not a legislative committee,
as you know.

Mr. HageporN. I understand.

Chairman Husmpnrey. This is advisory and consultative and hope-
fully out of this dialog and discussion, and the constructive approach
that you have made, Mr. Hagedorn, as well as all of our other wit-
nesses, we will come down to a much more clear and precise under-
standing of exactly what we are talking about and what we mean.
élxlr}d I think that your statement thus far has been very helpful in
this.

Mr. HaceporN, Well, thank you. I would stress this, that there is
this great need for clarification. And T might say that I feel very
privileged to be able to be here and to contribute what I hope might
be some small modicum of thought to that process of clarification.
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PRESERVE OUR FREE MARKET

I would urge you, as you view this prospect of undertaking a process
of national economic planning, that it needs to be designed for the
preservation of a free market economy, because that is really the
most precious possession that we have. We do not live in a controlled
economy, where all economic actions are mandated to us, where I am
told when I might buy a pair of shoes and how many pairs of shoes
I might buy in a year, or whether I should spend my money on shoes,
or on the opera, or on football games or what. Each of us is left f‘ree
to make choices of that sort for himself, and that is the sort of thing
that we want to preserve. And we need to have a business system that
is free to make choices and to take the risks that are involved in any
set of choices. -

Some concepts of a planned economy would both relieve business
firms of the n «:ssity of making choices as to how much of a given
product they are going to produce and also relieve them of the risks
of making a mistake when they make those €hoices. I think we have
to preserve an economy where people take their own risks and make
their own decisions on the specifics of what they are going to produce
and how they are going to produce it. I think you should say, if you
are approaching legislation, you should say that explicitly in your
legislation, to allay the fears that would otherwise be created. Some
of those fears have been expressed, the fear that you may be creating,
you may be heading toward the economic police state, and I certainly
do not think that is your intention. But I would urge you to put
explicit language in your legislation, or at least in your legislative
record, to assure people that that is not what you are intending to do,
and the implementation of your legislation will not be guided by
any such rhilesophy.

And T think you need to go beyond that. You need to assure people
that the Government does not intend to use such mandatory devices-~
as price controls, quantity of production controls, allocations of capital.
At least you need to assure people that these are not going to become
the normal, accepted role of Government in its relationship with the
economy. This sort of thing may be necessary in some kinds of national
emergencies, but some concepts of planning seem to suggest that this
kind of mandatory intervention, tax penalties for doing certain specific
things, and tax rewards for doing other certain specific things, the
choice to be made by the cetral planner will become standard pro-
cedure. That disturbs many people, and I think will create an oppo-
sition to this type of undertaking that has so much potential for a real
constructive breakthrough in our economy and you would not want
to see that happen.

BETTER INFORMATIONAL FRAMEWORK

I believe that in a planning system, it can serve very fruitfully as
providing a better informational framework for the kinds of decision-
making, both within the Government and in the private sector of the
economy. We need factual information that we do not have now to
understand where we are, and how we got there, and how we may get
to where we want, and we need analysis that we do not have now to
really interpret this and tell us what it means.
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Now, in calling for planning as a way of providing a better informa-
tional framework, I should add here that we have to respect the limita-
tions on what we can do. With all respect to you gentlemen in Con-
gress, you cannot pass a law that suddenly creates a new fund of eco-
nomic wisdom that has not existed before. Our economic wisdom
is pretty much what it has been. There is a gradual process, but there
has been no quantum jump to a new, higher level, and I do not see it
suddenly happening. Nor do I see the initiation of plannin% as & way
of creating a quantum jump in economic wisdom. We should have to
respect the limitations of our wisdom and realize that some types of
thinfs are too uncertain, and we may be creating more damage than
good.

I would argue, for example, that the whole fine tuning approach
that we have followed, not consistently, but from time to time in the
past 10 years, has generally not produced the results that it wanted,
and simply because we never did have the economic wisdom, the real
understanding of just where we were in the cycle.

INVESTMENT CREDIT

For example, Congress suspended the investment credit at the end
of 1966. It was feared that we were in a capital goods boom then, and
why do we need an investment credit. Maybe it is just creating an arti-
ficial expansion in capital spending of the kind that creates diffi-
culties for the economy. So, at the end of 1966, the investment credit
was suspended, just at the time when the capital goods boom was
collapsing and we were going into a minirecession, at least in the
following period. And again, the result was, of course, that Congress
has reinstated the investment credit, I believe in March of 1967. The
whole approach was recognized as a mistake and we simply did not
have the economic wisdom we thought we had, and hd misinterpreted
the real situation.

SYSTEMATIC REVIEW OF ECONOMIC PROBLEMS

I think the most important contribution of a planning effort would
for a more systematic review of our economic problems, their
canses and their cures. We seldom do that. We are always dealing
with symptoms, rather than analyzing a problem back to its original
causes. How did we get into the transportation problem that we have
now, with the railroads in shambles, at least in some parts of the
country. It is bad decisions in the past, a long record of bad decisions
in the past, and those should be analyzed. And we should try to figure
a way to unwind all the wrong things that have been done in the past.
This should be a primary function of planning, that kind of a careful,
systematic look at what has happened and how we got into the prob-
lems we are in.

I think also that a look should be taken at the fate of planning in
other countries. I mention only the Western industrial countries. You
have had planning in France, you have had planning in Japan, you
have intermittent planning in Britain both in the 1940’s and in the
1960’s. Mostly, it turned out to be an exercise in futility. And I think
the reason it turned out to be an exercise in futility was that nobody
had thought through, really, what they wanted planning to be. They
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had not decided between the lump of wet clay approach and the plant-
ing of the acorn approach to planning. Different people had ditferent
ideas, and the plan very shortly became something that was done as an
exercise and nobody paid much attention to it, either within govern-
ment or outside of government. I am sure you do not want planning to
turn out to be that kind of a futile exercise in this country, so I would
urge you to consider carefully exactly what you want planning to be.

Thank you very much for listening.

Senator Javits [presiding]. Thank you, Mr. Hagedorn. Your sug-
ﬁestions have been extremely helpful. And Senator Humphrey and I

ad a word before he left, and he said your points are well taken.
[The prepared statement of Mr. Hagedorn follows:]

PREPARED STATEMENT OF GEORGE G. HAGEDORN

National economic planning is a concept that could have great potential for
usefulness but also, unfortunate'y, great potential for danger. This results from
the fact that the concept is in need of extensive clarification—planning seems to
mean something different to everyone who talks about it, both among its advo-
cates and its opponents. If the best possibilities of planning are to be realized,
and the worst dangers avoided, we will have to make much greater progress than
has been achieved so far in understanding clearly what we are dealing with, I
appreciate the privilege of participating in a dialogue that may, in some small
way, contribute to that process of clarification,

Certainly, the question: “Should we, or should we not, have national economic
planning in this country” is much too simplistic to serve as a useful basis of dis-
cussion, at least at this stage of thought on the matter. It merely raises other
questions, as for example:

1. What is to be the scope of planning—is it to embrace the entire economy, or
merely the governmenta! sector?

2. What is to be the depth of planning—is economic planning to deal with the
fine detail of the millions of distinct kinds of goods and services produced, er
only averages for very broad sectors?

3. What is to be the relationship between planning and action? Is the »lan to
be considered a molgd into which the economy is to be forced? Or is the plan to be
simply a helpful guide which independent decision makers can follow, or not
follow, as they independently choose?

4. Suppose economic developments begin to depart from those previously set
forth in an accepted plan. Will this be taken as a signal for action to force the
econgmy in the desired direction? Or will it be taken as a signal to change the
plan

8. How, if at all, is planning to be implemented? Are wage and price controls to
be contemplated as a possible instrument? How about control of production
schedules? Is mandatory allocation of capital to be one of the instruments of
planning?

6. Is planning to be “indicative” (which, taken literally, would imply that there
be no implementation at a'l), or is to be “imperative” (which might imply rigid
regulation of everything) ? If planning is to be something in between, how shall
we define that something?

7. Is the adoption of national economic planning to be regarded as a repudiation
of our traditional reliance on the impersonal forces of the free market system?
Such an interpretation might seem to be implied by some of the statements of
extremist advocates of planning.

It might seem that we could embark on a course of national economic planning,
leaving questions like these to be answered as we went along. I would suggest,
however, that this would be both an unfruitful and a dangerous way of proceed-
ing. It could raise false hopes in some sectors of our population, and false fears in
others. The false hopes and the false fears could be extremely damaging—eco-
nomically, politically, and in fact to the whole fabric of our national unity.

EXPERIENCE ABROAD WITH PLANNING

The lessons of planning in other large industrlal countries are enlightening.
France, Japan and the U.K. (intermittently) have undertaken to prepare national
economlic plans since World War II. The results cannot be described either as a
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natfonal disaster, or as a glorious national success. The outcome in those countries
must rather, for the most part, he regarded as an exercise in futility, which had
no important direet impact, constructive or adverse, on the course of events. The
fact is that decision makers—either governmental or private—have, after a brief
interval, paid practically no attention to the goals stated in the successive national
plans. Indirectly, of course, this kind of planning has been damaging in distracting
attention from the real issues that need to be dealt with. :

I am sure that, as we contemplate national planning in this country, none of
us would want to see that happen here. This outcome has been the result of the
fact that in those countries no one really defined the objectives of national plan-
ning or thought through the answers to the questions listed above. I would most
earnestly urge Members of Congress to think through the meaning and objectives
of national economie planning, and not simply to enact legislation calling for plan-
ning in the vain hope that it will somehow define itself as time goes by.

In what follows, I will offer more concrete suggestions that (hopefully) will
assist you as you consider the possibility of legislation to establish a more rational
basis for national economic planning. It simply will not do to establish a new
agency in government charged simply with preparing a “national economic plan,”
it Congress does not tell the agency in fairly precise terms what it is supposed to
do. The whole subject needs to be given an intellectual content it does not yet
possess, .

PRESENT STATE OF THE ECONOMY IN RELATION TO NATIONAL ECONOMIC PLANNING

In his state of the union message to Congress of last January, President Ford
described the state of the economy as ‘“not good.” That is, if anything, an
understatement.

There has, in fact, been a progressive deterioration in the health of the Ameri-
can economy, extending over roughly the past decade. It is not merely a matter
of periodically recurring fluctuations in the state of business—these are prob-
ably inevitable and efforts to suppress them entirely would be counterproductive.
But what we have seen is a steady worsening in the character of business neces-
sions: We had a “mini-recession” in 1967; an ordinary ‘‘garden-variety reces-
slon” in 1970; and finally, what has to be called a ‘“maxi-recession” in 1975.

Inflation has come in waves, with periods when it was growing in intensity,
and periods (like the immediate present) when the latest inflationary wave was
receding. The real cause for concern is that during the past decade each wave
of inflation has been worse than the one before. The process finally culminated
in the double-digit inflation of 1873-74. That latest wave of inflation is now sub-
siding, but we are left with an uneasy feeling that the subsidence may be merely
temporary as it proved to be in 1971-72.

During the past decade the record of growth in productivity has been below
normal. So has the rate of growth in real wages. By almost any statistical eri-
terion, the record of the American economy during recent years has been
substandard.

We have serious underlying national problems which have undermined our eco-
nomic health. One such problem is the serious shortage of capital which impairs
our abllity to grow, to create jobs, and to improve productivity. This problem
has developed insidiously but persistently over at least the past decade. The
external symptoms of this capital shortage are clearly visible but the problem
itself has not been called forcibly enough to the attention of the nation.

What conclusion are we to draw from all this? Surely the evidence suggests
that we must have been doing something wrong—probably several things wrong.
But where precisely did our errors lie?

Does the sorry record of the past 10 years indicate the final failure of our free
enterprise system? Did we foolishly cling to anoutmoded and unworkable private
market system for regulating the economy ? Was government eXcessively reluctant
to inter'vene to improve upon the state of affairs? Did we all suffer from a
refusal by government to pay sufficient attention to the needs of the economy,
or to involve itself in the detailed workings of the economic system ?

Statements of some of the advocates of economic planning suggest that they
would answer yes to those questions, However, in the face of what actually
happened during the past decade, such an answer is incomplete and unconvineing.
Government passivism has not been the problem—instead government has been
too eager to insert its own presence in areas better left to the free market and,
where government's presence is essential, it has performed badly.

The fact is that during the past decade, government has shown a higher
degree of attention to the state of the economy, and a greater willingness to
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intervene in the operations of the marketplace, than ever before. We had the
“New Economics” of the mid-1960's, and the “New Economic Plan” of the Nixon
administration in 1971. Both were intended to promote price stability, full em-
ployment, and economic growth. The end results have been the highest level of
unemployment and the fastest rate of inflation in the post-World-War-II era.

The wage-price control episode of 1971-74 was, whatever the rhetoric of those
responsible for it, a repudiation of the free market system. We all know that
ultimately it was completely useless as protection against inflation, and severely
damaging to production and investment. We are still suffering from the capacity-
shortages arising from the disincentives to investment created during the
control period.

In a vain effort to preserve the flxed exchange rates established by the
Bretton Woods system, and to avoid a devaluation of the dollar, government
resorted to many unprecedented forms of intervention in thc international
flow of funds. We had the Interest Equalization Tax, the Controls on Direct
Foreign Investment, the voluntary program for restraining bank loans abroad,
new restrictions on tourists, ete. The result, of course, was total failure in achiev-
ing the announced objectives and distortion in the flow of trade and investment.
The outflow of investment resulting from maintaining an artificially high value
for the dollar during a long period leaves an aftermath which still hurts us.
However, things have been much better since the attempt to maintain artificial
exchange rates was abandoned as hopeless in 1973, and this matter left to a
free market.

What we have suffered from during the past decade has clearly not been a
generalized reluctance by government to be continuously active in the economic
fleld. Rather, it has been misinformed or ill-conceived actions by government
which led to results quite different from those intended.

We should not, however, draw the lesson that government ought to shut its
eyes to what {s going on in the economy. Government must, on the contrary,
be keenly aware of developing problems and consider the most constructive
solutions—as for example the problems of capital shortage and energy self-
sufficiency. Governmental activism has too often been superficial and disruptive
busy-work rather than fundamental attacks on carefully analyzed central
problems.

Far from demonstrating the inadeguacy of the free market system, in its own
sphere of action, the experience of the past ten years has been a lesson in the
futility and counterproductiveness of attempts to supplant it on a large scale by
centralized control of such functions as price making. But government has its
proper sphere of action in the economic fleld—e.g., monetary and fiscal policy,
information gathering, ete.—and it is of critical importance that these functions
be performed eficiently.

A proper framework of economic planning might have helped to avoid the
serious mistakes which contributed to the progressive deterioration in our
economy during the past ten years. A badly-designed national system of planning
might simply have encouraged more or worse mistakes.

Government economic programs and policles need to be better planned in several
respects. More careful consideration needs to be given to which economic func-
tions can best be performed by government, and which are best left to the free
market. More attention needs to be given to the long-range effects of government
actions, as compared with their immediate effects. Greater recognition needs to
be given to the indirect impact of government policies, (as, for example, the
effect of price cellings in creating shortages, and the effect of taxation on
capital supply) which is often not visible to the untrained eye, and is usually
not intended by the authors of the policles.

Planning that leads in this direction can provide better guides to government
decision-making than we have had in the recent past. Superficial planning, more
concerned with setting impressive numerical goals than with devising realistic
means for achieving them, ¢an make things worse.

NATIONAL ECONOMIC PLANNING A8 A MEANS OF ESTABLISHING AN INFORMATIONAL
FRAMEWORK

As a means of establishing a better informational framework for decision
makers, both public and private, economic planning can serve a useful function.
Decision makers have sometimes been misled by faulty or insufficient economic
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Information. A notable case is the statisties which failed to reveal the accumula-
tion of inventories in the period leading up to the present recession.

Economic forecasters have failed to' foresee some of the most striking of eco-
nomic developments of the recent past: e.g., the sudden emergence of double-Qigit
inflation in 1973 and 1974, after a period of relatively stable prices in the two
preceding years. Although many observers shared a general feeling of uneasiness
in the early fall of last year, none of them anticipated the sudden deep plunge
which began in October and carried the industrial production down by 12 percent
in just five months, Not only is our supply of facts inadequate, our rival economic
theories for interpreting them are all faulty.

Certainly we must strive to dn better, and economic planning, properly
conceived, can be a vehicle for such improvement.

We must, however, be aware of the limitations on human ability to grasp all
the aspeets of our economy and to analyze them in a way which gives each fts
proper weight. We should not base any effort toward economic planning on the
assumption that a quantum upward jump in our economic wisdom has occurred
or is about to occur. Sadly, there are no signs of such an event.

Nor should we base a move toward planning on the assumption that planning
will in itself, automatically and instantaneously, produce a higher level of cco-
nemie understanding, The moxt we can do is design the planning apparatus
so that it will contribute to gradual cumulative increase in understanding.
Meanwhile, it must live with the present limitations on human economie wisdom.

‘The moxt that planning can do—and it is considerable— ix to bring forcinly to
the attention of the decision makers the long-run implications of the decisions -
they have to make. The decision makers include you in government and us in
the private sector. In fact, every individual has his own e¢counomic decisions to
make.

Ultimately, however, the responsibility for making decisions must rest where
it ix. You in Congress cannot ahdicate in favor of planners, although you may
profit from their information and advice. If a free government and a free society
are to be maintained we cannot turn over our respective prerogatives to a
regitnent of planners,

RECOMMENDATIONS ON LEGISLATIVE PROPOSALS FOR NATIONAL FCONOMIC PLANNING

It Congress undertakes to frame legislation on the subject of economic
planaing, the following recommendations are offered as guidelines:

1. Legislation should describe in clear tcrms the nature, scope, objectives,
methods of implementation, and limitations of the kind of cconomic planning
contemplated.

A mere endorsement of “planning” as a good idea, without further definition,
could at best lead to disappointment and at worst to economic disaster. Merely
setting up a new agency assigned to prepare “a plan,” unspecified as to char-
acter, would make Congress the captive of its own bureaucratle creation.

I urge you to study and think through all the questions that arise when
“national economic planning” is proposed, to postpone legislation until you
have rcached answers that satisfy you, and to ensure that legislation results
in planning activities that conform with your conclusions on the proper role
of planning.

2, Legislation on economic planning should, in explicit languuge, make it
clear that it is not intended as a repudiation of the free market system or us u
move to a radical change in the way our cconomy is to be organized and operaled.

Without such a clear statement of intent, enactment of such legislation might
serfously damage the public confidence which is essentlal to a healthy economy.

It might be thought that Congressional support for the free market system
should be taken for granted and there is no necd for an explicit statement to
that effect, Unfortunately, at the present stage of discussion of planning, state-
ments of some zcalots seem to take the view that a move toward planning
is indeed Intended as a move away from the free enterprise system. Without
an explicit declaration to the contrary. enactnent of planning legislation might
be interpreted as endorsement of that extremist view. This conclusion could
lm've devastating effects on confidence and on planning in the private sector.

T'here is precedent for such a legislative statement of support for the free
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enterprise system. The Employment Act of 1846, in its Declaration of I’olicy,
specifies that actions taken under the act shall be performed *“. .. in & manner
calculated to foster and promote free competitive enterprise and the general
welfare . . . Needless to say, the specitic provisions of an economic planning
nct, should Le in accord with such a declaration of policy.

3. Economic planning could be most helpful in providing an informational
framcwork for the guidance of decision makers and the legislation should be
framed with that in mind.

The information provided must be factual and realistic, and not the expression
of Utopian hopes. The limitations of cconomic data and analyses must be fully
recognized. Gradual improvement ean be expected, but no sudden hreakthrough
as a result of enactment of planning legislation,

4. One foeus of planning should be in the areca of government planning of
activitics that indisptitably belong to government.

The record of the past ten years has not heen one that gives us assurance
that government decision making in the traditional areas of government respon-
sibilities hax always been planned as earvefully as it should have heen. Machinery
that compels a careful serutiny of government actions, in the light of their
long-run effects contd be helpful.

In the past, government programs have grown in an irrational fashion. unco-
ordinated with each ofher, and unrelated to the orlginal purpose they were
intended to serve. I'ie result has been an aceumulation of costly and unpro-
ductive (often counterproductive) government activities which consume re-
sources that would be better employed in the private sector. More systematie
cconomic planning within government would help to avold this.

Congress has nlready established a Congressional Budget Office to evaluate
systematically the long-run fiseal effects of various government programs ; sictual
or contemplated. Perhaps similar machinery is needed within Congress to con-
sider the long-run effects of other economie programs of government which are
not. primarily fiseal in character,

S, An important function of planning should be ta identify underlying cconomice
problems, to analyze their causes, and Lo propose effective remedies.

A prime candidate for such attention would be the problem of the natienal

shortage of capital. This is a problem which affects the welfare of everrbody,
yet it has recelved very little public attention and virtually nothing has been done
to correet its basie canses,

National economic poliey in recent years has heen concentrated on dealing with
the end results of economic problems that have heen neglected or mishandled
in the past—energy, inflation, balance of payments, transportation, ete.

If economie planning eould reconcentrate attention on underlying causes, rather
than surface symptoms, it would be a great step forward.

Senator Javirs, And now, Mr. Nathan, we all know you so well.

STATEMENT OF ROBERT R. NATHAN, CONSULTING ECONOMIST,
ROBERT R. NATHAN ASSOCIATES, INC.

Mr. Narian, Thank you very much, Mr. Chairman.

Senator Javrrs. And if you could try to keep your statement. to 15
minutes. -

Mr. Nariax. T will try to do it in even less time so that there will he
opportunity for questions.

Iet mo just make two or three short preliminary observations. I was
})leased to hear what George Hagedorn had to say about things that
wve gone wrong, because the timeliness and relevance of these hear-
ings are predicated on real experience and not abstract theories of
planning. We really have problems. .

I think just two or three figures and facts are of significance in this
respect. In the first quarter of 1975, our gross national product. taken
from official publications, was at a $227 billion level below potential.
When you stop to think of our needs, this is a rather serious statistic.
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FIGHT AGAINST INFLATION

When you take the unemployment rate of 9.2 percent in May, and
add the part-time converted to full-time equivalent, 9.9 percent of the
labor force was idle. And when you take the “discouraged workers,”
those wanting to work and able to work but who are not actively seek-
ing jobs because they feel they cannot find work, in March—and that
is only reported quarterly—it. included 1,100,000 unemployed. If we
assume that number has not changed, we had about 11 percent of the
Iabor force idle in May. This is pretty sad and the saddest part of all
of it is the fact that this recession was designed and programed, did
not just happen. It was designed and programed as a means to fight
inflation. We had three quarters of less than normal growth and four
quarters of very serious recession declines before we had any signs of
abatement in the inflation picture. And when we look at the .\pril and
May wholesale prices, especially April, I am not sure that we are any-
where on the road to reasonable price stability, especially crude mate-
rials, excluding foods, grains, and fibers, which rose 1.1 percent in
April and 1.9 percent in May.

PRICE STABILITY VIA UNEMPLOYMENT

So, we may be engaged in a futile pursuit of reasohable price sta-
bility through the unemployment route. I agree with Leon Keyserling,
that is not the way to go to achieve our goals. So we really have
problems.

One of the issues I think is most important for this committee to
concern itself with is what do you really do nbout solving the inflation
and recession problem. T must admit to a deep frustration concerning
the application of the Emplovment Act of 1946. T think the Employ-
ment Aet of 16 was the greatest cconomie charter ever adopted—
whereby the Government undertook to accept responsibility for poli-
cies designed to bring high levels of production and employment. And
T suspeet that if one conld go to court and find a judge who had gump-
tion and courage enough, probably some people could be found guilty
of violating that law. 1 really do believe that the Employment Act of
1946 has been. for all intents and purposes, repealed or ignored or
violated by individuals who, presumably. are supposed to carry ont
the law. And this raises very real questions about how we go about
this planning issue.

T feel the need for planning is tremendous. T agree with what Key-
serling said on that score. I agree with Mr. Hagedorn and what Mr.
Keyserling said about the need to classify what we mean by planning.
And T am not going into details. Tt is clear that this proposal has no
objective of regimentation. Government ownership, (1(\&‘1!]0(1 control.
direction of what you produce and what you consume, where you eat
and what vou cat and things of that nature.

EFFECTIVENESS OF PLANNING

On the other hand. T think it does have very meaningful and con-
struetive aspects in terms of tryving to make the economy function more
effectively. and not just in higher employment and higher production,
but also in terms of distribution, in terms of equity, in terms of sharing

and participation in benefits.
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We have had & fair amount of experience in this country in this arvea.
We did have the National Resources Planning Board of the 1930%s that
1 helieve made some contributions to getting us out of the Great Ie-

syression, not fully, by any means but given the limited data, given the

}imilc(l economic knowledge, given the limited understanding of the
functioning or malfunctioning of the system, I think when one looks
back one linds the National Resources Planning Board had some
usefulness,

I think we can look favorably on what we did in planning in World
War. T ha );)cned to be involved as chairman of the Planning Commit-
tee of the {\ ar Production Board. I do not think that credit can go only
to the civilians, or only to the military, or to the economists, or the
engineers, or the scientists. It cannot go to any one group. On the
whole, the wartime mobilization was a major success because there was
planning of access to resources and use of resources and priorities and
goals and programs and policies, T think the same thing can be said
for much planning abroad.

Sure it has been varied, but T happened to work with Jean Monet in
1945 and 1946, especially in 1946 at the Commissariat Du Plan, which
was the planning instrument in France. Over the years there were
ups and downs, back and forth movement and varied effectiveness of
planning in France. T believe the early rehabilitation of France from
the terrible destruction of World War IT was tremendously enhanced
by that planning operation under the guiding genius of Jean Monet,
And T have watched Taiwan, Korea. Sweden. and Japan and other
such efforts to think ahead, look ahead. organize alicad. On the whole
they are more positive than negative, and on the whole, except for the
Communist or totalitarian regimes. individual and business freedom
has been enhanced and not enrtailed by these kinds of overall planning
approaches.

PUBLIC ADMINISTRATION AUTHORITIES

The real issue this committee fuces is how to organize for this job.
I con Keyserling has raised sonme very real questions as to whether we
shonld set up competing agencies, whether we should have duplication
or not. Maybe what we ought to do is get some publie administration
authorities in and not economists, to consider these organizational
issnes, Mavbe economists are not. the best organizers, although Tam not
snre the publie administration people are always fully cognizant of all
of the implications of substantive issues. I happen to be a member of the
National Aeademy on Public Administration, and T do think that an
organization like that conld make valuable contributions to this think-
ing. beeause what vou have here is a very real problem as to how to go
ahont organizing for planning,

What do we have now ? We have the Council of Economie Advisers
and the Joint Economic Committee which came out of the Employ-
ment Aet of 1946, They have made a major contribution. T do not think
there is any doubt about it. but it falls far, far short of what that act
called for. We have had inflation we have had unemployvment. we have
had waste. When we have an cconomv that is running in the first
quarter of 1973 at a 227 hillion eap below potential. and in the second
quarter it is going to be a 250 hillion gap. then something is wrong.

And when vou have admini<tration leadses @iving wo are on targeot
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and the recession is bottoming out and will turn up, and then make
forecasts that have levels of unemployment 3, 4, and 5 years hence
which we heretofore regarded as meaningful recessions, and levels of
price increases 3, 4, and 5 years hence that would seare the life out of
prople about the threat of inflation only 3, 4, or & years ago, then 1
say something is wrong.

Senator Javirs, Would you allow me to interrupt to ask you, at this
point, whether they are cither guessing or planning to make those pro-
Jeetions? Ave they either guessing or planning £

PROJECTIONS .\.\'l),/UI{ ASSUMUPTIONS

Mr. Narinan. Let me change the word “guessing™ to “projecting.”
They are only projecting, they are not planning. Ixcept T must say,
that in the President’s budget message that was issued in January,
when those figures were presented. the President’s statement was that
the figures for 1975 and 1976, if I am not mistaken, were foreeasts,
In other words, the short-term economic assutiptions presented for
culendar 1975 and 1976 are foreeasts of probable economic conditions
during these years. Then it goeson tosay:

" e longer range assnmptions or the period 1977 to 1080 are not forecasts of
probable conditions, but rather projections consistent with moving gradually to-
wiard relatively stable prices and maximum feasible employment.

[ don’t know who wrote those words, but anybody talking about
going all the way to 1980 with unemployment remaining at the levels
of those figures, literally not falling below 6 pereent until 1980, and
saying those are consistent with maximum feasible employment, and
with refatively stable prices, in my judgment, proves the worst kind of
negrative, defeatist attitudes that one could possibly coneeive, almost
bordering on irresponsibility.

Representative Loxa, And these forecasts have a way of sort of he-
soming self-fullilling prophesies. do they not ¢

Mr. Nariax, They sure do.

Representative Loxa, And that is what worries me about it.

Mr. NarnaN, They surely do become goals and prophesies, 1 tell
voti, if this economy ot ours, with 8 to 10 percent unemployment in
1976 and 1977, is faced with levels of price increases indicated, then
we are in desperate trouble. That means we have no idea of what to
do about inflation and unemployment. I am convinced that with in-
telligent, forward-looking plans and efforts to think through what our
problems are and what to do about them, we can do an awful lot bet-
ter than these assumptions, beeause this is nothing but defeatism, and
in my judgment, it is a preseription for termination of the free enter-
prise system. which would be tragice.

Let me say that there are so many problems facing us that I don’t
believe, and I am really very respectful of what Leon Keyserling has
said about this problem of competing agencies, I do not believe in the
real world in which we live the Couneil of IEconomie Advisor’s is ever
going to engage in the kind of basic perspective that is going to be
needed in the planning sense. T believe that they ave always going to be
doing things on an ad hoc basis. '

I think, like George ITagedorn, they are always going to do some-
thing of a fine tuning because you have cyclical problems, and you have

62-057— 76 - ~—12
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emergencies arising. T believe there are going to be eyclical matters and
emergency matters which will command the concentration of the Coun-
¢il of Economic Advisers.

The problem Leon Keyserling poses is the right one. Current prob-
lems and related current policies are meaningless unless they are done
in a meaningful perspective of basic goals and purposes. That does
not, however, necessarily mean that the =ame people who are handling
these current proposals, current programs, current plans, have to also
provide the basis for the long run. I have a feeling that since both
would be in the same executive hranely, something could be done to
bring about a coordination of those functions. I am not wedded to the
idea that the organization setup suggested is going to be put in
this legislation, but 1 think there is a pretty good chance to do some-
thing effective as a result of this economic planning board and the Joiut
Economic Committee and the congressional oftice of the budget, all
coming up to this congressional setup through the budget committees
and the Joint Keonomic Committee,

One reason why I say that the separate entity might be advantageous
is that in a sense the report of the Joint Iiconomic Committee and the
report of the planning board would not sort of whitewash or reduco
planning to the lowest common denominator by the executive oflice
or by the President. Congress still would have aceess to both of those
entities through hearings and through reports, I would take my chance
on duplication or competitive agencies in trying to pursue this problem.

AGRICTULTURAL AND ENERGY TPOLICIES

One final point is terribly important. I am only going to mention
some of the problems that a planning body might really do some-
thing about. 1 feel that we have done a miserable job in agriculture, a
miserable job in designing our agricultural policies, from the point
of view of prices, the point of view of domestic nutrition, the point of
view of the longer run needs of the people in the United States and
we have done a terrible job in agriculture in failing to coordinate
our domestic agricultural policies with international population,
hunger and human needs.

In the oil and gas field, had we done some planning and really
focused on these resources and energy problems, we would not have
been as shoeked as we were when the embargo came along. As of today
we are wholly devoid of intelligent, constructive planning in this
whole encrgy field and in moving toward independence or near inde-
pendenee. We should at least have some goals. There are people who
really believe that if we could manage our balance of payments, which
we probably can, maybe the thing to do is use up the OPLC oil re-
sotrees and leave more of ours available for later; namely, discover
it and maintain reserves. We are doing nothing in terms of building
storage and reserves for even an einergency. Basic planning on prob-
lems of this nature would really help us a great deal.

Representative Loxe [presiding]. The fact is, Mr. Nathan, if we
look at some of it on that particular point, if we look at some of the
recent actions, both the executive branch and legislatively from the
standpoint of proving up additional reserves on the basis of the in-
formation that has come to the forefront, and the report on the last
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quarter, within the last month or so, some of these seem to be moving
in the opposite direction.

Mr, Narirax. They certainly do. T tell you. T would have rather
seen certain kinds of price and allocation controls rather than taking
away the incentives for drilling.

Representative Loxeg. I agree.

Mr. Natiax, I think we know something now about the costs of
new oil. The problems of distinguishing between new and old oil is
sort of fouled up. The administration’s policies on encrgy just drive
me up a wall, because we don’t know what the President is doing. On
the one hand, he comes up with these taxes and excises and fees to in-
crease the prices, which OPEC does much better than he can do. They
‘an raise o1l prices much more. On the other hand. the President raises
the price of oil with not a bit of misgiving. and then somebody comes
up with the strip mining bill, which will cost a little of course. and
the President vetoes that bill, Goodness knows the price of coal has
gone up to a point where there would be good profits even paying for
restoring surfaces out of present profits. If not, there would be a little
higher price of coal in order to restore the contours and our surfaces,
but the bill is vetoed. If because of inflationary purposes. then why
push up oil prices?

Then we come up with other problems. On May 30 came the mid-
session review of the budget showing unemployment projections of
tremendous magnitude, and literally the same week came a veto of
emergency employment provisions, with the President saying that
the recession is going to be over by the time such legislation could be
effectuated.

CAPITAL FORMATION INVESTMENT

Well, there are areas such as the environment, conservation, Federal,
State, and local relationships, savings and investment, and others
where planning is greatly needed. One final point that Mr. Hagedorn
talks about is the subject of capital formation and investment. We
need to modernize and expand our capacity to increase production; T
am not sure the problem lies in inadequate savings. It may be that
the answer lies in some of our incentives. When we get to higher
levels of employment and production. we find that private investiment
does not always use up our savings at such times, and that is one
reason that you have IFederal deficits in fairly prosperous times.

These are illustrative of the kinds of issues. Mr. Chairman. that
require more and better planning. T do not believe that you ought to
be tied right now to any permanent organizational formula. And
whether it is duplicative, competitive, is less important than whether
we have assurance that.it will be done, and that we are going to have
some planning. We have to move ahead within the free-enterprise con-
cepts to be much more effective and not be as wasteful and as costly
in our mistalkes as we have been in the past. Thank you.

Representative Loxae. Thank you very much, Mr. Nathan. We aro
appreciative of your thoughts and your wisdom in these very compli-
cated matters. Your prepared statement will be included in the hear-
ing record, and we will come back with some questions with regard
to these matters in a minute.

[The prepared statement of Mr. Nathan follows:]
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I’REPARED STATEMENT OF ROBERT R. NATHAN

Mr, Chairman and members of the committee, thank you for the opportunity
to participate in this important discussion relating to national economic plan-
uing in the United States. The need for economice planning and for much im-
proved econowmic policies in the United States is apparent to cevery thoughtful
person,

We are in the midst of the most severe recession sinee the 1930's. There is
little evidence cither that recovery will be vigorous or that the recession will
overcoine the serious intlation it was designed to combat,

In the first quarter of 1975 the gap between actual and potentinl Gross Na-
tional Product in current prices was at an annual rate of 8223 billion. In the
current sccoml quarter of 19753 the GNI* gap will be about $230 billien. That
is a tremendous price for the United States and the world to pay for a very
limited and perhaps temporary abatement in the rate of inflation,

The xeverity of the recession is abso revealed in the level of idleness in onr
labor foree. Last month 9.2 percent of those normally employed and actively
seeking work could not find jobs, When part-time idlenexs is converted to full-
time unemployment cquivalent, the labor foree time lost was 9.9 percent, In
addition, the last quarterly ftigure on “discouraged workers” was for March
1975, when 1.1 million normally emptoyed individuals were idle hut not counted
as unemployed becituse they were not actively secking jobs—having little hope
of finding employment. Taking these three categories into account, we can eon-
clude that xome 11 percent of the labor foree was idle in May.

This recession. as well as the one in 1970-71, did not just happen, Both were
designed and pursued as a means of fighting inflation throngh a “soft economy.”
This one got out of hand but perhaps one might accept these bitter doses of
medicine it o cure were in prospect, However, I know of no economist who is con-
fident that we will achieve reasonable price stability as the result of the policies
now heing pursued. In fact, the Administration itzelf does wot envisage reason-
able price stability for the entive halance of this deeade.

This Committee does not need a restatement of any more facts giving evidence
of the dismal failures of the aimless economic programs and policies of recent
years, It is clear that this country has suffered from severe cconomic misman-
agement.

Clearly, we do need nationat economie planning. 'This does not mean govern-
nient ownership of productive regources, It doex not nmean government regimenta-
tion and control of those functions and activities which we traditionally leave to
the private xector and to state and loeal governments,

Economice planning does mean that there will e eareful and thonghtful eon-
sideration of goals and parposes for the nation and for regions and sectors, 1t
does mean that there will be formulations of overall fiseal and monetary policies
of incentives as well ax constraints to induce efficient and expansive private
production. Tt doex eall for the formulation of a variety of programs and meas-
ures that will not just provide us with high levels of produetion and employ-
ment along with price stability, but which will also assure full opportunitie:
for every citizen to participate and share in the great productive resources of this
nation,

The principal issue is not whether we hiave national economie planning, hut
Low and where it is to be nndertaken, We must not assume that the mere estab-
lishment of planning mechanisms will yield good economie planning. In my
Jndgent, the Employment Aet of 1946 was one of the great economic chartors
of this nation. Yet in recent years that existing legislation has been largely
ignored, if not “‘repeated” by faiture to carry out its mandate.

It is moxt diflicult for the Congress to formulate legislation which will defi-
nitely assure good planning. But surely the requirements set forth in the Humph-
rey-Javits bill will enhance the prospects for getting such results. Although
the Fmployment Act of 1946 hias been largely neglected, the very fact that the
Council of Economic Advisers must submit reports and must testify hefore the
Congress at least permits some focus on the failures as well as the successes of
the public economie policies,

I betieve that the legislation setting up the Committeos on the Budget in the
Congress will prove fruitful, but here again there can be no absolute assuratce
of sutecess and effeetiveness hecause it depends o much on what the members
-of those Committees decide and how the full Congress responds,
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T support the Hwmphrey-Javits bill because it will focus attention on economic
planning, which the Couueil of Economice Advisers has so strongly neglected in
recent years, It isn't just the long-term versus short-term perspective wihich
warrants this legislation and this new mechanism for nationgl econnmic plan-
ning, but there is some difference in_emphaxis and orientation of the planning
function as distinet from the poliey formulation and coordination funetions.

Planning can be worse than useless if it raixes false hopes and is never im-
pletnented. Tn too many of the less developed countries of the world expectations
have been entarged and the disillusionment has been damaging,

Faually important, economie policies that deal on an ad hoe hasis are often
ineffective or counter-productive. Thus, policy formulation and policy cooavdinn-
tion must be based on fundamental planning goals and programs, Similarly,
planning must be realistically related to the real world of policies and problems
to avoid its becoming a futile exercise of ivory tower research,

‘The problem is necessarily one of axsuring that both the planning job on the
one hand and the policy formulation and coordination task on the ofhier will he
effeetively performed and interrelated. T helieve the Humphrey-Favits bill and the
TTumphrey-TIawkins Dill will tend to achieve these purposes, If they do not prove
to be of optimum effectiveness, survely the organizational structure can be
aimended,

The fact that the Congress will have aceess to both the Council of Feonomice
Advisers and to the National Eeonomic Planning Board will at least afford
opportunities to focus national atteation on eritical issuwes and constructive
programs,

I know of no way in which the Executive Branch of the Government can be
foreed to earry out sueh broad mandates as called for in the Employment Act
of 1946 or in the suggested “DBalanced (rowth and Economie Planning Act of
19757 Ilowever, these legislative vehicles will certainly help focus the atten-
tion of the country on those issues and those policies and those programs in
which the publie is vitally interested and which will strongly influence the
economic well-being of the nation,

Representative Loxae, My, Leontief, we are pleased that you were able
to be here. and we understood your problems. And we will be most
honored to hear from you at this time.sir,

STATEMENT OF W. W. LEONTIEF, PROFESSOR OF ECONOMICS,
HARVARD UNIVERSITY

Mr. Leoxrmee. Congressman Long, T must apologize for heingr a lit-
tle late. Tt is my custom usually to come carly enough to hear what
other people are testifving to, But unfortunately, T was held civeling
overthe Capitol,

T will trv not to take more than 15 minutes, and since [ think that
the general feeling that onr system does not work as well as it should
wis expressed very eloguently from many different points of view, [
intend to center my remarks on the specific topic of these hearings--the
planning approach to management of the national ceonomy—keeping
out of the ideological controversies which tend to generate more heat
than light,

What we have tried to do was to tackle one problem after another
as they eame up. The resulting overall picture has been most depress-
ing——difficulties having cropped up here and there and everywhere,
We appoint a committee which tries to deal with one particular prob-
lemyard more often than not it simply shifts the difficulty into another
area, 'The ordinary citizen, the bystander, even many of the Congress-
men, really cannot follow, not to say, understand, the disjointed
sequence.



166

PLANS AND ALTERNATIVES

What is required first of all is a systematic procedure. We should
try to present a comprehensive, detaifcd picture of the actual state of
the cconomy. then proceed to look ahead. That means compiling
systematic pictures of the possible alternative future states of the econ-
omy, each corresponding to one of the diflerent policies one might
pursue, or to a different course of external events which we might not
even be able to control, but which will have to be taken into account
as soon as theyv aceur or preferably even in advance of their occurrence.
These would be pictures of the economy 2 years from now, 4 years from
now, 6 vears from now, and so on.

Inthe case of encrgy, one obviously must look 10,15, or even 20 years
ahcad. Tn areas in which a long-term process is involved, future devel-
opments ean be anticipated with a fair degree of accuracy. I do not
mean to say that they can be anticipated on the basis of information
that the Government or private husiness has in hand at the present
time. One of the greatest deficiencies from which all decisionmakers in
the ceconomie field are suffering-—and the decisionmakers in the exceu-
tive and legislative branches of cur Government in particular—is the
Jack of well-organized factual information.

Yepresentative Loxe. Ts it the absence of the information, or is it the
ahgence of the information in a form which we can use it and under-
gtand it. Mr. Teontief?

ORGANIZED INFORMATION

Mr. Leoxermer. You took the words vight ont of my mouth, Con-
are=sman. T have in mind not just piles of focts and figures, hut
detailed information providing us with a view of the U8, ecconomy as
a svstemy consisting of many different but independent parts, It is the
knowledge of these interrelationships that would permit the policy-
makers to transform the sequence of disjointed and often mutually in.
conzistent governmental interventions into an orderly and systematic
proecess of national economie planning.

T canmot abstain from reminding you that at the present time all
TFederal statistical agencies taken together spend not more than $200
or €250 million on gathering the basie data on the basis of whieh all
governmental and many corporate decisions are actually made—think
of it.$200 million in a £1.400 billion economy.

The annual appropriations to_Tederal statistical agencics shonld be
increaged by at Teast 8250 million, Comparing this figure with the eost
of. <av.a =quadron of advanced military planes or a sinele submarine,
one must agree that this wonld be a worthwhile investinent of publie
nmoney.,

Sueh hasie ceonomie information can and ~honld be presented in snch
2 way that even an ordinary eitizen conld nnderstand its meaning. We
do pat have ta aage the state of the economy by the movement of a few
ceneral indexes: The “GNT." the “whoelesale™ or “price index™ are
indeed very abstract stmmary notions. We ean and must deseribe its
state in terms of mueh more conerete details: So many million tons
of steel produced. zo many daz=engers transported. o many houses and
apartments huilt, While the average rate of wnemplovment for the
country a~ a whole is 8 pereent. in Maszachusetts 20 or 25 pereent of
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workers might be unemployved. To secure an understanding of the
gov clmncntal actions and the economic fiekl Ly businessmen, b\ labor-
ing men, and by the rest of the community, its aims and goals have to
be presented in'specific tangible terms.

Why not leave all economic planning to private individuals and cor-
p()mtlons' Because the individual decisiommakers cannot see the entive
picture. Ask corporate planning officers about the assumptions con-
cerning the future state of the ecconomy on which they base their plans
or even concerning the state of their own industry, or of the industries
to which it sells its products, and more often than not vou will find
them to be not only ditferent, but contradictory. Put all their individual
plans together and you will find that they could not possibly be realized
at the same time. Fach single plan is hazed on assumptions concerning
thie prospective moves of the other fellow which have no resemblancs
to what they actually intend to do.

Just putting the entire picture together is bound to yicld a more
realistie, less speculative view of the country’s et ‘onomy. Without
such an internally consistent view, how can one decide, in case the
situation calls for it, on eflective lmnodinl action?

INFLATION—A SYMPTOM OF ECONOMIC DISORDER

Turning to the specific problem of inflation, I think that we cannot
stop inflation by purely monetary and fiseal means without inflicting
in the process some greal. damages on the cconomy. Inflation is a
sympionn not the caitse of our economie ills. To reestablish, and what
15 more important, to naintain a full-employment balance, we have
to visualize 1t in great detail.

This is indeed a dilticult assignment. Bat without such constant and
effective monitoring how can one expeet the trade unions to moderate
their demand for inerease in money wages, the manufacturers to ab-
stain from rising prices. and most of all, Thow can one expet the Gov-
crnment. to be able to carr v oout its part of the hargain by keeping the
cconomy advancing smoothly and ste: adily on an even “course?

In the coming year. nnpmt.lnt mtvrn.mnn.\l negotiations will be
conducted and agreements on various cconomic matters will have to
be reached with other countrics. In order to be able to deal cffectively
with the outside world, one mnst know and have reasonably good con-
trol over what iz happening at howme. It is pathetic to see “how our
negotiators, confronted with representatives of governments who
seem to have a pretty good bold on their domestic sitnation, often
seem to have a very vague idea of what ean be (-\portwl to dv'.(-lnp
in their own backyard. One cven has oceasionally the feeling that
we enter foreign commitinents as a means of controlling mduv(tl\ the
domestie situation.

SHORT-LONG RANGE PLANNING BRELATIONSTTP

Now, there is the question of the relationzhip between shortrun and
longrun planning, There 1= a natural tendency whenever one faces
hoth shortrun pwl)lvnh and longran problems to pay immediate at-
tention to the first and negleet the second, The result is that the long-
run problems are not solved and. of course, they always come home
to roo<t in the form of intractable shortrun problems,
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Representative Loxa, Iat, drink, and be merry, for tomorow vou
may die,

Mr. Lroxtier. That is why I would suggest keeping the longrun
plinning process separate {from the activities of the Council of Lico-

——nomice Advisers which cannot help from having its hands full of -
muediate, unpostponable, shortrun decisions,

The planning approach cannot be introduced at onece. A new ma-
chine has to be installed and put in operation step by step. The morve
powerful themachine, the slower the process of gaining the experience
required for its effective handling.

Of all the examples of eflective planning which T have seen. the
hest can be found in the =mall country of Norway, which incidentally
is a demoeratic country with flourishing private enterpri-e. 1t offers
a picture of even progress, of a modern economy propetied forward
by private initiative, and guided by a very visible publie had,

Representative Loxe, 1ow long have they been carrving on their
plan in Norway. Mr. Leontief !

My, Lroxrier, They strted at the end of World War I1: that is,
NENY years ago,

Representative Loxa, May I depart for a minute from what we
have as our establizhed procedure here to pursne this Norwegian thing
for a minute. How is this problem of heing sure that yon do not go
into a planned economy when you are doing planning, which is really,
as Mr. Hagedorn pointed out, and I think was pointed out by onr
witneszes here yesterday. a real problem? How do we really zeparate
this thing, beeause it is a danger. it is comething that everybody is
seared of and T think scared of with reason?

—Now, how have they done that, and how has it worked under the
Norwegian process?

SEPARATION OF PEANNING T'ROM PPLANNED

M, Lroxtier. From the tine our Government wax fir<t establizhed
200 vears ago. gatheringand assimilation of u-eful economic and
technieal information has heen reengnized to be one of its important
responsibilities,

With inauguration of national economic planning in addition to
publishing comprehenzive. up-to-date information on the actual state
of the cconomy, the Government will also provide svatematie projec-
tions deserihing what it expects or, shonld one =ay. intends, the =tale
tobe 2 Fand, sav, 6 vears from now.

Most Targes many nrkldle-sized. and even sone small businesses
prepare such cconomie projections themselves or purehase them from
independent private consulting organizations<. Wirthout—sueh back-
gronnd information, how can they formulate their own corporate
prsOlivial overall projections can bhe expected to be utilized by
corporate planners in the same way. The only ditference heing that
these can be expected to he mueh more comprehensive, internally con-
sistont and beeause of that, more reliable.

When it comes to the question of plan fulfillment. let us not forget
that about one-third of goods and serviees produced in this country
are being purchased direetly by the Government. By obeying the in-
junetion of its own planning body, it can thus make a major contribu-
tion to the realization of a national plan,
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Those who object to planning beeause it means governmental inter-
ference seem to forget that the Government atfects all aspects of the
economie life of the country, now, without any plan. It does so in a
rather unsystematic, haphazard fashion.

By coordinating its various moves, by making them mutually sup-
porting rather than permitting different agencies to operate at cross
purposes—that is, by proceeding in accordance with an internally
consistent. plan-—the Government should be able to achieve much bet-
ter results with less, rather than more, unnecessary interference.

Representative Loxea, Thank vou, It has bheen most interesting, Mr.
Leontief, and the committee is appreciative of your views.

Mr. Hagedorn, you expressed a view contrary to that of Mr. Leon-
tie s and My, Nathan's with respect to the suceess of planning in some
of the countries abroad. [ understood Mr. Nathan's statement and
Mr. Leontief’s testimony to be that they feel that these have been
perhaps even more than just modestly suecessful. and vet that they
have heen able to do it with not only not a planned society. but really
with perhaps giving more freedom than we have done here by the hit-
and-miss type of operation we have,

Do vou have any further comments on that? And I would like
perhaps to get the comments of all of the other three.

Mis Hacepors, I was speaking of the three commtries that T men-
tioned—France, Japan. and the United Kingdom-—which tried plan-
ning back in the 1910% and then tried it again in the 1960%,

Now, I think largely in those conntries what happened was that
after a vear so, nobody paid any attention to the plan, either in the
Government or in the private sector. The planning system cannot
be deseribed in those countries as either a great disaster or a great
success. To a large extent it was a nuility in all of those countries. Tt
was Just comethine that was forgotten and done as an exercise,

Representative Lova, Mr. Nathan,

Me. Hacenorx. This may be different from the experience of others,

Representative Loxa, T think Mr. Nathan has a considerable amonnt
of evperience, Anidl T wonld add one comment. Of course. when vou
are dealing with figures here. you are not even sure that the basis is
a trne comparison, but T made the point vesterday that just looking
on the face of them. and there might be some distinetions that T do
not realize, that the unemplovment in France at the current time, in
spite of the fact that they had substantially more of an iinpact of the
impartation of oil in this whole situation with this dramatic increase
in the price of a hasie commodity, this most basie of commodities
nearly other than fond. that they were more dependent on the Arab
Nations than we were, and that their unemployment, at least accord-
ing to the ficures T have seen, is about 30 percent lower than it is in
the United States. T do not know whether there is any relevaney be-
tween this and the fact that they have been doing some planning. and
[ do not even know that the ficures are true comparvison figures.
Weanld vowlike to comment on that. My, Nathan?

Mr. Narman, Yes. T think it is o stranee thing for people to he so
fearful about plannineg heeause of the damage it might do. When
we lonk at some of these conntries, it is havd to see (he effects of total
plannine, beeause they do net do total planning. Therefore. people
sav. well. they are not doine anv plannine, or thev are icnoring plan-
ninge, and plannine i< a failure. T think we get mixed up between
ideology on the one hand and planning on the other.
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PLAN WITHIN IDEOLOGY

I know of no country that has pursued planning, detailed, super-
ficial, philosophical, conceptual goals, or what have you, that Thas
become a totalitarian country because of planning. 1 think the ideology
is there, and you plan within that ideology rather than the ideology
being determined by the planning process.

Representative Loxg. I think that is a very good point, and what
we here should remember is that we are working within that context
of what your political ideology is and economic ideology, and we can
do it within that context without running into the danger.

Mr. Narian. Absolutely. I have worked in some 30 countries,
mostly less developed, though not all. T find that when you try to help
them plan, when they are socialists, they stay socialists, and the plan-
ning is usually worse than if they believe in a certain amount of free-
dom. You help them plan within that framework. And I do not think
vou change their ideologies by the planning process per se. Sometimes
vou ean make them see certain things that they otherwise do not.

But, let me just take a minute about France. IFrance came out. as
we know, of World War IT badly destroyed in every respect. The
kind of planning they did in the immediate postwar period was far
more penetrating than what they have done more recently, hecause
there was a2 need for resource allocation, resource mobilization, ve-
source expansion, and 1 think they did an excelleet job.

On the other hand. in recent yvears, they have maintained this meeh-
anism which has probably intervened far less, but has had, I think.
some continuing success.

Sweden has had planning for a long time. and T will be there in
about 10 days, and then T will be in Norway for a while, a couple
or 3 weeks from now. and I think these governments, without trying
to regiment their economies, without trving to own, without tryving
to control, have had a wholesome influence.

Japan has not had its fantastic growth rate and very high invest-
nment rate just by chance. Tt is true that it is a different society. They
have far more of a sort of joint effort hetween large business and the
Government than do we, and they believe in cartels and they believe
in quasi-monopoly, if not monopoly. But this is well thought out aheard
of time.

I could take vou to a place like Korea. Under Rhee there was sup-
posed to be a free enterprise system. But it was about as lacking in
freedom as anybody could coneeive. There was no plan, and the econ-
omy was stagnant. Then came a big change. They have now had some
axcellent planning there and that country has had a growth rate that
is quite phenomenal. It had an export growth rate of 10 pereent a yvear
compounded, which is unbelievably high. Tn 1960 Korea's exports—
South Koreca—were $30 million a vear. and this past yvear they were
¢4.5 billion: from 30 million 15 vears ago. .\ lot of planning took
place there. but it was not the regimentation. it was not the detailed
planning, and the Government does not own facilities. but it does
direet the flow of evedit, ineentives, organizing, and whatever.

And we ean lTook aréund and we can look at Taiwan and we ean look
at Korea, and Singapore. and we can look at Malaya and some coun-
tries in Latin America and. there are a lot of countries that have
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benefited by it. But again, I say a lot of people say. oh, but they are not
really planned because the nature and character of their plans are
what people sort of do not want.

Representative Loxa. The very danger that everyone is scaved of is
the fact that they did not go to that extreme in it and is in many in-
stances, in my opinion, looked upon as a failure in the planning itself.

Mr. Natran. That is correct. Surprisingly, yes.

Representative Loxa. That really surprises me. T know that you have
had some experience other than in your constituency that you have in
Norway, Mr. Leontief.

NATIONALIZATION

Mpr. LeoxTier. Planning has very little to do with nationalization.
Nationalization in a free country usually comes when an industry
finds itself in trouble, and private enterprise does not want to run it
any more. Nationalization is a rescue operation of the last resort. The
healthier the economy, the less likely will it be necessary for the Gov-
crnment to take over the railroads, utilities, and so forth. Planning,
like good piloting. shonld make it possible to keep the economy on an
even keel, guiding it through dangerous shoals even in stormy weather.
IFar from opening a path toward Government takeover, planning can
safeguard the health of the cconomy as a whole and all its separate
parts, thus reducing the threat of insolveney and eventual national-
1zation,

Representative Loxa. Would vou agree with this point? T am one of
those that belicves that the very fact that we have not done any plan-
ning is one of the things that is responsible for Government interven-
tion that we have had to the degree that we have had in the last few
vears, and that is going back to what My, Keyserling was talking about,
Tn many instances. we have come on the short-range hasis to take cave
of an emergency. And sitting on the Rules Committee in the TTouse as
T do, it is always surprising to me to see how many pieces of legislation
come through that committee, before going to the floor of the ITouse
of Representatives, called emergeney legislation. We emergeney this,
emergency that, emergency this, and we go from one to the other, and
we have got ourselves involved without any cohesiveness as to the rela-
tionship that we want in one to the other in operating to the degree
that it has become nearly a controlled economy by Government inter-
vention, by treating emergencies and treating svmptoms rather than
thinking out beforehand on how the Government can stay out of these
things and allow people to look at the long-range objectives.

Mr. LroxTtier. One of the principal arguments against the introduce-
tion of national economic planning in the United States is that it was
tried in other countries and supposedly, it did not suceceed. First, in
some of these countries such as the previously cited Norwegian exam-
ple, planning has worked verv well. Second. even if the planning ap-
proach has met with difficulties in other countries, there is no reason
why we must make the same mistakes. Many new ideas originated in
the old world but were brought to full fruition here in the United
States. The first automobiles were built in Eunrope, but it was this
country that created the modern automobile industry. It was the Rus-
sians who launched the Sputnik, but it is the .American know-how—



the American capacity for organization—that will make it possible
to launch the Space Shuttle next year.

Planning is one of the most diffienlt tasks that an advanced society
an undertake, but it is also one of the most rewarding. This country
possesses the eapabilities of accomplishing it,

Representative Loxe, My, Keyserling, it has been an hour and 15
minutes sinee you had an opportunity to say anvthing., What ave
vour comments on what has been going on here for the last hour and
15 minutes?

Mr. Kevsenvixa Mayhe Tean make up forit, )

In the first place, while T have not had anyvthing approximating
the experience of Mr. Nathan in working in detail with other conn-
tries——I have done most of my work in the United States—there are
some advantages in observing other countries from the outside, and 1
have alzo done some work with some countries. 1 think I amm quite
familiar with the situation in most of the countries in Western Iourope,
including the Scandinavian countries, with the situation in Japan,
with the situation in India, and Israel, which gives vou a pretty varie-
gated example,

[First. T would repeat what Mr. Leontief said, that vast dissimilar-
ities in conditions in the United States and other conntries should lead
to vare in making comparisons. T have seen these comparisons misused
almost as often as they have been properly used.

VALUE OF DEMOCRATIC PLANNING

Allowing for that, I would make a generalization. Practically all
of the countries { have mentioned, and I wounld have to exchide Britain.
which has not been successful for a varviety of other reasons, but
taking Western Europe, taking the Scandinavian countries, taking
espeelally Germany, and taking Japan. they have all illustrated the

Cimmense value of democratic planning, which has néthing to do with
totalitarinnism, and I think they all ofler an immense example for the
United States. We hear a lot of things about them that are not true,
and I remember, as to Germany, when the then Chaneellor of the
Lixcheguer Ehrhiart was over here, he was making speeches and every-
body in America was interpreting them to teach Amerviea the lesson
that we could succeed better if we even got rid of all government inter-
ference and let freedom have its way. But there was no meeting of the
minds as to terminology, and the German cconomy, which EKhrhart was
deseribing was, and always has been. because they are a disciplined
people. a much more planned economy than we have been. T will not
o Into precise examples, but they certainly effectuate much more
central control of the flow of credit and the banks than we do in the
United States, and they have a much more planned economy than we
do. And they have made a marvelous record.

L would like to tell a little story about France. When T was on the
Councit of Economic Advisers during the Korean war, and [ think
we were doing a lot of planning then, and a Tot of the Freneh pro-
ductivity teams came in to sce me, and T showed them what we were
doing :nd how we were planning for materials and the building of an
industrial baxe and the allocation of all of those things, I said that
some of these approaches would be needed later in peacetime. "Fhey
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would not. all be needed, but T showed them the process, and they
heeaime very impressed. And 1 beeame, as soon as 1 got out of the
Government, a consultant working with the Ifrench Government, and
I was over there, and I was with them in some of the very carly stages
of their indicative planning, which has been a success. ~

Now, the point ()lPthc story is not to say what I did, but that later
on, when President Kennedy beeame President, there was a great deal
ol concern about the slow pace of economte growth and the high unem-
plovment and so forth, And 1 said why don’t you send some of your
Council of ILconomie Advisers people over to see what France is doing,
And they went over to see what France was doing, and they came back
with the report that well, that may be good for France. but it has
nothing whatsoever to do with the United States. But they learned
some of it from us, 1 am all for that kind of planning, with proper
adaptations.

PLANNING FOR THE FUTURE

If T may say o few other words about some of the things that have
been brought up. I listened to what has been said here, suggesting a
dichotomy between short-range and long-range planning, supporting
I will not say a preconceived but a prearvived at view as to agency
structure. Nonetheless, there seems to be almost complete agreement
that you cannot really separate the two. There is no way better to
Hlustrade this than what you said, Congressman Long, when you
referred to the mess that the agencies ereate when they come in with
short-range cmergeney, improvised solutions and forget about the
long range, The very meaning of planning, for we are always acting
in the present, we can never act in the future, the real meaning of
planning is what you do now for today relates to a longer time pattern,
at longer time perspeetive, And what we expect to do tomorrow must
build upon what we do this year, the next year, and over the longer
period for several years.

Now, the examples of private planning have been considerable. It is
inconceivable that General Motors or any of the great business or-
ganizations that we talk of as doing planning, would have a dichotomy
and a separation between short range and long range. They are taking
a look at the whole picture. and they are looking as far ahead as they
can. and they are concerned about 1t today, but they put the two to-
gether. And in a family, they have got to have planning in the short
run, but they would not turn to one person to define that and a different.
group to lay out the plan for the long-range future. as to how they are
going to have money to educate their child 20 yvears from now. It has
all got to he part of one plan and program, or you get the mess that
vou have got now in government policy.

CENTRALIZATION OF STRATEGY

Now, you come in that connection, and may I say that, in the years
that T have been shedding blood in favor of economic planning, I have
pointed out that planning will involve many savings. Nothing would do
niore to weed out the duplication of government agencies, and that is
why I would be so unhappy to see planning starting by creating a new
ageney, nothing would do more to weed out the excess in government



174 :

and the cross-purposes and duplications of agencies than to have a
centralization of strategy, anc that is what planning is. In the name
of trying ev vnthm;:, in the late war against poverty, we set up thou-
sands of organic units at all levels of government and elsewhere. But a
planning unit could say, look. there are five strategic things that the
Govermment ought to do, and you would have a more eficctive war
against poverty, L and vou wouldn’t be organizing chaos in the name of
p.ntn-lpatlon. But T wasnot heeded, and see what happened ? We ought
to have hrought the things together, and there were only four or five
things that needed to be done.

CONGRESS MUST SET MANDATES

Let me take the related matter of organization now, I realize that
at this carly stage nobody is mmmltlod finally to any pattern of
organization. It is exploratory, it has got to be Jooked at. But I have
spent 20 years in government, and 22 subscquont years watching the
Government closely, as I am mostly concerned with publie poh('v i
believe that, just as in our law procedure and substance go together.
~0 i government. administration and substance go together. I do not
primarvily care whether we have the Council of Iwnnmnlo Advisers or
some other ageney in place of it. T have no vested interest init. T do not

are whether we' have an cmployment council instead. and T do not
sare whether we set up something new or build on what we have got,
Bat T cannot follow the : u;znnwnt beeause the Couneil of Iiconomic
Advisers has fallen down under a plenary Employment Aet, and no-
body has talked about its falling down more than me, that we should
cot up another agency which would have to do essentially the same
thing as what the ('mmml onght to do if it continues to exist.

Now, let us take that :n';zunwnt a little bit further. T am even more
disappointed and dismayed with the operation of the IFederal Reserve
System than T am with the operation of the CIE.\ under the Employ-
ment Act. Should we set up a second Federal Reserve System? T am
more disappointed with the way, and I worked 9 years in the housing
field. and drew most of the basic housing legislation and drew for
President Roosevelt the Exceutive order that put them together into
one ageney, I am as disappointed as anybody conld be with the oper-
ation of the Department of ITousing and Urban Development. They
have piddled away and defied the act of 1949, which T drafted for
Wagner, Ellender, and Taft, So. what are we going to do, set up an-
other ageney beeause we have lost confidence in them? And T could
carry this on ad nauseam. T think the Congress has to set certain man-
dates, T think it has to design the confines “of planning that go bheyond
what agencies should decide.

\m\. if one is interested. and sometimes economists get. a little bit
interested, if one is interested in more and more economic studies com-
ing out, and they are intevested, they are delectable. people can write
articles about them, more congressional hearings with more studics.
that is one thing. But that is not good government. If yvou have two
planning agencies, the reports under both concepts have to be ap-
proved by thoe President and o up as the President’s report. They
both have to deal with very much the same subject matter. Now, how
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could they not be consistent if they are hoth going to be sent up by the
President at the same time to the same Joint Iconomic Committee ¢
They are both the President’s program, so if the President sends up
two programs instead of one, he cannot say one is going to deal with
O vears from now and another is going to deal with now. If they are
inconsistent, then this is the very antithesis of plamming in the exccu-
tive branch. and how could the executive l)mnc}l send to the Congress
two basically inconsistent programs for the Congress to proceed at the
siune ! N

So I hope that the questions of organization will not be considered
as subsidiary questions. Organization and performance are intimately
related in a Government. which now has—and let me say something
about the gathering of information, if T may. I disagree with Profes-
sor Leontief. We do not get too little information. We ought to have
half as many people in the Government as we have gathering infor-
mation. They are running into themselves, and it is running out of
their cars, and half of them are doing nothing. The number of statisti-
cians and research people and cconomists scattered among the count-
less agencies is fantastic. The trouble is thev do not realize that even
pure seienee and research needs to he guided by a question. Somebody
has got to be asking the questions,

Representative Loxa. That is just what I was thinking.

Mr. Keyseruing, And when a scientist asks a question, the great sci-
entist first asks a question and first has a hypothesis.

I am president of a nonprofit, nonpartisan private work group that
works with four, five, or six people. I do not have 60, 600, or 6.000
people on my staff. and I have made studies of all of these various sub-
Jjects which I think are pretty responsible studies of the application of
the planning approach to agriculture, to transportation, to housing,
and to other things. And when I turned to the Department of Agricul-
ture, which had thousands or tens of thousands of research’ people, I
could not get the information I asked for, because with all their work,
they had not even asked the important questions. And when I turned to
tho Department of Comierce, I could not get the figures on income
distribution as of that time, because they had not thought that was
important. enough a problem to gather statistics on. And they did
have one very able girl who has passed away since. but it frustrated
lier. So the problem was having somebody who could ask the questions.

Now, I do not see a planning body as a huge agency to spend $250
mitlion or sg™a year more on giving economists jobs to gather infor-
mation without knowing what they are gathering it for, I see a plan-
ning ageney. whether it is the Council of Feonomic Advisers or some
new agency, but not hoth, being an economic general staff that certi-
fies to the large seale departments what kind of information they need
from them and what kinds of questions ought to be asked, and get that.
information from the specialized, the larger agencies, not build up
their own staff. The C('ouncil of Eeonomie Advisers should have heen
saying to the Interstate Commerce Commission: Is there any connee-
tion between vour detailed regulation of railroads and onr broad com-
ponents of what kind of a railroad system we need for the kind of an
cconomy that we want? Now, the same thing as to the Department of
Agriculture,
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SMALL PLANNING AGENCY

So T see a small, a small planning ageney performing the overall
function of providing a unified economic and social budget. T do not
care what you eall it, performance budget for the American economy.
but obtaining the detailed information and help from the mass agen-
cies and directing and stimumlating their research and activity along
Fruit ful lines by relating to the whole.

Representative Loxa. Mr. IHagedorn, Mr. Kevserling in his prepared
statement and also in his remarks intimated or suggested. ™I guess
nearly asserted. that the current administration has nearly or de-
liberately brought abont this high unemploviment. and low pradue-
tion in order to contain the inflation problem. What is vour view on
that 7 Do you think this was a deliberate move on the part of the pres-
ent administration? :

Mr. TTacgepory. T think the current situation has ta be viewed in
the background of a long series of economic mistakes that have been
made, ,

T would date this process roughiy back 10 vears. to 1964, the begin-
ning of the “new economics™ at that time,

And T might say that T want to put myself on record as agreeing
very strongly with hoth Mr, Kevserling and My, Nathan on the fal-
Incy of the tradeoff theory, that vou can trade off unemployment
against inflation. and that you can have lexx of one by having more
of the other. T think that has heen one of the great fallacies that has
nisled national economic policy for at least the last 10 vears,

Representative Loxa. There does not seent to be mueh question about
that. And that is the policy that is heing followed today. is it not?

STOP AND GO ECONOMY .-

Mr, Haceporx, Well, the poliex that has heen followed more or less
continuonsly over the past 10 vears was to stimulate the economy with
the feeling that well. vou know. we have a margin. and we do not have
to worrv about inflation until that marain is used up. Then suddenly.
you find that the economy is running inte an overheated period. and
then people step on the hrakes hard in the other direction. And we
have had this stop and go ecconomy for the last 10 years,

Now. T do not think that you are ever going to have an economy
that does not have come degree of fluctuation. But what is of concern
in this process that has occurred ronghly in the last 10 years is that
both the problems of unemployment and inflation scem to get worse
inaseries of waves, T might say look at the unemplovinent problem first
of all. Over the past 10 yvears, we had what is ealled a minkecession.
if vou will forgive me for nsing that jareon. in 1967, We quickly got out
of that. Then we had a recession in 1970. T wonld sav an ordinary.
aarden variety type of recession, . .

Now. we have this time what vou might call a maxirecession. and it
is that process of getting worse continually as it vecurs that is starting
to worry peopleas to what happens the next time, '

Representative Loxa. The peaks are getting higher and the vallevs
are getting deeper. '
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Mr. Hageporx. And the inflation problem the same way. Tt has oc-
enrred in waves. A fter the stimulation of the economy with the across-
the-board tax ent in 1964, you did get a faster rate of ecconomie activity;
and also in 1966, you began to run into an inflation problem. s we
look back, you know. it scems almost comical that we were worried
about an inflation of 3 percent, compared to what has happened since.
But we were worried. and what happened ? Well, the Federal Reserve
Board stepped heavily on the money supply. and we had a very slow
growth of the money supply in 1966. We had a eredit crunch, we had
honsing rednced to a very low level, and we got into the minirecesston
of the next year. We got into the minirecession. and evervhody reverses
over to the other side. And it has heen that process, And the result of
it has been that the problems of both inflation and unemployment keep
getting worse. o

Now. we happen to be right at this moment in a position where the
unemployment-problem is at a maximum or close to a maximun.

Representative Loxa. We hope,

My, Iacenonry. Yes: close to a maximum. T would guess for this
year, whereas the inflation problem is receding. Now. are we going to
stiddenly throw all of the weight over onto the other side of the ship?
You know, looking at the spectacle of the wav economic policy has
heen made over the past 10 years in this country. it gives me a picture
of. say. an exenrsion boat, and all of the people aboard it crowd on
say the Teft-hand rail to look at something they see over in that direc-
tion, and the boat starts listing in that direction. And the captain gets
panicky when the boat started to go over there. and the captain shonts
to them: “Evervbody over to the right-hand rail.” So evervhady runs
over to the right-hand rail, and the boat starts tisting in that direction.
And it keeps going on and the boat goes back and forth, and each time
it dips down in one direction or the other, and cach time it dips a little
further, and some kind of a eatastrophe lies ahead for that boat. And
what the captain onght to be doing is saying. please try to keep in the
middle of the hoat. or distribute yvourselves around the hoat. don't
crowd on one side or the other, rather than encouraging this process
of going from one <ide to the other to correet the problen as perceived
in the immedinte present.

Representative Loxe. And that requires some planning to get them
allin the middle of the boat ¢

Mr. ITacroonrs. That is vight. and the action by the Federal Reserve
System and the fiseal action by Congress, not rushing toward stim-
ulation. all-out stimulation one vear, and all-out restraint the next
vear. That is the sort of thing that has got us into our macrocconomie
problems.-

Representative Loxa. Thank you.

Senator Javirs [presiding]. T must apologize to vou. but T am the
ranking member of the Labor Committee, and we had an executive
meeting upstairs, and T simply had to absent myself.

I would like to thank you on behalf of the committee for the time
and attention you have given to your testimony. And I have just one
or two questions to axk.

First, let me say. Mr, Tlagedorn, that T think T like very much vour
description of the bill. T would like to pick out twe. nat for the pur-
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pose of repeating them, but solely so that they may be highlighted in
the testimony. |

Yousay in your prepared statement in describing the bill: “Machin-
ery that compels a carveful serutiny of Gover nment actions in the light
of their long-run effects could bo helpful.” That, of course, is w Nat
Senator I[umplnv\' and T have in mind. The (lvsmlptmn again, the

same idea, “The most that planning can do—and it is considerable—
is to bring forceably to the attention of the decisionmakers the long-
run llll])]l(' ations of the decisions they have to make.”

I think that expresses very well our feeling. It expresses obviously
Mr. Nathan's feeling and I think perhaps in the general principle
of a bill, as Leon Keyserling suggested.

Now, could we have from you witnesses, and you are all very con-
sequential people in your own right, any consensus on the following:

Mr, Keyserling bllgg(‘Hts that we ‘ought to lLave one admin-
istering agency—to wit, the Council of Fconomic Advisers—for short-
.m(llmw range policy planning. e isshaking his head.

M. Kevserrixe. No.sir, [ sce one ageney, and 1 do not care whether
it is the Couneil of Lconomic Advisers o a new agency.

Senator Javers, L understand. Good. A single ageney for Loth fune-
tions under the EKmployment Act of 1946 and our bill, correct 2 That
1s your point?

Mr. Keysereixe, Under the functions of the mployment et as
those functions would have to be if it had not been rendered meaning-
less, Inother words. a fultillment of that job.

Senator Javirs. Right. Now, would vou agree with that?

Mu. ILaenory. Let me say I would not make a matter of principle
out of the machinery. 1 have devoted my thinking more to the sub-
stance of what the planning process should be than ‘the organizational
machinery for carrying it out.

[ would say, though, yes; I share the qualms about the prolifera-
tion of numerous Government agencies, all of which might be doing
the same thing, in which case thev are unnccessary, or mwht be wor l\-
ing at cross-purposes, in which case yon could do (l.lm.uro. And, in
general, Senator, and I mean this to be a helpful comment, the complex
1n.1(-lunm'v that you have proposed in the Humphrey-Javits planning
bill scems to me very, very cumbersome. You are going to have a
planning board. a council on economie planning, an information com-
mission, an advisory group. and then the process is to he referred to
the 50 Governors and they are to farm it out to the localities. T don’t
Lknow what kind of a horse a process like that could design. I think
vou are more likely to tuwrn out with a camel than with a horse,

I would not make it & matter of prineiple on uny of these comments.

Senator Javrers, Thank yvou.

M. Iacevory. T am offering them for what they are w orth.

Senator Javers, Mr. Nathan,

Mre, Nariax. T do not think the mujor issue is whether it is one
or two organizations, but I am convineed that vou are going to have
to have some ilifferent. kinds of pvoplv doing these tasks. 1 agree with
Leon Keyserling. that the long and short interrelate, beeause shortran
achons and ])Oh(‘IOS that take no consideration as to where you are
going or where you want to go. can get you off on a bad tangent, And
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also what Mr. Hagedorn says about false starts and up and down and
fast and slow alternatives. is correct,

But on the other hand. if you are going to really probe into the
hasic problems, there are certain characteristics of the analytical proc-
ess which are different from policy formulation and policy implemen-
tation and coordination. No matter how hard you work at. it, you are
going to have certain ad hoe things that have to be done, and they .
ought to be done in the perspective of goals. But that is not always
possible. You know, sometines you have got. political considerations.
You do have-some alternatives which are not really clear in terms of
the basic perspective one seeks, and I have had a lot of experience in
a lot of countries where we had a 5-year planning group that was so
ivory tower. in nature as to not know what is going on. Then their
plans are just a lot of paper that gets filed on shelves.

On the other hand. if you have the basic planning function done
well, often you find these people are just not very good on the give-
and-take of policvmaking and experition. It is all or nothing. In
other words, either we get 100 percent or nothing is worthwhile, In
reality of life, and in polities and in government and in business,
sometimes vou have to take 60 percent rather than nothing, or 80
pereent. There will be poliey coordination and poliey cross-fertiliza-
tion that take certain kinds of operating mancuvers, if I may use that
word, not in a pejorative manner, but in a constructive way. I think
that the kind of people one would need in poliey formulation and
poliey coordination have to be a little faster and u littla more flexible
perhaps, and a little more imaginative than the planners. On the
other hand, vou do have to have planning people who.do not work
as fast, who can probe and dig. and be thorongh. T do not care whether
that planning funetion is part of the same hody that has the policy
and coordination role, or whether it is separate, but they obviously
have to be interrelated.

In many countries. T have scen established a national planning
commission or a_national planning cabinet post, that does the longer
run: planning. You have an economic and social council that really
includes the cabinet. It says to agriculture, what is your price policy
on this, and how does your policy fit? You have the two mechanisms
and it works very.well us long as the one ties in with the other, whether
they are in the same ageney or whether they-are separate, but they are
meaningfully pulled together by the chief exceutive or vice president
for economic affairs, or whatever it is. There has to be an interrelation-
ship, but T also think yvou are going to have somewhat different
people for these different tasks.

Tagree with Leon Kevserling that you o not need a phenomenally
large bureaueracy and that vou ought to call on all agencies to par-
ticipate, The worst thing in the world is to have a planning body
that does all the planning itself.-If you have that in the White TTouse,
or wherever it is. Interior is going to sav. boy, vou are not planning
for me and when that plan comes down T will nav no attention to it.
or Agrienlture or Commerce or Treasury will have that attitude.
Mo yvon want to bring them into the process so that they play a part of
planning and implementing. You arve going to have to have a reason-
able number of first-rate people on this particular job wherever it
islocated.
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Mr. Kevsereiza, May I make a point?

Senator Javirs. 1 will come back to you in a minute. This reminds
me of the fact that Mr. Kevserling made it clear that e expeeted
whatever we did to be mandated on the Federal level as a matter
of basic policy. That ix, you were saying that the Federal Govern-
ment, as far as you are concerned, this is the policy of the Federal
Government once it is turned out to the Congress and the President
approves it, et cetera, so that you would automatic ally then answer
your quostmn about a Government agency. and Government agencies
\\oul(l. insofar as policy binds them, participate. and olnmus]v it
is not substantive law in that regard, but they would be bound.

Mr. NaToan. But then if it were spelled out very precisely—it is
n\\inllv hard to mandate principles, you know—you conld mandate
to the Administration that they have to set up this kind of an organiza-
tion. with this kind of a statf. with this kind of a strueture, with this
kind of personnel and so forth., Even so, they can frustrate it. T
honestly believe the violation of the Kmplovment Act of 1946 is abont
as illegnl an operation as T can imagine. But I favor mandating to
the fullest extent possible. But you should not have any illusions
that the executive braneli is always going to follow in detail, because
everv time vou put a tax on, som(-lmd\ ]vnm how to evade it or to
avoid it,and it isa constant process,

Senator Javres, Mr, Keyvserling,

COORDINATED AND INTER-RULATED AGENCY

Mr. Kevseenine, T just want to say one word more on what Me.
Nathan said. beeaure T agree with him and T think he agrees with me.
because toward the end of what he said he said obvieusly the two have
ot tabe coordinated and interrelated.

Now. under the current, proposed strueture in the TTumphrev-Javits
bhill. and the enrvrent structure of the Council of Feonomie Advisers,
thev would not be interrelated except in two senses, exeent in the sense
first that hoth of them do have to emanate from the President. but
sinee thev were not otherwise interrelated, von wounld have two ton-
lovel, ambitions ageneies coming b with different results and the
Pre<ident would have to sot up a third acency, and T am not joking
in the White TTonse. to decide between the two. And there is a lot
of that voing on. heeanse of the duplication. and we all know ahout
the problem of the third government in the President’s oflice. Sa
that worries me,

Now, T aceept Mr. Nathan's distinetion between the kind of ])ooplv
whe have to act and ihe kind of veonle who have to induloe in sort
of the lone-ranee researeh and thinking and the perspective. but T
do not make a demareation between acting in the short run and acting
in the lone ran. T make a demareation betwene two tvpes of functions,
T think vou bave to have in one nlace the peaple who will devise the
ceonomie poliev, send it up to the Congress throngh the President.
fusine the short range and the long range. And then ancillary to that
T would not eare so much if that was a separate agency, but probably
should be in the same agenev. a group of people doing the kind of long-

range studies and so forth that the National Resource Planning Boar «
did. And T think they would be a different type of people. but that is

.
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the demareation that I would make. and I would prefer to put them to-
gether under one direction. But in any event, short range and long
range cannot be separated or covered by two different a«rencws -

\mmtm Javrers. Thank you very much, Mr. Keyser hnlr

Gentlemen, not only the committee but the country is very grateful

to vou.”And as was demonstrated from the reference to the ¢ onsolidated
hook on the budget. we are planning now, except that it is neither or-
ganized nor articulate, and that is 1(-1]]\ what we are talking about.
] am confident that whether it is the IHnmphrey-Javits bill or any other
bill. it is going to happen and you are tremendously helpful in respect
of the direetion \\1]1(‘11“1]\ kind of pubtic policy has taken, We are very
gratetul to you.

‘T'he committee will stand adjourned. subject to the call of the Chair.

| Whereupon, at 12:40 pan.. the committee adjourned, subject to the
all of the Chair.]






APPENDIX

MONOCULAR PLANNING: INFLATION CONTROL IN THE CONTEMPORARY US.\

(By Robert F, Severson, Jr., and Abraham J, Simon!?)

Washington administrations have a tendency to deal with inflation, unemploy-
ment, and other such economic ills generally through short-run poliey manipula-
tions. For examjle, the Nixon P’hase I and other subsequent attempts to deal
with inflation have been based implicitly on the assumption that we need over-
come only short-term abberations. Our inflation problem is instead the result of
long-term structural changes in the American cconomy., Where inflation was
once useful and used as an implicit toot for combatting other economic itls such
as unemployment, it has become a major malady itself. Unconsciously, we have
relied too much on this single tool, with results contrary to what we were trying
to achieve. Our continual reliance on this one tool puts us in company with the
carpenter who uses his hammer to cut boards into proper lengths,

We use intlation to fight unemployment because we believe that allowing
some inflation enabels us to squeeze out higher levels of production from an
cconomy that underutilizes its productive capacity. We recognize that our
cconomy is so structured that we have to “tradeoff' some price stability to gain
higher levels of employment. Prior to our current experience, the trade-off
inflationary costs we incurred appeared to be worth the employinent benefits we
were seeking,

In dealing with our new inflation problem, unfortunately, the antithesis is not
a simple reversal of accepted practice. Encouraging unemployment in order to
reduce the level of inflation is an unpalatable economic solution for the Xmerican
society, However, such unthinkable solutions are being considered.?

The classic eaxe for inducing unemployment as an anti-inflation moeasure
presumes that increasing unemployment might inhibit wage demands. However,
it is possible to demonstrate that an imperfect market structure, coupled with
labor's expectations of stabilizing monetary and fisenl policy, does not weaken
wiage demands, even in the face of increasing unemployment.

Increasing levels of unemployment are also supposed to serve as an “incentive”
for greater productive effort from those who remain employed. While such an
outcome is possible, it does not appear that greater productivity is realized
during the initial stages of a downturn in economic activity.! However, rising
unemployment cannot claim the virtue of increasing overall efficiency and
production once we account for the increasing ranks of idle labor.

One of the keys to the solution of our inflation puzzle lies close to this pro-
dnetivity-efficiency nexus. There is need in a static and a dynamic sense for a
policy instrument that prevents the erosion of old productivity gains and pro-
motes the development of new productivity gains. Need for increases in overall
productivity cannot be met with an antithetical inflation policy which induces
unemployment and inhibits productivity-increasing investment.

Nor is the use of a price fixing authority a satisfactory device for achieving
thix overall productivity-cficiency goal. A highly industrialized economy contains

1 The authors are, respectively, professor of economics at Central Michigan University
and axsistant professor of economics at Rutgers University, Camden, N.J. 05102 (Depart-
ment of Business and Leonemiesy,

< Not to be quoted without permission by the authors,

*eDepression May De Needed To Solve U8 Problems<" i an item that appeared In the
Phitadelphia Inquirer of Marel 1, 1974 under the byline of Hobart Rowen of the Waah-
ington Poxt. Rowen was quoting from comments by Paul McCracken that had appeared
in the Wall Street Journal on the drastic measures needed to stem the current inflation.
Rowen alzo quoted other economistx fn n similar vein.

PRee Edwin Kah, “Cyeleal and SKecnlar Labor Produetivity in United Stotes Manuface-
turing,” Revfew of Lconantios and Statistiee, Vol. 47, No. 1 (éhroary, 19653). pp. 1-13,
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institutionalized rigidities which evolved over time to meet xpecifie socio-economice
needs. Some of these rigidities erods productivity and add to the inflation
problem., Introducing additional rigidities to the system can hardly be expected to
solve a problem which has as one of its main sources a fundamental lack of
flexibility. :

There is a need for balanced macro-economic guidance with regards to effi-
ciency, productivity, and intlation. Such guidance, if not to be ad hoe and hap-
hazard as is presently the ease when fiscal or monetary tools are used, will
necessarily involve explicit macro-economice planning. Such planning would in-
clude a tfiseal poliey-making authority comparable to the monetary aunthority
we already have in the Federal Reserve System, T'he need for this kind of
planning arises not from a particular political or ideological posture, but instead
from a realization of the failure of traditional monetary and fiseal policy to
encourage the kinds of econoutie behavior and economice results deemed desirable,

Onr disenssion proceeds along four lines: (1) the reallocative effect of a
natural monetization process as opposed to intlation per se; (2) the reallocative
effect of our refusal to allow deflation to occur: (3) the evolution of imperfect
markets in response to normal economice forces and buxiness fluctuations: and
(4) the need for economic planning in an economy containing high degreex of
narket imperfections <o as to achieve greater economic stability and to eithanee
individual economic freedom of action concurrently.

1

A national economie structure is a living thing, Tt has within it elements that
are growing, elements that have matured, and elements that are dying. Those
economies which are industry-oriented develop a special reliance which con-
tributes to further complieations: hecause of increasing specialization they
bhecome more monetized over time, As an economy bhecomes more and move
specialized, allocation of resonreex and <atistaction of consumer demand becomoes
inereasingly dependent on a system of money prices for gomds and services which
were produced previously hy the same person who was to consume them. Sueh a
process eauxes a relative withering away in the non-monetary scector of an econ-
omy. The concurrent increased demand for money is indicative of relative and
abralute growth of the monetary sector of such an economy.

For example, a century ago, we had a very small supply of money in relation
to the gize of our pobulation” At the same time, the level of living for the general
publie did not suffer from what would be considered & thoronghly inadequate
moeney supply for a given level of prices and ecconomje specialization. The reason
for this lies in the fact that people bonght fewer of the total things they consumed
in those days. They shelled and canned the peas they grew and ate, or stored
their own produetivity in the celler, Today we hire sets of different people to
grow our peas, to shell them, to freeze or can them, to store them, and to disburse
them at the end of the production and marketing chain in a no longer shiny
supermiarket. At each link in this chain we have to dishurse money to the people
performing these specialized tasks, It would be no more correct to ask these
specialists to serve without pay than it would be to ask the peas to come ripe
daily an hour hefore we sit down to dinner, Tn fact, this specialized system of
organizing production has come to he accepted as something we eonsumers want,
and as comething which we helieve to result in greater amounts of production
that could ever have been achieved under the old “self-sufficient” way of doing
things,

Hence, for a given price level, the <ize of the money supply had to inerease
0 as to accommodite the new levels of trading and the newly created producer

 Using statisties on the money supply brought together In Monetary Statiztics of the
I'nited Statea (NBER, Studiex in Business Cycles, Vol 20, Columbia University Press, 1070)
by M. Friedman and A, J. Schwartz, we find that the meney supply in 1871 was about 81
to 2.4 billlon, Some 90 years later it <tood at 214 bilion. ‘This is the M. definltion of the
moeney supply wWhich inecludes carrenev and coin in the hands of the public plus demana
and thme deposits at the commerelnl banks of the publle, During this period of 90 years
thix version of the money supply roxe from 153 to 162 times. ‘I'he money supply was
doubling ronghly every 12,4 years {since it doubled about 7.26 times during this periad),
The compound growth rate ix around 3.7¢¢. During this same perind the ponulation rose
from 39.% million in 1870 to 1705 millon in 1060, These figures are from the Statistical
thetract of T8 1067, During this same 90 vear periad the population rose about 4.5 timesx,
It< comnounad rate of growth was between 114 and 1.757% a vear: closer to the latter than
the former figure, Clearly, the amount of money In use per person was rising signifienntly
during this period. If we were to deflate money supply by some price index to arrive at
real money balanees we would find that the rate of Increase of the mouey supply for real
ax onposed to Inflatlonary needs would «till be significantly greater than the rate of
increase of population,
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interdependencies arising from specialization, If the money supply is expanded
ouly for this purpose, the system should remain healthy assuming that pro-
ductivity per unit of resource input remains at least constant, In fact, such
productivity should be rising because of rising specialization. If the money
<upply incereaxex to equal only the price of a newly monetized service, then the
popitlation will have suffered no diminution in their real standard of living. 'T'his
sort of expiansion of the money supply ix not inflitionary in and of itself, This
kind of “inflation” even has the effect of goading further specialization by in-
dividuals within the cconomy, Awareness of additional services available for
money can have the effeet of persunding individual producers to seek higher
money incomes so as to gain the wherewithal to purchase these services, In so
doing they are likely to be automatienlly and inexorably self-directed into doing
inereased amountx of that thing which yields the most money iuveome from the
least effort, In short, they will specialize to gain greater money income and in
the process will be creating more mouetized production, A populition will not
<uffer diminution but will enjoy an increase in its real standard of living if
increased monetization makes possible greater specialization in the produaction
af woonds and services, °

As i result of the process of specialization and monetization, micro-cconomie
units will e realloeating their use of resourees, ‘I'he cunmliative effect of all
<uceh actions will be to realloeate resources throughount the economy from the
nan-tnonetized to the monetized sectors, This kKitd of reallocation is a resulr
of a specialization-monetization process and should not he confused with inflation
of the money supply which is unaccompanied hy a rice in monetized veal output,
Most confusion enters when we think only of money as comething which must be
searee relative to demand and in fixed supply in order to have value; this format
is only valid in a static model, and is very misleading in a dynamic model,

Certainly, money supply has to be scarce relative to money demand in order for
noney to have vialue, But this is not the same ax saying that the supply of money
must be constant in a dynamic and temporal context, The fact is that money is
not a constant, hasnt been in the past, and will not he in the future, Neither has
the relative scarcity of money been constant over time, When there ix insuflicient
money in a system. the people within such a system find sabstitutes for the eoin
of the realm. For example, there was insufficient money available in Clearwater
County, Minnesota, at the begiuning of this century as the area experienced a
Iand and timber boom, In place of cash. merchants and their customers used
credit and “ehips” issued by these merchants, The use of credit, of course, con-
stituted a variation in the veloeity of civeulation of the medium of exchange,
However, though the “chips™ were not legal tender they did function as a means
of payment, constituting a form of money, and eaxing the “money" shortage which
had developed ina hooming econmny.

Sucht a boom does in itself foree a twofoll monetization effect on an aetive ~
ceonomy because: (1) it activates heretofore dormant factors of production and
draws them directly into the monetized economy, and (2 it realloeates to this
newly monetized arvea some of the production in the non-monetized and older
monetized arveas of an economy. In the Clearwater County example, the trees
represent the dormant factors which were being drawn into produetion by the
high level of demand for wood products in the very active national economy,
Concurrently, alternatively employable Jabor and capital were ealled into the
connty by cntrepreneurs< to help detforest the land and rearrange it into farms.
The labior to do this was coming in from neighboring areax and from other nations.
The capital to assist them arvived in barvrels and evestes in the forn of tools and
implements, And the entreprenenrial skills entered from old aveas that were
relatively more monetized to this new arca which was relatively less monetized.

A of this activization and realloeation of rexourcex resulted from an expanding
arbatt deputied for food, heusing and heating, This example illustrates the one
side of money supply expansion that is rarely well explained : the side where
rises in prices arve necdwd to bid away factors from one productive aetivity to
dnother more productive activity, Speeifieally, the resnlt of this secular process
is inereased monetized production concurrent with reallacation of resonrees,

Therefore, the simple expedient of assuming a one 1o one correspomdencs be-
tween indlation and expanding supplies of money ix, to <ay the least. misteading.”

ST Maehlup explores indepth some of the ditheultios in detining inflation and peeoznizing
it causes in his Another View of Cost-Push and Demaml-UPatl Inflatlon.” Review of Ieo-
nomice amd Statistios, Vol 42, No. 2 1 May, 1980, ’
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Structural changes in the American economy due to specialization, required
expansion of the money supply to compliment economic development, and spch
expansion was not inflationary. Expansion of the money supply without equiva-
lent expansion of monetized activity would have been inflationary. We need to
take account of this effect in our policy manipulations. That is, we need a mone-
tary policy which effectively supports developmentally needed marginal in-
creases in monhetization of the economy, while concurrently combatting intlation.

11

Understanding the monetization effect of secular movements is an important
part of understanding inflation, but it must be remembered that secular move-
went is only part of the process. Concurrent to secular movements are those
things we've long referred to as cyelical movements.” This concurrent eyclical
and secular shifting within our economy further obscures our understanding of
the process of inflation. The popular wisdom views the inflationary portions of
business cycles as relatively good, expecially if the choice is between intlation
add detlation.,” But we've also come to overlook the micro-economic Lenetits derived
from deflatton, especially when it is a short-lived phenomenon. Just as there are
social benefits derived from intlution, o are there xocial benetits derived from
deflation. :

It seems strange to speak of the “benefits” of the deflationary portion of business
ceyveles, but there are some useful realtocative functions which flow from such
~hift< in economic activity.” We have fought to keep these shifts from oceurring
on the same scale as they oceurred in the past. It is significant that our partial
winning of that battle accounts for our longer-term inflation problem and for
our continuing “trade-off” problem between inflation and unemployment. At pres-
ent it would be a clearly unaeceptable political decixion to use deflation on
signiticant scale to eliminate our “trade-off” problem. Nevertheless, bringing iu-
flation wnder control in the long run with acceptable levels of unemployment,
and withont significant detlation, reauires an explicit recognition of the realloea-
tive nature of both inflation and deflation. Such recognition emphasizes the necd
to develop new supplementary allocative mechanists for our imperfect arket s,
mechanisms which witl deal with problems once automatically solved by intla-
tion and detlation in an era of more perfeet markets.

The Employment Act of 1946 denies us the option of ebtaining the “social
benefits” of deflgtion: This policy statement institutionilized the ontlawing of any
shamificant level 'of deflation by placing a full employment poliey ohligation on the
sovernment. It thereby removed a natural function of the market mechanism. The
policy built-in a structural bias in favor of a little bit of intlation, assuming such
would always be preferable to the horrendous experience of the pre-war decade
in which detla ionary phenomenon was surfeit, This tampering with the basic
nuirket mechanism was suppoxed to have positive effects which would ontweigh
any negative effects on the American economy. For some time it seemed ax though
this new solution would serve us very well indeed, and that it would be a long-run
advantuge to the citizens of the economy. However, if deflation is disalowed in an
veonomy, there are grievous consequences unless some institution is created
within the economy to perform the beneficial functions it formerly performed.
When we outlawed defiation as o structural feature, we ereated our new economic
stability problem in the form of inflation.

oing away with automatic, self-leveling deflation also did away with the
mechanics which periodically swept away a portion of our micro-economic units.
Detlation surely wiped out the most ineflicient of our firms, and it is noteworthy
that it also concurrently took sowe tirms that might have survived if deflafions
were not long-lived. Some of these unfortunate firms would have been able to
survive if only they had timed their entry into the market =o ax to eoineide with
an intlationary surge rather than a deflationary surge. No matter. our financially

“The authors cantion against the vresumption aof peedictability haxed on the use of the
term exelienl” We are using the terms as a short-hand method to refer 1o Huctuations in
the tevel of cconomic activity.,

S The upward and downwanl movements of economie activity in o wodern fudnstrintized
ceonomy are not perfectly seunmetrieat in their impact on the economy. To us, inflation is
primarvily upward movements in prices, while deflation is primarily a reduction in employ-
ment rather than in prices,

"When we speak of the “socinl™ Lonetits of inflation ar deflation we are steescine the
soclal as opposed to the private frame of reference In assessing the economic benefits that
flow from the social eosts, This frame of reference derives from the monumental study by
ACC. Pleou, The Economics of Welfare, Macmillan & Co.
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weudk producers were put out of business and with them went the present jobs of
their employees. While deflation created the social ill of unemployment, it also
created the social good of eliminating some inefficient production units which
were allocating our resources poorly.

We have conie to assume that having inefficient productive units which employ
people is preferable to not having these units at all. That may be an acceptable
short-run notion, but as one short-run leads into another, we add more and more
ineficient productive units to our economy. Where is the mechanism to cull our
inefficiency ? Without a culling mechanism, ccterus paribus, we continually lower
productivity and thus feed inflationary fires.

The real macro-economic result of the monetary losses incurred through a defla-
tion are at least marginally desirable. Certainly, the owners of firms destroyed by
detlation withstand a monetary loss. Those wlo provided credit to such firms may
withstand a monetary loss also, On the micro-economic level, there is the real
agony of economic death; the owners of such firms have to deal with this agony.
This trauma is certainly a factor for humanitarian consideration. Nonetheless,
there is concurrently a macro-economic reality to be considered regarding the
physical assets of newly-defunct firms. The firm's buildings and equipment still
exist and can be utilized by competing firms, or in different industries, which have
not yet reached peak efficiency levels, The reallocation process is at work in such
i ease and these micro-economie failures also represent windfalls and brightened
financial prospects for remaining and new producers during a subsequent upswing
period, ™

It is at this point that it becomes obvious that if we are to have employment
guaranteed through inflationary “goads.” we must concurrently have a realloci-
tive mechanism to perform the function of the outlawed deflationary *“goad.”
Failure to have the latter can result in serious declines in productivity per factor
employed. If productivity is deeclining, concurrent with a conscious inflationary
policy, inflation hecomes a matter of great danger. It is possible that we are
bringing ourselves to the threshold of a runaway intliation such as has been experi-
cueed by our Latin American neighbors,

Our pro-inflationary view was not unreasonable, if considered in perspective of
the muost pressing and apparent problems of the Great Depression, Maintaining
stability in the value of money ix of little socinl import to a nation whose people
are unable to transfer their potential productivities to each other. The breakdown
of our ecconomie machinery was the thing to consider : a machinery that was trying
to aceommaoedate the large scale trading of the fruits of finer and tiner degrees of
speciitlization, Our macro-economic sophistication, and our ¢oncurrent depression
circumstances in the 1930's made an economic policy with an inflationary bias
toleralile, even desirable.

In our attempts to overcome the Great Depression we confused the monetiza-
tion process with its cousin inflation. Since we perceived the monetization proeess
as henefieial, our failure to differentiate between monetization and inflation led us
to pereeive inflation to be the crucial ingredient of our previous econonic suecess,
This perception was especially important during periods of downward slides in
the eyele and is in fact a recurring theme in our economie history.'*

But there was a substantive difference hetween depression-era and earlier at-
temnpts to use inflation as the nostrum to bring about economic health. Both the
mugnitude of the sickness and the degree of monetization recently achieved con-
tributed to our concerted inflationary effort of the 1930's and subsequently. Un-
fortunately, the manner in which we have used inflation has not resulted in
~ufliciently increased levels of productivity, As a result, we are experiencing more
and more the real income redistributive and social conflict costs of inflation,
and less and less the benefits of reduced unemployent, higher productivity,
and higher real incomes,

We meant to do away with the possibility of deflation by using monetary and
fixeul policies binged in favor of inflation, This was supposed to ward off economic
collapse, and may weil have done xo, We thus avowed our refusal to aceept ap-
parent inevitable deelines normal to a market pricing economy. In our drive to
provide basie security in our economy, we've tried to guarantee high levels of
daetivity by having “appropriate” levels of inftation, Dut we loxt the former

U Phis also encourages monopolization and ealls for vital econcern on how {a contraol
monepoly and have the benefits of its productive eapacity without the drawbacks of its
market power,

- TVThe Free SRitver Movement and the Dopulist Movement are hoth examples of popnlar
movements whose bellef busis rested on this erroncous perception of inflatlon,
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automatie, self-leveling, weeding-out effect of deflations by adopting long-term
use of an inflationary policy.

The peril of runaway inflation mentioned above may seem fanciful, given the
mix we have thus far concocted. One of its principal ingredients has been that
of declining productivity due_to dynamie inetliciencies in the allocation of re-
sources during continual inflationary periods, However, a further provocative
possibility must also be considered if downward movewents in prices are elimi-
nated or cushioned through a stabilizing monetary and tiscal policy,

We must bave changes in prices becauxe our resources are atlocated via move-
ments in relative , prices. With downward price rigidity, relative movemoents in
prices must take the form of upward movelaents in the price level, ‘That is, mar-
ket allocation of resources reqguires some price flexibility and with the disconr-
agement of downward changes, we are left with one-way price tlexibility, Thuxs,
even if there were no erosions in productivity, the alloeation and reallocation of
resources (in a dynimic environnient with downward priece rigidities) canses
dynamie intlation. .

Qf course, stabilizing monetary and fixeal policy exacerbates our situation, Our
position deteriorates further due to the tendency toward declining productivity
in inflationary environments, Add the strong possibility that intlationary ex-
pectations may be generated at any time by a randonm <hock, and we tind iogla-
tion accelerates sufliciently to remove the restraining blinders of the money illu-
xion (or other stabilizing factors). When this happens, we then have the ele-
ments necessary for runaway inflation.

III

There is one more element affecting inttation which must be considered., We
asswe highly competitive markets to be an ideit] xtate, and in fact, traditionally
consider departures from perfect competition as aberrations, Naturally, our
dixeussions of inflation are colored by this outlook. Yet we all know we do not
have perfect competition in our market system. We call departures trom perfoet
competition “impertfections™ and there are perjorative overtones in this term, We
xhall not refer to these as market imperfections, but as “noncompetitive be-
havior.”

Contrary to coninon implication, a good deal of this noncompetitive whavior
ix not the result of successtul, netarious plotters who gain control of us throagh
manipulation of our economic machinery. 1t is likely this noncompetitive result
arises from the natural behavior of individuals maximizing their personal
utility, The maximization of personal utilities need not result in the promotion
of competitive behavior, Our models presutie competition to be the rexult of <uch
behavier, and the assumption works well enough for the static case, However,
when the frame of analysis shifts to the dynamie case, this utility assumption
needs moditication,

In our dynamic analysis, we would he more aceurate if we assumeaed “coopera-
tTve” rather than “competitive™ behavior. When aceepting the proposiddon that
man is a social animal, we need not concurrently aceept the proposition that he
ix o competitive animal. 1t would be more appropriate to aceept him as i conperia-
tive animal among the other members of Qs species, Fmpirical observitions
should convincee us that much more of what people do ix cooperative than com-
petitive, amd we xhould be ready to find that competition is the rate at only an
excecedingly small margin of fotal helvior patterns. We mislead oursebyves with
our emphasis on the importance of competitive behavior.

For example, when we classify labor unions ax noncoinpetitors, we are only
citing a phenomenon which is a0 departure from the perfect competition ideald,
But in =0 doing we cloud the issues becnise unions exist for the express purpos<e
of providine a veliicle by whieh to attain a more cooperative economic atmos-
pliere for their members, That is, they intend to achieve succeess through cooperi-
tive behavior rather than through competitive hehavior, The compotitive portion
af their behavior ix merely that maneuvering undervtahen by two or more unions
to stccomplish the fuet of organizing laboress into a common unit, Onee accoli-
plished, the competitive behavior ceasex to be of major signiticance, and the sur-
viving union bhegins to perform its functions as a promoter ot cooperative be-

“havior among its members, The result may be a more perfect maximization of
laborer's utilities than could he expected under the rubrie of our competitive
assuption, In short, the presumptions of eompetition and utility maximization
do less than introduce clarity to understanding, and do in fact introduce great

.
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distortions of reallty, especially since competition itself is a generator of dis-
utility. .

If we accept noncompetitive heliavior to he at least as normal as competitive
behavior, we are ready to deal with the real world economy. The fact that we
do not have perfect competition ax set out in ctassroom models greatly aggra.
vittes our problems in achieving economic stability. Noncompetitive behavior
lestds to price rigidities; to significantly stickier prices than would obtain under
competitive behavior, Such price rigidities are generally treated as exceptions to
the rule. But these rigidities are a normal and natural part of onr working
ceonomic system, and in fact have become a more Fapidly increasing absolute
function since the advent of our formal post-war economie policy.

Given the existence of capacity and resotree constraints, we have long noted
that these rigidities tend to be asymmetrical. On the downside, price rigidities
fend of be translated into reductions in the volume of employment and real ont-
put. On the upside, as full employment is approached, prices tend fo hecome
less rigid as the volume of ceonmuic activity expands, 'The upswing result is
rises in the level of prices and in the money value of ontput. The downswing
experience should show not only signifieant inereases in unemployment, but
alxo significant deercases in the level of prices. The introduetion of our peculiar
monotary and fiseal stabilization poliey has admirably fended to eliminate sig-
niticant downturns in economie aetivity, This same poliey, however, also elim-
inated the main device by which price rigidities were overcome on the downside
of the eyele.

Nor lave the degree and types of noncompetitive hehavior over time remained
constant in our eeconomy. As was pointed out above, the death of a micro-economie
it does not earry with it the cvaporation of the physical assets of the firm.
‘These assets are pirchased by other firms in the dissolution ceremonies fol-
lowing the firm's demixe, It is quite rational to erpeet the major purchasers of
more specialized cquipment as such sales to be fhose who were in the same
business as the defunet firm, It is noteworthy that sueeessful bidders increase
thetr eapacity to produce by such purehiases, Tt is further noteworthy that these
supviving fivms pay lower priges than they would have had to pay for newly
constructed equipment. Thus there is a two-fold gain to the suecessful firm:
inereased capacity to produce at bargain prices on the equipment which inercases
this eapacity, The successful firm ean now, if it chooseg, produce more units of
1he produet and produce each unit at Tower costs than were previously possible,
When sueh firms take over assets, they do <o in an atmosphere in which com-
petition is reduced by the failure of at least oue of the firms with which they
shared the market,

This first styge change in the exient of competition, can and has oecwrred
A great deal in onr economy. Tt hax happened as a resalt of conspiratorial at-
tempts on the part of producers, asx was the ease with Rockefellor's South Tin-
provement Company and its licir, the Standard Oil Company. Dnat recognizing
examples of sueh planned actinons as these doeg not set aside the faet that com-
hinutions and econxolidations of micro-economie units ean and will naturally
oecur in the ahsgence of offensive micro-economic planning to achieve such goals.
The micro-cconomic level of activity must at least offer the possibility of stu-
pendons success if there is to he any appreciable amount of specialized produe-
tion in an economy., Such is not an exception but a rule of pragmatic eco-
nomie activity in a world wherein the solution of old e¢conomic problems in
furn rexults in the creation of new economic problems.

These first stage changes in the extent of eompetition indieate fhat there are
natnral forees arvising from competitive behavior such that there is a natural
fendency of competition to eliminate itself. Tn a dynamic world Schumpeter,
ammne ethers, has stressed certain tendencies that lead to a regeneration of
competition. Given these countervailing dynamie forces that chiange the degree
of competition, our real problem comes to the forefront when the change in the
extent of competition is no longer optimal. Note that in terims of our frame of
reference there may he too much as well as too litile enmpetition, fe, an
optimat competitive mix is requived to maximize the utility of individuals,
Too large a degree of competition in an economy develops market power ex-
ploitation problems which surpass the price rigidity phienomenon disenssed
earlier, -

Much of our economy is past a stage of economieally efficient reductions in
the degree of competition hecause of mergers, failures, and growth, It has passed
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into a stage of inefficient reduections in the degree of competition in the private
sector. 'The process has ben exacerbated by the growth of giant government in
the public sector in response to the needs and pressures of the private sector.
This ix also notable in some instances at the municipal and state level, especially
during the past thirty years, At the same time. partnerships have developed
between giant corporations and giant government.” This has added a new and sig-
nificant dimension to the problem of market power, a problem that makes it
even more difficult to control inflation or defend the preeminence of compe-
tition.

Our real economic world has thus become lexs and less similar to our ideal
economice world. Yet we retain a philosoplical bias promotive of an unattain-
able ideal, This translates into attempts to regulate the seeming aberrations of
our ideal. That is, when noncompetitive behavior was seen as unavoidable in
the production of electricity, we set up public utility regulatory bodies to pro-
tect the consumer. In transportation, we set up the Interstate Commerce Com-
mission. The commission we created was to deal with problems of railroad
services, the only viable interstate transportation facility then in existence.
We have since added motor trucks and airplanes to that market and concurrently
brought them under a jerry-rigged control system, Our one-industry aberration
bias has thus worsened the economic atmosphere.

The piece-meal fashion in which we've gathered up firms and industries to
be regulated has not resulted in effective regulation. This is <o because we've
glided into regulation as a reactive response to a negative stimulus from the
firms and industries involved. Bad behavior by some among the firms in these
industries has usually been the reason for our intervention. We've tried to
solve the problems thus created by trying to re-establish perfeet markets (or
some semblance of the operation of perfect markets) through government regu-
Intiong, Ax such, our attempts most assuredly had to fail, We shoutd instead
Itave heen trying to develop an inter-industry poliey aimed at drawing forth
the most efficient use of each industry’s resources. Such a policy would only be
a part of an integrated economic policy dealing with peripheral relations he-
tween industries, Instead, we have developed a series of regulatory hodies which
fail to take into account the effect of their decision on those consumers and
producers outside that particular body’s area of competence.

It should not be presumed that these remarks are meant to he critical of these
organizationally unrelatéd governmental hodies. ‘The chairmen and directors of
these organs of government have received explicit (if contradictory) instrue-
tions fromy, our three branches of government. It would be unfair to presume that
the fault lies solely with the “bureaucrat” when the instructions they receive
are themselves contradictory. It is therefore quite normal to see the anti-trust
division of the Department of Justice seemingly involved in legalistic word games
with such oil companies as Exxon, Mobhil, Texaco. Gulf and Standards, In so
doing we are sidestepping the real issue, we're treating a symptom. We all know
we're not going to “restore” perfect markets to that industry, nor are we even
sure we would want to. Yet, at root, we continue to pursue an anti-trust policy
which ix fundamentally committed to this restoration ideal. or, at worst, to the
presumed effectiveness of specialized regulatory authority.

The lack of an integrated and relevant economic policy towards behavior of
firms in non-competitive markets is the real problem. If we were to develop sueh
a policy, and develop it with a view to maximizing <ocial return within the eon-
straints of n private return oriented economy, we ecould expect much hetter macera-
economic results, Such a policy would have to take into account the cconomic
costs of dissolation as the possibilities of enconraging a favorable economie he-
havior from industrinl giants by placing a non-directive, peripheral planning sys-
tem upon the total economy,

IV

The Lieaviest drive to monetization of Ametrican economie activity ix jikely he.
hind us, Tn the private sector, industry after industry have insured themselves
against catastrophie monetary readjustments by embracing oligopolistic prac-
tices, Oligopoly pricing and price rigidities are no longer the exception, bt in-
s.'e.'ul the rule in both product and factor markets, The Iaxt stronghold of atomis-
tie eompetition, agriculture, ix rapidly adopting oligopolistic patterns. Certainly,
the middlemen grain dealers are not of the classical, tiny, perfeetly competitive

B 8ee. far example, 8, Melman, Peafagon Capitalism (McGraw-Hill, 1970).
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variety. They are able to influence price and are now oligopolists capalle of sig-
nificant impact on crop prices through their manipulations of quantity. The publie
sector itself engages in buying aad selling netivities of such signficant volume as
to render numerous markets imperfectly competitive, ‘That is, public sector mone-
tary and fiseal activities as well as resource allocation activities are on such
it xeale as to serionsly weaken competitive market structures, In this dominantly
oligopoly market environment the very processes of resource allocation and de-
mand satisfaction activitios which necessarily involve changes in relative prices
in turn, necessarily generate continual upwiard pressures on the price level. Given
the context of our national preference system, formally adopted after World
War 1 a system which stresses the humanity of reaxonably full employment,
amd given our fmperfeet market stractures, we have laid bare the need for
systennttic macro-economie planning,

Unfortunately, what we have now ix ad hoe macro-economice planning, carried
ont through momentarily expedient nionetary and fiseal policies. The conse-
quetices for resource allocation, productivity, and price stability are disastrous,

Dexpite the reality of ad hoe macro-economie planning, there ix opposition to
the development and exercise of macro-economic Hanning in the context of a
formal agency. Most often this oppoxition is based on the presumption that it will
inevitably lead to an anthoritarian, centrally directed economy. We must face up
to this criticism, but we need not how down to it, .

The nature and elements of criticisms, against a macro-economie planning
authority sound strangely familiar. One of the main arguments against the crea-
tion of the Federal Reserve System stemmed from the ideological fear of central-
ized control of the banking system. These fears proved goundless given the care
with which the superstructure of the Federal Reserve was constructed. In fact,
subsequent modification of the law creating the Fed were in the direction of pro-
viding it with more authority to do its job rather than less. Is commercial bank-
ing and national monetary policy less responsible and less conducive to economic
stability than it was in 19147 :

The assumption of the inevitability of authoritarian direction is no better
founded than an assumption of the inevitability of perfectly competitive markets,
Both are economist’s abstractions, both are skeletal frames upon which we pro-
ceed to build more complex descriptions of economic reality. In the Soviet Union
they must concern themselves with making appropriate alterations in their
authoritarian directed approach; but they try to <lo so without denying them-
selves the self-perceived benefits of their present system, We are confronted with
the same sort of problem; i.e,, we must make appropriate alterations of our mar-
ket pricing system without denying ourselves the self-perceived benefits of our
present system. In short, we must examine the manner in which the market sys-
tem would normally solve our current problems, take note of our institutionalized
market imperfections, and therefrom derive an appropriate policy mix which will
result in a maximization of market-directed gain, a minimization of market-
directed loss.

In a monetized economy, reducing the level of inflation is accomplished. ordi-
narily, by the automatic interaction of three major productivity variables:
(1) forcing unemployment of lexs efficient labor inputs; (2) forcing producers to
achieve cost efficiencies; and (3) forcing producers of an older amd/or declining
product specialty, to reduce prices to consumers, We already legally and con-
setously interfere with the natural order of the market place by trying to disallow
the first of these variables as a means by which to contain inflation. We eall this
appropriate, sociall¥, while we call it inappropriate, socially, to interfere with
the remaining two variables.

P'roperly managed. the market mechanism need no more iead to uncontrolled
infiation than it need to lead to uncontrolled unemployment. The market mechan-
ism can promote efliciencey. ean promote high productivity, and it can also ensure
that market prices ultimately reflect cost etficiencies oven when markets are Jess
than perfect. IHowever, traditional monetary and fiscal policies have encouraged
the teudency of tirms in imperfeet marvkets to refrain from passing on cost sv-
ings to consumers, Therefore, tf our first criterion is that we do not “inerease
uhemployntent to combat inflation, our second and third criterion must be that
we inerease the foree on firms to minimize costs and insist that they transmit
these savings to the consumer in the form of lower prices,

We already possess hatdf of the institutional organization we need to aceom-
plish a balanced economic poliey which will minimize hoth unemployment and
inflation, The Federal Reserve Board, the primary unit for continuity in mone-
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titry policy, is the embodyment thereof. We need 2 comparable body in the area
of fiscal policy, a botly appointed in the same manner as are members of the
Federal Reserve Board. This recommendation carries with it the assumption
that these board members would serve fourteen years, one appointed every two
yoears, ete, R

This hody would make day to day decisions on fiscal matfers, mainly the timing
of expenditures as directed by current regional econvmic indicators. It wonld
also make short-run revenue decisions, mainly the shifting of tax incidence to
coincide with currently perceived national indicators. Our regulatory bodies
could also fall under the aegis of such a unit, This would provide an opportunity
to install a new consunier oriented approach to regulation; an approach con-
trary to our carrent Cfairness to the producer™ bias," Al such decisions wonld
have to be made within the context of a set of Tong rauge goals (e.g., 1 percent
nxima for unemployment within a 4 perceent xu:ixiulu)‘:nf%mﬂ:llion") and within
a circumsceribed area of authority granted by Congress,

In short, this fiscal authority would have ultimate conxtraints placed on it by
the Congress, constraints similar in nature to the “reserve-requirement™ con-
straint, or the “issianee of notes™ constraint placed on the Federal Reserve
authorities. It might be argued that the Federal Reserve Board and this new
authority would be reviewed by o super-planning authority to provide an inci-
dence for coordination of the two hodies, It would seem more appropriate, at first
vlance, to at leaxt organizationally retain that function in the FExecutive branch
s long as both the Federal Reserve Board and its counterpart are directed to
pursue the same national economic objectives and to pursue them in an aura
of cooperation,

Most important among the instrucetions given to this new authority would he
the instraction to perform its ditties in a peripheral manner, and to do so throngh
the market place. This kind of instruction is necessary to ensure that consumer
direction of the economy will not deeline nt a rate as bad as has been the case
since World War IT.

The contemporary, highly movetized market economy of this nation cannot
continue ax a healihy, viahle system nnless wo choose between anemployient and
inflation, The installation of a xtrong and consistent peripheral planning ap-
proach on the federal level ix the only way we ean set aside the need to make sueh
a decixion. In the hargain, it can make it possible for ux to achieve both the em-
ployment and the price stability goals of the Kmployment Aet of 1016,

“in a related paper currently in preparation, we are examining the viabllity of an
industry wide MC=A\R solution ax a peripheral constraint to be used as the basis for
repulation of firms which achieve relatively high levels of monopolization.
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