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THE 1976 ECONOMIC REPORT OF THE PRESIDENT

The following fourteen organizations and individuals were invited
by the Joint Economic Committee to submit their views and comments
on the 1976 Economic Report of the President: American Bankers
Association, AFL-CIO, American Life Insurance Association, Cham-
ber of Commerce of the United States, Committee for Economic De-
velopment, Conference on Economic Progress, National Association of
Mutual Savings Banks, National TJrban Coalition, New York Cham-
ber of Commerce & Industry, Output Systems Corp., Sierra Club,
United Auto Workers of America, United States League of Savings
Associations, and Mr. Jerry Voorhis.

The statements received in response to this invitation were con-
sidered by the Committee in the preparation of its Annual Report to
the Congress and are printed here as part of the record of the Com-
mittee's hearings on the 1976 Economic Report of the President. The
text of the Committee's letter of invitation appears below:

CoNoGEss OF THE UNITED STATES,
JOINT EcONoMIc COMMITTEE,

Washington, D.C., February 4, 1976.
DEAB R: Under the Employment Act of 1946, the Joint Eco-

nomic Committee has the responsibility of filing each year a report containing
its findings and conclusions with respect to the recommendations made by the
President in 'his. Economic Report. Because of the limited number of days avail-
able for hearings, the Committee is requesting a number of leaders of business
and finance, labor, agriculture, consumer, and environmental organizations to
submit statements for the record on economic and energy issues facing the Na-
tion. These statements will be made a part of our hearings on the Economic
Report in a printed volume containing such invited statements.

Accordingly, as Chairman, I invite your comments on the economic issues
which concern the Nation and your organization. Under separate cover I am
sending you a copy of the 1976 Economic Report of the President, filed January 26,
1976.

We would like to distribute copies of your statement to the members of the
Committee and the staff, and would therefore appreciate your sending 30 copies
by Monday, March 8, 1976 to Dee Dee Stewart, Staff Assistant, room G-133,
Dirksen Senate Office Building, Washington, D.C.

Best wishes.
Sincerely,

HUBERT H. HUMPHIRE, Chairman.
(685)



AMERICAN BANKERS ASSOCIATION

(By J.Rex Duwe*)

iWe welcome this opportunity to present our views on some of the
important economic issues addressed in the Economic Report of the
President. In our opinion, the primary economic issue currently facing
the country is how to keep the economy on a stable growth path with-
out once again raising the rate of inflation to the level where severe
social and economic disruption occurs. The economic news of the past
months has restored our confidence that this can be done and, in fact,
is being done. The rate of unemployment, although still unacceptably
high, has decreased by 1.5 percentage points in 9 months. The rate
of inflation after reaching 12.2 percent in 1974 declined to 7 percent
in 1975 and in recent months has declined even further.

During late 1975 the moderate pace of the recovery in some sectors
led many to question whether the recovery was in the process of abort-
ing. Events of recent months indicate that the recovery is becoming
stronger. There are signs that it is spreading to those sectors such as
business investment which lagged somewhat during the early phase of
the recovery. Moreover, consumer spending, spurred both by con-
sumers' rising real incomes and renewed confidence, is likely to main-
tain the momentum of recovery for some time to come.

Since the recovery has become more robust we would caution against
any further liberalization of fiscal policy at this time. In addition.
we would urge that the Federal government move in the direction of
less stimulative fiscal policy as the recovery continues. As economic
activity increases and unemployment falls, tax receipts will rise and
some recession related expenditures will fall. No steps should be taken
to offset the resulting decline in the Federal deficit as long as the
recoverv continues. Failure to allow the Federal deficit to decline as
the recovery continues could result in the inability of capital markets
to supply funds needed for private investment during later stages of
the recovery.

We would also urge the Federal Reserve to maintain a moderate
growth rate in the money supply. The evidence is quite clear that
excessive growth in the money supply leads in the long run to unac-
ceptably high rates of inflation. On the other hand, the reduced rate of
inflation during 1975 appears to be at least partly the result of modera-
tion in the growth of the money supply duiring the year. We feel that
public discussion of the proper role of monetary policy such as that
generated by the quarterly disclosure to Congress of the Federal Re-
serve's monetary targets has been beneficial and should be continued.

In general, we would urge less reliance on attempts to fine-tune
the economy. We feel that increased stability in both monetary and
fiscal policies will result in reduced uncertainty and increased economic
stability. for example, experience with the effects of fiscal policy shows

* President, American Bankers Association.
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that there can be rather long delays in implementation and further
delays before these policies take effect. In addtion, it is often difficult
to reverse these policies once they are put into operation. Thus,
counter-cyclical fiscal policies may have lagged effects with their
greatest impact felt at a time when no longer needed. In some cases,
these delays are long enough that the effect of fiscal policies actually
aggravates later phases of the business cycle.

In addition to stable monetary and fiscal policies, we feel that
rational allocation of government resources is an important goal. The
budgetary process recently adopted by Congress is a major step in
achieving both the rational allocation of government resources and
stability in fiscal policies. We urge that Congress continue to use this
new budgetary process.

Some would argue that a moderate course for monetary and fiscal
policy under present circumstances places the burden of economic
adjustment on the unemployed. 'We would agree that the rate of un-
employment remains unacceptably high, particularly in certain seg-
ments of the population. Nevertheless, there are several factors which
help to reduce the burden of unemployment. A good deal of unem-
ployment even during recessions is of short duration and a part
occurs in families in which one member of the family remains em-
ployed. Unemployment compensation programs and certain transfer
programs reduce the burden for a large number of the unemployed.
Coverage of these programs was expanded and benefits liberalized
during the past recession. More liberal unemployment benefits allow
unemploved workers to spend a longer time in search of a better job,
resulting in a more efficient job market. In addition, it appears that
the problem of unemployment is exacerbated among some groups by
the minimum wage laws. For example, the minimum wage results
in some voung persons with few work skills being priced out of the
labor market.

Like unemployment, the costs of inflation are high. Although infla-
tion affects nearly all segments of the population, it is particularly
severe on those living on fixed incomes which includes many of the
older members of society. In addition, high rates of inflation give rise
to considerable uncertainty for both households and businesses. This
uncertainty appears to have been an important factor in the past
recession. Finally, inflation causes disruption of the housing markets
with its consequent hardships. It is because of these potentially dis-
ruptive effects of an increased rate of inflation that we have recom-
mended a moderate course for -both monetary and fiscal policy.

The banking industry, like the rest of the economy, was strongly
affected by the 1974-75 recession. The industry's problems are, perhaps,
best illustrated by the large increases in loan losses during 1975. Al-
though such loan losses are of major concern, they are the inevitable
consequence of a severe recession. Banks supply funds to finance
expansion and innovation in all types of economic activity. In doing
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so, banks take risks in the same manner businessmen take calculated
risks in making investment decisions. Our private market system makes
it uncertain which ventures will be successful and which will be unsuc-
cessful. Since most businesses rely to some extent on borrowed funds,
failures during periods of severe recession result in loan losses for
the banks. Nevertheless, even during periods of recession, the bulk
of these loans are repaid and most banks are able to absorb loan losses
out of current income. Furthermore, all banks put side reserves which
they can then use to absorb exceptional losses. As the recovery proceeds,
we expect loan losses to decline to more normal levels.

While we are optimistic about the future of the U.S. economy and
particularly about the current recovery, we are concerned about two
problems which potentially could reduce the rate of long-term growth
in our economy, namely energy and capital formation. In the energy
area, we would like to see a more serious conservation effort under-
taken. We feel the best way to reduce our dependence on foreign energy
and to insure conservation of our energy resources is to allow the
domestic prices of the various energy sources to begin to rise towards
the market levels. We believe this will be much more efficient in the
long run than any system of rationing. Such price adjustments would
encourage the development of alternative energy sources which will
be absolutely necessary for the longer range increased prosperity of
the American people.

The other problem which we view with concern is that of capital
formation. Some have argued that there can be no such thing as a
capital shortage in a free market economy. In one sense this is true
because the rate of interest will move to equilibrate the supply and
demand of capital. However, such an equilibrium may occur at a rate
of growth in the capital stock which would preclude our meeting some
important social goals such as reducing unemployment, improving our
environment, expanding and improving our housing stock and reduc-
ing our dependence on foreign energy sources. Thus, when we say there
is a capital shortage we mean that we have the option of increasing the
rate at which we save and invest or abandoning some of our economic
goals. Since we agree that many of these goals are quite important. we
would prefer to see incresed incentives for savings and investment. One
of the most effective ways of doing this is to change the tax structure to
provide these increased incentives. In addition, a reduction in the rate
of inflation would reduce the uncertainty which has dampened capital
formation in recent years. Finally, we note with some apprehension
that the Federal government has become a significant user of funds
which would otherwise be available for capital formation. While this
may not result in serious problems during recession periods when
private investment is at low levels, it may prevent increases in the
volume of private investment which are necessary to sustain the
recovery. Thus, we would reiterate the need to allow the Federal
deficit to decline as the recovery continues.



AMERICAN FEDERATION OF LABOR AND CONGRESS OF
INDUSTRIAL ORGANIZATIONS

(By I. W. ABEL*)

The AFL-CIO is pleased to have this opportunity to place our
views in the record of the Joint Economic Committee's consideration
of the state of affairs of the national economy.

The meetings of the AFICIO Executive Council and the Eco-
nomic Policy Committee, several weeks ago, devoted a good deal of
attention to economic developments and issues.

Despite modest improvements since last Spring, the American econ-
omy remains in weakened condition, with a vast amount of slack, after
the longest and deepest recessionary decline in 40 years. Thus, the
economy is vulnerable to possible adverse events at home or abroad.

The Labor Department reported 7.7 million unemployed workers or
8.3 percent of the labor force in December. For January, the govern-
ment agency officially reported that joblessness declined to 7.3 million
or 7.8 percent. The Administration ignored the likelihood that a statis-
tical fluke exaggerated the decline, and it also ignored a rise of 240,000
in the number of workers compelled to work part-time because full-
time work was not available.

Even the officially-reported unemployment count for January was
higher than in any earlier period since 1941, when the economy was
coming out of the Great Depression. Moreover, the Labor Department
also reported that 131 of the 150 major labor market areas still had
substantial unemployment-th'is figure was unchanged from December
and down only slightly from the peak of 135 in September. Substantial
unemployment was also reported in 1,046 smaller job market areas,
which means that nearly four-fifths of approximately 1,500 labor mar-
ket areas in the nation were still in bad shape.

American industry was operating only 71 percent of its productive
capacity in the fourth quarter of 1975, according to the Federal Re-
serve Board-leaving 29 percent of industry's plant and equipment
idle. This was a much lower level of operations than in any pick-up
from a post-World War II recessionary decline.

The Department of Commerce conservatively estimates that the gap
between total national output and the economy's potential to produce
at high-level operations was at a yearly rate of $221 billion in the
fourth quarter of 1975. This staggering loss comes to $1,000 per man,
woman and child in the country.

A significant number of banks and large companies remain severely
strained, leaving the possibility of some major bankruptcies in 1976.

The financial plight of most large cities and many state governments
is resulting in widespread cuts in urban services and public employ-

*Chalrman, Economic Pollcy Committee, American Federation of Labor and Congress
of Industrial Organizations.
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ment-eliminating major employment-gowth in 1976, from this sec-
tor, which provided a lift during pick-ups from previous post-World
War II recessions. Moreover, a default or bankruptcy by New York
City, several other large cities and New York State remain a distinct
possibility.

Numerous poor nations, further impoverished by the cartel-con-
trolled price of crude oil, are in severe financial strain. One or more
may default on loans in 1976-with adverse impacts on American
banks and world money markets.

Mfore than two years after the Arab-dominated oil cartel imposed
on oil embargo on the U.S. and a five-fold boost in the price of im-
ported crude oil since 1973, America still has no comprehensive energy
policy. The nation is IInov even more dependent on imported crude oil
that in 1973 and remains vulnerable to continued oil-blackmail.

So the American economy survived the near-disaster of the winter
of 1974-1795 and there have been modest improvements since the
spring of 1975. But no basic economic problems have been solved.
Weakness, vulnerability and uncertainty remain.

Tim ADmIXISTRATION'S POLICIFS AND FORECASTS, 1976-77

President Ford's economic policies and programs-as revealed in
the Budget for fiscal year 1977 and the Economic Report-show the
following for 1976 and 1977:

For 1976.-Continuation of the go slow, don't rock the boat nega-
tivism of 1975. The Administration's official economic forecast for
this year is a modest 6.2 percent increase in the real volume of total
national production, following declines of 2 percent in 1975 and 1.8
percent in 1974. The Administration also forecasts merely a small de-
cline in unemployment from 8.5 percent of the labor force or 7.8 mil-
lion jobless in 1975 to 7.7 percent or about 7.3 million unemployed in
1976 and a modest reduction in the rate of inflation to a 6.3 percent rise
in the Consumer Price Index. This forecast also includes a 32 percent
boost in corporate profits, presumably based on the modest rise of
sales and production, combined with a sharp increase in productivity.

For 1977.-A marked shift to economic restraint in the Administra-
tion's policies and programs starting with the new fiscal year on Octo-
ber 1, 1976, with spreading impacts after the November elections.

The President's Budget proposes cuts in the general level of real
federal expenditures for fiscal year 1977, concentrated in such pro-
grams as employment, education, health, income security and grants-
in-aid to state and local governments. The Administration's official
economic forecast for 1977 is for a 5.7 percent increase in the real
volume of national output; a further small reduction in unemploy-
ment to 6.9 percent or about 6.7 million jobless; a further slight re-
duction in inflation to a 6 percent rise in the Consumer Price Index
and an additional 16 percent increase in corporate profits.

The Administration's forecast for 1976, as spelled out in the Eco-
nomic Report, is shaky. It includes a step-up in the rise of real con-
sumer spending from 3.9 percent in 1975 to about 6 percent in 1976,
largely based on a prediction that consumers will save considerably
less of their incomes and spend more. It also includes a forecast that
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the real volume of business investment in plants and machines will
turn up later this year, despite the persistence of idle productive ca-
pacity and a recent Department of Commerce survey of business in-
tentions that indicates a decline in 1976. In addition, the explanation
does not indicate the dangerous potential in 1976 of the possible bank-
ruptcy of one or more major companies and banks, as well as possible
defaults on loans by New York City, New York State and one or more
foreign governments.

However, in the presidential election year, 1976, the Admiinistra-
tion is probably depending to a great degree on Dr. Arthur Burns
and the power of the Federal Reserve, which began to push down in-
terest rates on short-term loans towards the end of 1975, after several
months of a renewed tight-money, high-interest rate policy. It prob-
ably is also depending on the Congress to adopt at least a few job-
creating programs over Presidential vetoes.

The official forecast for 1977, however, is just unbelievable oDti-
mism. The Congressional Budget Office staff estimates that the Presi-
dent's proposed budget ceiling of $394.2 billion for fiscal year 1977
amounts to a substantial cut in programs, services, employment and
incomes.

Moreover, Dr. David L. Grove, Vice President and Chief Econ-
omist of IBM told the House Budget Committee on January 27
that the Administration's Budget for the fiscal year, beginning Octo-
ber 1, 1976, means a sharp deceleration in the pace of economic ac-
tivity during 1977. He expects real gross national product to rise
merely 4 percent in 1977-with a somewhat faster pace in the first
half of the year, falling to a rate of only "about 21/, percent in the
second half of 1977." 1-e says: "This forecast is not surprising in
view of the highly restrictive nature of the new Budget . . . This is
highly questionable policy in view of the currently depressed state
of the economy."

Dr. Grove's forecast can be interpreted to mean rising unemploy-
ment in the second half of 1977 and at least the possibility that the
economy will be slipping into another recession, at that time. on the
basis of Ford Administration policies.

THE ADMINISTRATION'S EcoNoNric OUTrLOO, 1976-81

Even at face value the Administration's economic forecasts and
predictions for 1976-1981 would mean grim unemployment condi-
tions for the remainder of the 1970's. After 7.8 million unemployed,
officially recorded for 1975, the Administration's predictions do not
bring the number of jobless much below 6 million by 1979. That would
mean roughly 6 to 8 million jobless for five successive years, from
1975 through 1979.

Moreover, according to the Administration's predictions. unem-
ployment will not decline to less than 5 percent until 1981. At no
time, during this period, does the Administration predict anything
that approaches full employment. Nor does the Administration budget
from its adamant opposition to any additional economic stimulus
to create job opportunities for the unemployed.
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THE ADMINISTRATION'S PREDICTIONS FOR REAL PRODUCTION, UNEMPLOYMENT AND CONSUMER PRICES, 197641

[In percent]

Forecast Projected

1976 1977 1978 1979 1980 1981

Real GNP. percent increase -+6.2 +5.7 +5.9 +6. 5 +6.5 +4.9
Unemployment rate 7.7 6.9 6.4 5.8 5.2 4.9
Consumer Price Index- 6.3 +6.0 +5.9 +5.0 +4.2 +4.0

Source: The Budget, fiscal year 1977, pp. 25, 26.

Furthermore, two back-to-back recessions and high unemployment,
since 1969; have not reduced inflation. This is underscored by the Ad-
ministration's forecasts and predictions, as well as by the record of
1969-1975.

In 1968, the Consumer Price Index rose 4.2 percent and the unem-
ployment rate was 3.6 percent. In 1976, after seven years of Nixon-
Ford-Burns policies to combat inflation, the Administration forecasts
the CPI will rise 6.3 percent and the unemployment rate will be 7.7
percent.

The Administration predicts that the rise in the CPI will not be
back to the 4.2 percent pace of 1968 until 1980, when it expects the un-
employment rate to be 5.2 percent. It is not until 1981, that the Admin-
istration predicts a slightly slower rise in the CPI-4 percent-while
it expects the unemployment rate to be 4.9 percent, still considerably
higher than in 1968.

UNEMPLOYMENT AND THE RISE IN CONSUMER PRICES, 196841

[In percent[

Rise in the
Unemployment Consumer Price

rate Index

1968 -3.6 +4.2
1969 -3. 5 .+5.4
1970 -4.9 +5.9
1971------------------------------------- 5.9 +4.3
1972 --- 5.6 +3.3
1973 -4.9 +6.2
1974 -5.6 +11.0
1975 -8.5 +9. 1
Administration's forecast:

1976 -7.7 +6.3
1977 -6.9 +6.0

Administration's projections:
1978 -6. 4 +5. 9
1979 - 5.8 +5.0
1980 - 5.2 +4.2
1981 - 4.9 +4.0

Source: The Piesident's economic report, January 1976, and the budget for fiscal year, 1977.

The inflation of recent years, including the double-digit inflation of
1974, has not been caused by excess demand for goods in short supply at
home, excessively high employment or excessive wage increases. The
major causes have been the prices of fuel, food and interest rates, which
the government could have controlled. They were aggravated by the
slow-down in the pace of productivity advance that resulted from the
government's policies to engineer slump conditions which were pursued
in the name of combatting inflation.
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Moreover, the recessions since 1969 have resulted in the accumulation
of huge deficits in the federal budget, which the Administration now
predicts will continue until 1979. The back-to-back deficits from fiscal
year 1970 to fiscal 1975 come to $110.4 billion-twice as great as the
total net deficit of the previous 23 years, from fiscal 1947 through 1969,
including the Korean and Vietnam wars. Those budget deficits since
1969, as well'as those forecast -by the Administration through 1978,
have been the result of recessions, lower tax receipts and the increased
costs of unemployment.

Rapid reduction of unemployment is the only sound way to wipe out
the budget deficit-each 1% cut in the unemployment rate will cut
the budget deficit by about $16 billion, approximately $14 billion in
added tax receipts and $2 billion in lower costs of unemployment. In
the face of the facts, however, the Administration has purposed a
single-minded focus on holding down and cutting government pro-
grams, which is supposed to reduce inflation.

In fact, an austerity approach to federal spending for job-creating
programs, at this time, will aggravate inflation. Dr. Grove of IBM
emphasized this point in his statement to the House Budget Com-
mittee. Dr. Grove said:

In my judgment, the inflation rate over the next few years will not be made
worse by more expansionary policies . . . In fact, running the economy at too
low a level too long may well make inflation' more intractible. The smaller the
size of the pie, the more intense is likely to be the struggle over shares. In addi-
tion, the smaller will be the growth in productivity . . . Finally, investment
may be inadequate to prevent many future bottlenecks and shortages unless the
near-term economic environment improves.

The economy urgently needs additional stimulus and job-creating
programs to reduce unemployment rapidly and to reduce the danger of
a continued high rate of inflation.

Badly needed are extension of the lower withholding rate from pay
checks, under the emergency tax measure adopted last year, which are
scheduled to terminate on June 30, 1976, and job-creating programs to
provide useful work and paychecks for the unemployed.

FROM NEAR-DISASTER TO MODEST IMPROVEMENTS IN 1975

The near-disaster of the winter of 1974-1975 was fortunately cush-
ioned by unemployment compensation which provided the jobless with
about $1.3 billion per month in the' January-March quarter of 1975.
Although average benefits were less than $69 per week, these payments
prevented an utter collapse of purchasing power for millions of fami-
lies. The government's public service employment program created ap-
'proximately 300,000 jobs for the unemployed. Additional cushions were
provided by supplemental unemployment benefits, under some collec-
tive bargaining agreements, and the government's food stamp program
which prevented utter deprivation.

The $23 billion emergency tax measure adopted by Congress in
March and signed reluctantly by President Ford, lifted consumer con-
fidence from its record low-point. In May and June, the emergency
tax measure added more than $10 billion to consumer incomes, through
tax rebates, payments to retired people and lower withholding tax rates
in paychecks. In addition, there was some easing in the pace of infla-
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tion, which had been at a double-digit rate during most of the previous
two years. and there was a slight casing of the Federal Reserve's
monetary policy which reduced interest rates on short-term loans.

Reduced witilholding from paychecks continued after the one-shot
stimulus of the rebates and payments to social security recipients. With
the aid of such stimulus, retail sales began to pick up in April, first in
soft-oods and later in hard-goods. including autos. Housing starts,
too. picked up in May from their depression level.

The pick-up of retail sales and residential construction brought a
swing in business inventories-from a very sharp reduction, accom-
panied by cuts in production. to a modest reduction during the sum-
mer months. Many retail establishiments started to restock their shelves.

This process is not surprising. If a company is going to stay in busi-
ness, eventually it will have to stop selling fr om the shelves and place
some orders for new supplies. So production shot up in the July-Sep-
tember quarter. But about three-fourths of that increase was due to
the shift in business inventories and such a change in inventories is not
about to be repeated.

The rise in the real volume of final sales, in the third quarter, was at
a yearly rate of less than 5 percent. In the October-December quarter,
the increase in real gross national product was at a rate of 4.9 percent.
These represented modest gains, in an economy with a vast amount of
slack, after a long and steep decline.

Moreover, economic reports indicate the recession is far from over.
Despite improvements, both unemployment and inflation are consider-
ably higher than at any time in recent years. The buying power of the
average workers' weekly take-home pay is. still at about the levels of
1971 and 1972. Consumer confidence remains low by comparison with
previous experience and there is still pervasive pessimism reported
among a significant section of the population. Housing starts are up
fromn their depths but, at the end of 1975, were some 40 percent below
the peaks reached about three years ago. With so much idle productive
capacity the recent McGraw-Hill and Commerce Department surveys
of business intentions indicate little if any increase in the real volume
of investment in plants and machines in 1976. Purchases of goods and
services by the federal, state and local governments are expected to add
only little to economic activity this year.

So there is no justification for the claim that the welcome end of the
production-decline in April and May 1975, means the recession is over.
On that basis, it could have been claimed that the Great Depression was
over in March 1933, when production stopped declining. No one made
such misleading claim, then, or even in 1935, when industrial produc-
tion was up some 50 percent from the bottom. The recession will be over
when America is back to work.

UNEMPLOYMENT IN 1975 AND JANUARY 1976

Unemployment skyrocketed towards the end of 1974 and in early
1975. The peakl was reached in May 1975, with 8.3 million or 8.9 per-
cent of the labor force.

Although employment in contract construction remained depressed
all through 1975. and in early 1976, slight improvements in soft-goods
manufacturing began to appear in May. By August, there began a
trend of small improvements in hard-goods manufacturing.
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Employment in transportation and public utilities levelled off in
February 1975, after a drop. Jobs in wholesale trade also levelled off,
wvhile employment in retail trade, much of it part-time, increased
slowly through most of 1975 and in early 1976.

Jobs in the various services-much of them also part-time and often
lowv-wage-also increased through 1975 and in early 1976. In state and
local governments, employment continuied up in the first-half of 1975
and rose steadily but slightly in the months that followed.

Under these conditions, unemployment edged down to 7.7 million or
8.3 percent in December.

For January, 1976, however, the Labor Department issued a release
on unemployment that did not square with the continuing, slow im-
provements in the economy. It was officially reported that the number
of jobless dropped to 7.3 million or 7.8 percent of the labor force in
January, which probably reflected a statistical fluke, as well as a con-
tinuing modest improvement.

The government's official reports are not a true measure of
unemployment. They fail to include workers who have become so
discouraged they no longer actively seek work-about 1 million at
present. Neither do they include the partial unemployment of part-
time workers who want and need full-time work-now totalling 3.7
million; a more accurate measure would count half of this group as
unemployed.

When these factors are included, then a more realistic measure of
unemployment in January would be 10.7 percent.

Moreover, even with the downward bias of the January report, the
details of that report show:

Unemployment at 7.3 million or 7.8 percent was higher than in
any previous period since 1941, when the economy was coming
out of the Great Depression.

Teenage unemployment moved up to 19.9 percent in January and
black teenage joblessness was 34.6 percent.

Unemployment among construction workers was 15.4 percent.
Among factory workers, joblessness was 8.1 percent.
Among young men, 20 to 24 years of age, unemployment was

12.8 percent.
The report for February showed a continued modest improvement,

rather than a substantial drop in joblessness.

TRENDS IN WAGES AND COLLECTIVE BARGAINING SErTLEMENTS

Workers have been remarkably restrained in the face of the high
rate of inflation of recent years.

The buying power of the hourly earnings of the average non-
supervisory worker in private non-farm employment-over 50 million
workers-declined in almost every month of 1973 and 1974. As the
pace of inflation slowed down somewhat in 1975, the buying power
of the average worker's hourly earnings picked up in most months last
year. But by December 1975, it was only slightly above the level of
1971.

During this same period, there have also been increases in social
security payroll taxes and some cuts in weekly working hours, as a
result of the recessionary decline-as well as reduced federal income
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tax withholding from paychecks, under the emergency tax measure
that went into effect on May 1, 1975. These changes plus the impact
of inflation brought declines in the buying power of the average
worker's weekly take-home pay, after deduction of federal taxes, in
almost every month of 1973, 1974 and early 1975. There was a pick-up
in the buying power of average taxe-home pay in most months, after
the reduced withholding tax rates became effective in May 1975. How-
ever, in December 1975, the buying power of the average worker's
weekly take-home pay was still less than the levels reached in 1971 and
1972.

INCREASES IN AVERAGE HOURLY EARNINGS OF ALL NONSUPERVISORY WORKERS IN PRIVATE, NONFARM
EMPLOYMENT COMPARED WITH INCREASES IN CONSUMER PRICE INDEX

l1n percent!

Average Consumer
hourly Price

earnings Index

December 1971 to December 1972-. +6.3 +3.4
December 1972 to December 1973 -+6.7 +8.8
December 1973 to December 1974 -+9.4 +12.2
December 1974 to December 1975 -+7.7 +7.0

Source: Bureau of Labor Statistics.

Most union members, under collective bargaining agreements, did
better than the average worker. But the buying power of their wages,
too, was eroded by the developments of 1973,1974 and early 1975. Even
wage escalator provisions could not keep pace with these developments,
since such adjustments occur months after the recorded rise of living
costs has occurred and the average escalator recaptures only half of
the rise in the CPI. Moreover, there was no advance in buying power
to provide for improvements in living standards that reflect the
national economy's average long-run rise in productivity of over 3
percent per year. So most union members, as well as the overwhelming
majority of non-union workers, wound up the year, 1975, far behind.

First-year wage increases provided by major collective bargaining
settlements-those covering 1,000 or more workers-negotiated in 1975
averaged 10.2 percent. These contract-terms were front-loaded in the
first year. Average annual wage gains over the period and terms of the
contracts negotiated in 1975 were 7.8 percent excluding additional
adjustments under agreements that contain cost-of-living escalator
clauses.

For wage and fringe benefits, together, the Bureau of Labor Statis-
tics estimates that first-year settlements in 1975, covering units of
5,000 or more workers, averaged 11.2 percent and over the life of the
contracts, 8 percent, excluding any additional escalator-clause
adjustments.

These were modest terms in the face of the high inflation rates,
since 1972, when most of these agreements were previously negotiated.
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INCREASES UNDER MAJOR COLLECTIVE BARGAINING AGREEMENTS

Average percent adjustment

1972 1973 1974 1975

Wage increases (1,000 or more workers): I
Ist-yr adjustment -7.4 5.8 9.8 10.2
Average over life of contract -6.5 5.1 7.3 7.8

Wage and benefit increase (5,000 or more workers): I
Ist-yr adjustment -- 8.5 7.1 10.7 11.2
Average over life of contract 7.4 6. 1 7.8 8.0

X Excluding additional adjustments during the life of contracts that contain cost-of-living escalators.

Source: Bureau of Labor Statistics.

This record of the terms of major collective bargaining settlements
in the years from 1972 through 1975 underscore the trend of restraint
in these recent years of very high rates of inflation, particularly in the
prices of regular necessities such as food, utilities, gas and oil, housing
costs and rents.

The agreements that are being negotiated in 1976 will be affected
by developments since 1973, when most of these contracts were previ-
ously settled-including the adjustments under the terms of the
previous settlements; the impact of rising living costs since then;
economic conditions, including unemployment, in the industry,
company and area; the employer's profits and outlook.

FULL EMPLOYMENT-THE Top PRIORITY OF NATIONAL
EcoNoMic POLICY

America is confronted by a clearcut choice in competing economic
philosophies.

On the one hand is the classic "trickle-down" theory, represented by
the economic policies of the Nixon-Ford Administrations, which is
based on more wealth for the few and hardship and even poverty for
the many. It is easily identified by its benchmarks-low wages, recur-
ring recessions, broad gaps between the haves and the have-nots and
the simplistic view that every person determines his or her own
economic destiny.

On the other hand, there is the philosophy that underlies full em-
ployment. It is one of general prosperity, full production, a balanced
economy and a government with a social conscience.

The 1975 AFLCIO Convention empowered the Economic Policy
Committee to study full employment proposals pending in the Con-
gress and to determine those elements that are essential to an achievable
and workable Full Employment Act-one that translates the promise
of the Employment Act of 1946 int action.

The AFICIO Economic Policy Committee spelled out these nine
essentials, which were adopted by the AFICIO Executive Council at
its meeting on February 16:

1. Full employment must mean, in fact, job opportunities, at decent
wages, for all those who are able to work and seek employment. This

75-983--7--pt. 4-2



698

means that the unemployed, at any time, would be only persons who
are temporarily jobless-such as entrants into the labor force, people
moving from one job to another or from one part of the country to
another, or people who are temporarily jobless as a result of seasonal
fluctuations in their specific industry.

2. The Congress must declare, as we do, that the Administration fore-
casts of unemployment-7.7 percent in 1976, 6.9 percent in 1977, 6.4
percent in 1978, 5.8 percent in 1979 and 5.2 percent in 1980-are
completely unacceptable. The Congress must undertake an immediate
and sustained campaign to reduce unemployment to 3 percent of the
civilian labor force and keep it from increasing, in the future, to more
than 3 percent.

3. The Congress must require the President annually to submit to it
targets, policies and programs to achieve full employment and to meet
national needs.

4. The President must be required to propose specific federal tax,
expenditure, budget and monetary policies and programs to meet the
targets he proposes for full employment, balanced economic growth
and national needs.

5. The Congress should establish a consultative body, composed of
major groups in the economy, to review the President's goals and
policies.

6. The Congress should provide procedures for prompt Congres-
sional review and action on the President's economic goals and policies.

7. The Federal Reserve, as a key government agency in the economic
area, should be required to justify to. the President and the Congress
the mianner in which its policies concerning interest rates, the money
supply and availability of credit will help meet the targets and
objectives that are established.

8. The full-employment goal must be good jobs at good pay. To the
extent that the economy's regular channels of private and public
employment fail to achieve that goal, the government must maintain
a public employment program to provide additional jobs at prevailing
rates of pay, but in no case less than the federal minimum wage. Such
a program should be of sufficient size to keep unemployment below
3 percent.

9. The Congress must establish full employment as the top-priority
objective of national economic policy to maintain the strength of
American society. The Congress must realize that an obsession with
budget deficits ignores the benefits of a full employment economy-
increased jobs and increased earnings, reduced unemployment benefits
and welfare costs, increased sales for business, increased savings and
investment, and increased tax receipts.

Full employment-a job opportunity at a decent wage for each
person able and seeking work-is an economic necessity for America.
From jobs come the wages that generate mass purchasing power. A
job is a key measure of a person's place in society-whether as a full-
fledged participant or on the outside looking in. Work is the source of
individual fulfillment. It is positive, constructive activity.

There is no lack of a will to work in America; there is only a lack
of jobs.

Establishing a full employment economy will require the committed
effort of all segments of society, but it must start with the government.
There is no single program, no single key to full employment.
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That is why Congres must adopt a Full Employment Act and begin
immediately to develop a full employment program. The way to finally
cut the deficit substantially is to put Ameriea back to work. Continued
reliance on the discredited "trickle-down" theory can only mean con-
tinuing deficits, continuing high unemployment, continuing hardship,
continuing recession.

SUBSTANTIAL ECONOMIC ST=uLIus Is EssENTTAL

The American economy urgently needs substantial measures to
create jobs and generate incomes-to restore the confidence of the
American people in their government's ability to manage the economy
and to lift the economy to full employment, full production and
balanced growth.

The AFL-CIO urges the following actions, in addition to adoption
of a Full Employment Act as outlined above:

1. The Congress must adopt an accelerated public works bill which
would create jobs and provide aid for those states and local govern-
ments, hardpressed by unemployment.

2. The Senate should join with the majority of the House to support
an expanded public service employment program for the unemployed.

3. Congress must act to prevent a rise of withholding tax rates on
paychecks-now scheduled' for July 1, 1976.

4. The government's housing programs need to be fully imple-
mented, with sufficient funds, to boost residential construction and
prevent the further spread of today's housing shortage.

5. Congress must direct the Federal Reserve system to provide suf-
ficient growth of the supply of money and credit at reasonable inter-
est rates to promote rapid expansion of the economy and job oppor-
tunities. Lower interest rates are absolutely essential to revival of the
depressed housing industry in particular and construction in general.
Congress should also direct the Federal Reserve to allocate available
credit for such high-priority purposes as housing, state and local gov-
ernment needs and business investment in essential plant and equip-
ment, while curbing the flow of credit for- land speculation, inventory-
housing and foreign subsidiaries.

6. Congress should increase the federal minimum wage to $3.00 an
hour and provide an automatic escalator for the future. A minimum
wage increase, along with a higher penalty for overtime work, would
provide a needed boost in the purchasing power of the lowest-paid
workers and generate new job opportunities.

7. Job programs especially designed for unemployed youth are
essential.

8. America needs a comprehensive energy policy and program to
rapidly reduce the nation's dependence on imported oil and to estab-
lish U.S. energy independence.

9. A new government agency, along the lines of the Reconstruction
Finance Corporation, should be established to provide long-term, low-
interest loans in the private sector, as well as to assist state and local
governments.

10. Federal funds must be provided for the restoration of railroad
track and roadbeds.

11. The outmoded unemployment insurance system badly needs
basic improvements.
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12. Major loopholes in the federal tax structure must be closed-
to raise as much as $20 billion of additional federal revenue and to
take a giant step towards achieving tax justice.

THE FINANCIAL SQUEEZE ON STATE AND LOCAL GOVERNMENTS

Seven years of Nixon-Ford economic mismanagement and abdica-
tion of many federal responsibilities have created a severe financial
squeeze for state and local governments, particularly major cities.
Back-to-back recessions, continuing inflation, usurious interest rates
and massive unemployment have cut state and local tax income while
sharply increasing costs.

State and local governments have laid off workers, reduced hours,
and put freezes on personnel and wages. This has added to jobless-
ness and reduced purchasing power and caused a sharp deterioration
in public facilities and services. Education, public transportation,
trash collection, police and fire protection, and other basic and es-
sential services have been cut back.

Bond issues have been rejected by both the money markets and
voters. Needed improvements and additions to public facilities have
been postponed or cancelled. The nation's largest city has been pushed
to the brink of financial collapse.

A decade of sharp increases in federal government help to the
states and localities ended in the early 1970s. For fiscal 1977, the
President's budget calls for a total halt in the growth of federal aid.
despite the fact that expected price increases will reduce the present
aid level.

The basic cause of the New York City crisis as well as the budgetary
strains in many states and most every large city can be linked directly
to the abysmal performance of the nation's economy.

New York was especially vulnerable to the nation's economic down-
slide, federal government inaction and the policies of the Federal
Reserve Board, because of the city's size, budgetary mismanagement
and special problems such as illegal aliens and the migration of poor
people from other states, Puerto Rico and other nations, resulting in
an extraordinary welfare burden.

The city averted default late in 1975 by budgets lashing. reducing
services and tax increases imposed by the state and city, plus much-
belated extension of short-term loans by the Administration. These
measures, however, have left the city and the state weak, increased
their vulnerability to economic shock and seriously undermined the
city's ability to rebuild and provide for the needs of its citizens. More-
over, the city's financial crisis continues.

During most of 1975, this crisis rippled through the nation's money
markets, hampered the ability of other localities to borrow funds,
increased interest rates on even high-grade municipal bonds, and
further eroded citizen confidence in government.

In addition to the adoption of measures to stimulate the economy,
in general, and adoption of a Full Employment Act the AFL-CIO
believes that decisive federal action must be taken which would di-
rectly meet the fiscal emergencies of state and local governments.

Specifically, the AFL-CIO urges:
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1. Reject and reverse President Ford's proposals to shift present
federal welfare and medicaid costs to the states and localities. There
must be immediate, substantial relief for the states and localities in
this financial area which can only be achieved by the federal govern-
ment's complete assumption of the full cost of Medicaid and welfare.

2. Congress must improve the allocation and entitlement formula
under the Revenue Sharing Act to insure that funds are targeted to
areas most in need, particularly the nation's urban centers. The allo-
cation provisions should also be strengthened to encourage increased
state use of fairer and more progressive income taxes. Adequate and
enforceable federal standards and safeguards must be added to in-
sure that the federal funds are used for programs that reflect national
needs and priorities and fully comply with federal civil rights guaran-
tee, labor standards and protections.

3. Establishment of a new agency like the Reconstruction Finance
Corporation to provide government guarantees of state and local
bonds, as well as loan guarantees and low-interest, long-term loans for
the preservation and creation of jobs in the private sector, including
housing.

The AFL-CIO calls upon Congress to reject proposals to shift re-
sponsibility back to the states and localities for problems that are
national in scope and effect.

Present federal aid programs should be reviewed in order to in-
crease their efficiency and ensure that state and local governments
obtain federal aid to which they are entitled and which they need.
Any consolidation or reorganization of existing programs must con-
tain appropriate and adequate provisions-including enforcement
procedures-to assure that the national interest is fully served. Fed-
eral purposes and performance standards must be safeguarded; the
job rights, employment conditions and other benefits of workers di-
rectly affected by such actions must be protected; there must be full
compliance with federal civil rights guarantees.

State and local tax structures must be made equitable and more
productive. State governments must share their tax revenues more
fairly with local jurisdictions, especially those responsible for financ-
ing a continually growing level of public services from an eroding
tax base.

Effective modernization of state and local governments is also es-
sential. Obsolete or restrictive constitutional restraints should be
eliminated and inefficient local units of government should be con-
solidated. At the same time, the job rights, employment conditions
and other benefits of affected workers must be protected.

INTERNATIONAL TRADE AND INVEsTMENT

As the Committee knows, organized labor did not support the 1974
Trade Act because we felt that in its form and in its administration,
the trade problems that face America would not be resolved. We take
no satisfaction from the fact, in our view, that we have been proven
correct. We believe that the law is laden with shortcomings and fails
to deal with major economic problems. Moreover, we believe also that
the Administration has not carried out the spirit or the letter of the
law in its implementation.
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Organized labor deeply fears that the erosion of our nation's in-
dustrial base and the lowering of this nation's standard of living has
not been halted or reversed since enactment of the Trade Act. This
erosion is likely to become more acute.

The American economy is suffering damage from imports-actual
and threatened-as other nations seek to export their recessions here
and erect barriers at home to protect their economies. U.IS. firms are
continuing to export their technology and operations abroad to serve
their foreign markets and, in many instances, to produce for this
market.

Multinationals continue to use their tax subsidies to expand their
foreign operations while claiming a "capital shortage" that can be
solved only by still more tax breaks at home. Investments of U.S.
companies in foreign operations were about 16 percent of their U.S.
investment outlays in 1967-1970 and nearly 23 percent in 1974; in
manufacturing, investments in foreign facilities were about 21 per-
cent of their U.S. investments in the late 1960s and almost 31 percent
in 1974. In addition there was the export of American technology
through license, patent and joint venture arrangements between U.S.
companies and foreign firms.

Today, America's newest industries are being shipped out. As other
nations get America's know-how in aerospace and electronics, chemi-
cals and shipping, computers 'and other new industries. the job-gen-
erators of the future are being lost. U.S. multinationals sell technology
even to nations with closed economies, oppressed labor and nations
which provide subsidies for exports.

Professor Peggy Musgrave's study on the impact of foreign direct
investment by these firms, published by the Senate Subcommittee on
Multinationals, gives the lie to corporate claims that workers benefit
and the nation gains from unregulated foreign investments. She
reports:

U.S. direct investment abroad in 1973 amounted to well over $100 billion (book
value), having tripled since the early 1960s. The market value is of the order
of $160 billion.

Gross capital formation abroad has roughly tripled over the past decade,
whereas domestic capital formation has only doubled. Plant and equipment
expenditures by foreign affiliates rose to 16 percent of all such expenditures in
the U.S. and to over 20 percent in manufacturing.

Foreign employment by U.S. manufacturing subsidiaries abroad in 1970
amounted to about 17 percent of all manufacturing employment in the U.S., but
S percent of the corresponding payroll.

In 1968, she reports, foreign affiliates' manufacturing sales abroad
were more than twice those of U.S. manufactured exports. The situa-
tion has gotten worse, since then.

Peggy Musgrave tells what happened to Britain in the latter part
of the 19th and early 20th century when similar policies were fol-
lowed. British economists then believed that when capital went abroad
to get higher profits, Britain would be better off. Since 19th century
investments were largely in developing foodstuffs and raw materials,
there was some truth in this. However, she goes on to say:

The nature of foreign investment and the circumstances in which it took
place changed in the early decades of the 20th century. It has been estimated
that annual British investment abroad rose eightfold between 1900 and 1914
(from about 25 million pounds to 200 million pounds) and by World War I
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Britain was investing an astonishing SO to 90 percent of her total capital forma-
tion abroad. Furthermore an increasing proportion of this foreign investment
began to move into the manufacturing industries . . .

British economists discovered that foreign investment "might lower
the standard of living instead of raising it."

Professor Musgrave also quotes John M. Keynes, in the early 1920s
when he pointed out the difference between home-front and foreign
investment, as it affected private investors and the nation-as-a-whole:

Consider two investments, the one at home and the other abroad, with equal
risks of repudiation or confiscation or legislation restricting profit. It is a matter
of indifference to the individual investor which he selects. But the nation as a
whole retains in the one case the object of the investment and the fruits of it;
whilst in the other case both are lost. If a loan to improve South American capi-
tal is repudiated, we have nothing. If a Poplar housing loan is repudiated, we
as a nation still have the houses. If the Grand Trunk Railway of Canada fails
its shareholders by reason of legal restriction of rates chargeable or for any
other cause, we have nothing. If the Underground System of London fails its
shareholders, Londoners still have the Underground System.

As England continued to move its capital abroad, Englishmen were
deprived of investment at home, of productivity improvement, of inm-
provements in real wages and even decent housing. The hopes of living
off money returned in private profits from foreign investment proved
unrealistic for the nation as a whole, although some investors bene-
fitted substantially. Yet the home-front economy -was neglected. And
this neglect is one of the major contributing factors to England's diffi-
culties, today.

But the U.S. government has continued its policy of subsidies and
encouragement for foreign investment by U.S.-based multinationals.

The statement of purposes of the 1974 Trade Act called for full em-
ployment, economic growth, fair trade, help for those injured by im-
ports and new rules of international trade. The provisions Congress
wrote into the law to carry out those purposes were aimed, we wvere
told. at meeting the problems of the "new ball game" in international
economics and politics. But, we see very little, if any, evidence of fair
play or a new "ball game."

Organized labor is concerned about the massive prenegotiations con-
cessions made by the Administration in reducing tariffs to zero on im-
ports of 2,700 products which went into effect January 1. These are
imports from more than 100 nations and territories including such
countries as Romania and Brazil, Mexico, Syria and Chile. Mfuiltina-
tional corporation producers abroad will now intensify their exports to
the U.S. from the lowest wage areas to wipe out more U.S. producers
and American jobs.

The Act's section which permits this action-Title V-should be
repealed.

Organized labor is concerned over the administration of provisions
to relieve unfair import injury. Under Title II, "swift and certain"
retaliation against unfair trade practices is authorized. But the record
of action to meet unfair dumping of foreign products or action to meet
unfair subsidies of foreign nations has been disappointing.

Under the Act's provisions for so-called "fair" competition, Title III
gave power to the International Trade Commission to decide whether
industries were injured by imports, and, if so, to recommend relief.
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Thus far, very few findings of injury to any industry were made, 'while
American producers and workers were forced out of business or out of
jobs.

Let me comment at this point that the Steelworkers are pleased that
the Commission finally, on January 19, 1976, recognized the injury in
the specialty steel industry. The Commission recommended stabiliza-
tion of imports and five-year quotas to assure that the United States
will be able to produce specialty steel. In making this finding the Com-
mission has recognized the problems with which most producing indus-
tries and millions of American workers have been confronted for some
years.

Our trading partners-owned, directed and subsidized by their gov-
ernments-stand secure behind their high trade barriers. Their pro-
tests of concern about the International Trade Commission decision
ring with hypocrisy but we agree on one point: This is a test case.

"Serious injury" to American workers and the specialty steel indus-
try is fully documented in the ITC study. It's hard to believe that the
President will not endorse the Commission's recommendations. In this
first major test, we must make the Trade Act work.

The Trade Act promised "adjustment assistance" for American
workers if they were injured or threatened by injury from imports.
Obviously workers would prefer their jobs, but even this aid has not
been forthcoming for most workers who petitioned for assistance.

From April through September 1975, petitions covering 337,308
workers were sent to the Labor Department. Reports of positive find-
ings of injury to groups of workers have been issued covering an
estimated 56,887. Only about 60 percent of those 56,887 collected ad-
justment assistance by December 1975.

Negotiations in Geneva are proceeding in a similar fashion. In the
face of all the injury suffered by American industry, the Secretary of
Agriculture told the National Farmer's Union in London, England,
on November 25, 1975, the United States must "offer concessions in the
U.S. industrial market for concessions in the foreign agricultural mar-
kets." Highly protected U.S. agriculture is exporting more to other
countries than ever before in the nation's history, but Administration
spokesmen offer to lower barriers even further to U.S. markets for
manufactured products even before the detailed bargaining begins, as
the quid pro quo for still more agricultural exports.

We see nothing in the Trade Act of 1974 that authorizes the further
sacrifice of sections of American industries and the jobs of workers in
those industries.

In addition, co-production agreements are being approved by the
U.S. government-agreements which provide for jobs and production
abroad to produce much of the final U.S. "sale" to the colmtry. In-
creasingly, U.S.-based multinationals make co-production agreements
with Communist countries. For example, the Polish Foreign Trade
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Agency in its 1975 Economic Survey announced agreements between
U.S.-based firms and the Polish government to combine American tech-
nology and Polish labor. America supplies technology, Poland sup-
plies the low-wage labor, under the Communist dictatorship. The
Agency announced that Singer, Clark Equipment and International
Harvester have made agreements to transfer U.S. technology and
production facilities to Poland, -where state-run labor will produce
goods for sale in Western European markets. Thus, the U.S. worker
and the U.S. economy will lose heavily, as these products begin to flow
from Poland for the benefit of that Communist nation's economy and
the short-term profits of the U.S. corporations involved.

The AFICIO is not aware of any statement of concern from our
government about these arrangements, but our government will bear
eventual costs in higher jobless payments, loss of corporate and in-
dividual taxes and a further diminishing of our industrial base. We
are not aware of any statement by the East-West Trade Board estab-
lished by the Trade Act that shows concern about the impact of these
agreements on the American economy.

Organized labor would like the Trade Act of 1974 rewritten, but we
are realistic enough to know that a wholesale rewriting of this Act is
unlikely in the immediate future. A first-step repeal of the preference
provision would at least slow down the import assault on the already
hard-hit U.S. economy. U.S. government enforcement of the "fair
trade" provisions would help substantially.

Another step that can and should be taken now is repeal of Sections
806:30 and 807 of the Tariff Code. These provisions encourage foreign
production of labor-intensive operations in low-wage countries-which
often combine tax and tariff breaks, as well as very low wages-of
products for shipment back to the United States, where they are sold in
competition with U.S.-made goods.

A direct job-creating opportunity is possible through tax legislation.
The tax code can be revised so that U.S.-based multinationals would
pay their fair share of U.S. taxes. For example, the provisions that
allow U.S. firms to defer paying U.S. taxes on their foreign earnings
until the income is repatriated should be repealed. The provisions that
allow U.S. firms operating abroad to credit the taxes they pay to for-
eign governments dollar-for-dollar against their U.S. income tax
should be changed to a deduction, similar to the treatment of the firms'
taxes to state governments. If these two changes were made, capital
would be encouraged to expand in the United States, rather than
abroad, and needed plant expansion would take place in this country.

America needs an international trade and investment policy to meet
the needs of the American people, the national economy and the na-
tional interest. It is surely time, at this late date, for both the Congress
and the Executive Branch to take the necessary measures to start down
that road.



AMERICAN LIFE INSURANCE ASSOCIATION

This statement is submitted on behalf of the American Life Insur-
ance Association, a division of the American Council of Life Insur-
ance. The current membership of the ALIA is 377 life insurance
companies which account for 90 percent of the legal reserve life insur-
ance in force in the United States and 95 percent of the total assets of
all U.S. life insurance companies and U.S. branches of Canadian com-
panies. The total assets of the life insurance business presently aggre-
gate $290 billion, representing the funds that have been entrusted to
our companies by millions of individual policyholders and employee
benefit plans. We appreciate the invitation of the Joint Economic
Committee to present the views of our business on the serious economic
issues that confront the Nation and affect the well-being of our
policyholders.

THE PROGRESS OF ECONOMIc RECOVERY

Following the steep economic recession of 1974-75, considerable
progress has been made toward raising levels of output and employ-
ment from the low points touched almost a year ago. Industrial pro-
duction has risen at an encouraging pace during the last several months
and the number of employed workers has advanced strongly, reducing
the unemployment rate to the lowest level since the end of 1974. Fur-
ther recovery seems assured during the coming year, with constant clol-
lar GNP expected to advance in calendar 1976 by more than 6 percent,
after a 2 percent decline in real output last year. Our own expectations
for real growth during 1976 conform rather closely to the projections
of economic activity set forth in the Economic Report of the President
and used as the basis for fiscal projections in the U.S. Budget for the
fiscal year 1977.

A fundamental factor encouraging economic expansion and rising
levels of private spending has been the substantial reduction in the rate
of inflation. As measured by the GNP price deflator, the inflation rate
has come down from over 13 percent at the end of 1974 to less than 7
percent in the final quarter of last year. For calendar 1976, the Admin-
istration estimates an inflation rate of 5.9 percent over the average
price level in 1975. Such continued improvement would be welcome
indeed, but there still would be a long way to go before price stability
is restored. An inflation rate of 6 percent is far above any level the
national economy can continuously absorb. Many economic analysts,
furthermore, are fearful that inflation will accelerate to a rate of 7 per-
cent or more by the end of 1976 in response to a variety of factors in-
cluding strengthening consumer demand, continued pass-through of
utility and other costs, and higher wage demands in future labor
neootiations.

(706)
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In our view, there are many inflationary forces still active within
our economy and the actual course of inflation during the year ahead
will depend importantly upon economic policies adopted by the federal
government during the coming weeks and months. Whether the infla-
tion rate continues to decline, or turns upward again at an accelerated
pace, will be greatly influenced by Congressional decisions on federal
spending and tax policies.

THE NEED FOR RESTRAINT IN GOVERiNMENT SPENDING

The fiscal proposals set forth by the Adnministration in late January
in the U.S. Budget for the fiscal year 1977 call for total federal outlays
of $394 billion-an increase of 5.5 percent over estimated fiscal 1976
outlays. By comparison, federal outlays in fiscal 1975 rose almost 91
percent and the current official estimate for fiscal 1976 is for a 15 per-
cent increase over the previous year.

We strongly commend the Administration's objective of bringing
the growth rate in federal spending down from the very high rates of
recent years. We are further encouraged by the longer-range budget
projections through 1981 which depict an average annual increase of
about 61/2 percent over the next five years, in sharp contrast to an
actual growth in spending which has averaged 12.7 percent over the
fiscal vears from 1972 to 1976. It is imperative, in our view, that the
steep upward trend of federal spending be halted and that future
budgetary growth under peacetime conditions be brought into line
with the overall growth trend of the total economy. Continued in-
creases of 10 or 15 percent each year in federal spending cannot be
tolerated if we are to have a viable and expansive private sector with
a diminished rate of inflation and stronger incentives to produce the
goods and services that are the basis of our economic well-being.

Growth in government spending has not been confined to the fed-
eral level but has also been a notable feature of the state and local gov-
ernment sector. Over the past five years, state and local government
outlays have increased at an average annual rate of 11 percent, faster
than the 9 percent average yearly rise in current dollar GNP. Spend-
in(y trends at federal, state and local levels have raised the percentage
of total government expenditures from 27 percent of GNP in 1965 to
35 percent in 1975.

A major force in stimulating the rapid growth of state and local
government outlays has been the extensive array of federal programs
that offer or require matching grants and shared expenditures. The
wide variety of federal grants-in-aid to lower levels of government has
induced many states and localities to undertake expenditures they most
likely -would not have made independently. Federal grants-in-aid to
state and local governments have more than doubled over the past five
years, rising to almost $60 billion in fiscal 1976. The need for match-
ing funds under many of these programs not only has boosted the level
of state and local budgets. but also has led to budgetary inflexibility
when local receipts decline because of adverse economic conditions. The
fiscal problems now confronting many of our cities and states have
arisen in part from the burdens assumed in matching federal assist-
ance payments.
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We urge the Congress to give careful attention to the relationship
between the provision of federal grants to other levels of government
and the impetus thereby given to undertaking increased financial re-
sponsibilities at the state and local government levels. The federal gov-
ernment, because of its power to create money, has assured access to
financial: resources when deficit financing is required. But state and
local entities faced with large amounts of deficit financing are finding
themselves in an increasingly difficult position with regard to their bor-
rowing abilities. The fiscal problems encountered last year by New
York City and State, evidenced also in other state and local jurisdic-
tions, dramatically illustrate the basic differences between the spend-
ing and financing capabilities of federal and non-federal levels of
government.

SPENDING,- INFLATION, AND UNEMPLOYMENT

Some critics of the President's proposed spending target of $394
billion .have- argued that this level of federal. outlays is insufficient
in view of the- urrent high rate of unemployment. Federal spending in
the area'of -$420 billion. or more has been urged in some quarters as
necessary for the coming fiscal year. We are opposed to the higher
spending targets for 1977, in view of the fact that economic recovery
is- already well established and will be even further advanced by the
time the next fiscal year -begins. Moreover, added -fiscal stimulus to
achieve short-run gains- in the employment level could result in a
revival of inflationary excesses. that would lead to an economic down-
turn and higher unemployment later on. One of the root causes of the
1974-75 recession was the preceding period of high-rate inflation that
led to speculative excesses in inventory buying and precautionary cut-
backs in consumer spending, followed in turn by a sharp downturn
in production and employment. If we are to avoid- a repetition of these
unfortunate developments, we must aim for sustainable and balanced
expansion of the private sector that will provide for. improving job
opportunities on a longer-lasting basis.

We share the widespread concern over the continuing high levels of
unemployment, especially among teenagers, unskilled workers, and
those living in the central cities. However. it is highly doubtful that
economic stimulation through aggregate fiscal or monetary policies
will bring significant improvement in these special segments of the
employment market. We are faced with a structural problem of un-
employment that responds sluggishly to overall stimulation. Emphasis
should be given toward special programs to help train new entrants
to the work force, improve job skills, and encourage the relocation of
workers-who are trapped in areas of chronically declining job oppor-
tunities. Application of the minimum wage laws to younger or less
experienced- workers often serves to reduce job opportunities among
these groups and consideration should be given to revisions in present
legislation to remove this barrier to meaningful employment for. these
individuals. Moreover, provision of enlarged or extended unemploy-
ment benefits may be appropriate during a period of economic down-
turn, but such benefits, supplemented by other welfare programs that
replace lost income, may dull the incentive of many potential workers
to seek jobs during the subsequent recovery.
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As pointed out in the Economic Report of the President, various
programs to cushion the burden of unemployment should be viewed as
only temporary remedies and not substitutes for productive jobs in the
private sector. In our view, if federal spending in fiscal 1977 is allowed
to rise at the pace of recent years in the hope that unemployment will
be rapidly reduced, inflation will quickly worsen and the recovery will
be curtailed. The gains in employment will then prove to be sadly
short-lived. Experience has shown that we cannot "spend our way to
prosperity" through higher federal outlays, especially in inflationary
times such as we are now encountering. Such spending accelerates the
inflation rate and leads to cutbacks in private spending, lower produc-
tion and fewer jobs.

The federal budget is a powerful weapon in determining the course
of economic activity and a faster or slower pace of inflation. With
economic recovery well under way, a slowdown in federal spending is
essential to achieving the twin objectives of continued expahnsioii in the
private sector of the economy and a diminishing rate ofI inflation in
1976 and beyond.

TAX PROPOSALS FOR FiscAL 1977

As set forth in the U.S. Budget for the Fiscal Year 1977, federal
receipts are projected at $351 billion, a rise of 18 percent over the esti-
mated receipts in fiscal 1976. This projection assumes further exten-
sion of the tax reductions enacted last March which were carried over
through the end of fiscal 1976 by the Revenue Adjustment Act of 1975
passed last December. The estimated $351 billion figure assumes enact-
ment of tax reductions that would reduce total' receipts by $28 billion
in fiscal 1977.

While we believe that the tax reductions of 1975 should largely be
carried over into the coming fiscal year, we do not support the further
reductions that have been proposed to take effect during the coming
transitional quarter and the 1977 fiscal.year. There are several reasons
for opposing further tax reductions at this stage of the economic cycle.
The added fiscal stimulus to the economy resulting from further tax
cuts does not appear appropriate in a period of rising income, produc-
tion and employment. Indeed, we are concerned that further'stimulus
will quickly work to increase the rate of inflation. Moreover, there are
many indications that great difficulties will be encountered in keeping
total federal outlays down to the $394 billion figure requested by the
President. If a higher spending level is permitted, the federal deficit
now projected at $43 billion could rise to the neighborhood of $60
billion or more.' In 'these circumstances, additional tax reductions
would seem inadvisable. The preferable course of action would be to
hold down spending and also forego further tax cuts in the interest of
achieving a smaller deficit.

In viewing the economic impact of the budget, it is necessary to
consider not only the direct effects on total spending, but also the im-
pact on the credit markets and interest rates. During the current fiscal
year it has been possible to finance the largest peacetime deficit in
history without undue strain on the credit markets, largely because
private credit demands from business and consumers alike plummeted
under recessionary conditions. The "crowding out" of private credit
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demands which had been widely feared one year ago did not material-
ize because the private sector cut back its borrowing and business
firms actually reduced outstanding bank debt in the course of drastic
inventory reductions.

These conditions are not likely to prevail during the fiscal year be-
ginning next October. As a more mature stage of business recovery is
reached in 1977, private credit demands are almost certain to expand
in company with rising business activity in the private sector. Unless
federal deficit financing can be reduced as private credit needs in-
crease, the resulting competition for funds will inevitably lead to
higher interest rates. If legitimate credit demands of business and
consumers cannot be satisfied, private economic expansion will lose its
vigor. In order to reduce the pressure of federal financing on the credit
markets, and to permit an adequate level of private borrowing, the
federal deficit should be minimized as far as possible during the coming
budget period. To accomplish this, avoidance of further tax reductions
as -well as restraints on higher federal outlays should be the prime
objectives of congressional policies.

We commend the progress that has already been made within the
Congress toward the effective implementation of the Congressional
Budget Control Act during the current fiscal vear, when the decisions
of tihe Budget Committees of the House and the Senate were not yet
mandatory. The work of these important bodies has demonstrated the
feasibility of framing overall budget decisions within the context of
their economic impact under varying economic conditions. For the
fiscal periods ahead, these budget procedures within the Congress
offer the potential of effective control over total budget outlays and
total budget receipts in a combination than can foster steady and
sustainable economic expansion, while avoiding the excesses leading
to inflation or recession.

In formulating tax policies for the years ahead, the Congress urn-
doulhtedUy will wish to consider many kinds of tax changes and tax
"reforms." We believe that two basic principles should be observed in
the course of such review: first, the need for tax simplification and the
avoidance of greater tax complexities or the elaboration of tax sub-
sidies, 'and 'second, the need for greater attention to the problem of
capital formation. On the first point, for example, there is currently
under consideration legislation that would provide for certain mort-
gage lenders a mortgage interest tax credit" geared to the amount of
residential mortgage lending in which such lenders have engaged. We
are opposed to this type of tax subsidy on the grounds that it further
complicates the tax system and would serve to channel investment
flows into pre-designated areas of the capital markets.

W~e reeognize that housing starts have been at a low ebb for the last
two vears and that there are many calls for special assistance to stimu-
late construction activity. Housing starts declined, however, several
months before there was any shortage of mortgage money. It was the
lower demand for housing, not a shortage of mortgage money, that led
to the decline in starts. At the present time, ample funds are available
to supply the legitimate needs of this market as demonstrated by the
substantial savings inflows into thrift institutions that specialize in
housing credit.
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On the second point regarding capital formation, we urge the
Congress to give high priority to consideration of this question which
vitally concerns the future growth and well-being of our economy.
Over recent years, the bulk of our tax changes has centered on the
stimulation of current spending for consumption, at the expense of
increased saving and capital investment. If we are to provide for
higher consumption levels in future years, we must lay the base
for improved productive capacity through increased capital forma-
tion. As our population and labor force expands, their economic
productivity will depend upon the availability of efficient, modern
capital equipment with which to work. The need for capital invest-
ment is also enlarged by sizable requirements for energy self-suf-
ficiency and for environmental protection of many kinds. To meet
the goals of our society and to satisfy our aspirations for higher liv-
ing standards and a better quality of life will require capital forma-
tion at a faster rate than in the recent past.

The Economic Report of the President contains an excellent analy-
sis of the capital formation problem, together with estimates of
the Nation's capital requirements through the end of this decade.
One of the inferences drawn from this analysis is of particular
pertinence to Congressional decisions affecting federal budgetary
policy:

If Government deficits do not decline rapidly enough as the
recovery proceeds, the savings necessary to ensure a satisfactory
rate of private investment may be preempted, and the expan-
sion could stall sometime before employment returns to an ac-
ceptable level.

FEDERAL RESERVE MONETARY POLICY

Along with the massive impact which federal budgetary policy
has on the economy, monetary policy of the Federal Reserve author-
ities is a prime factor in the course of economic activity and condi-
tions in the credit and capital markets. Monetary policy has an ad-
vantage of greater flexibility than fiscal policy, with an ability to
adapt more quickly to changing economic conditions. At the same
time, it is essential for monetary and fiscal policies to be coordinated
closely, in order to produce the proper degree of stimulus or restraint
necessary to foster economic expansion or hold back inflation.

Over the past year, the Federal Reserve has performed well in
aiding the transition from recession to recovery without further
invigorating inflationary forces. For the year ahead, monetary policy
must take into account the effects on the economy of budgetary
decisions of the Congress. If budget stimulus is too great, by rea-
sonof higher spending and/or tax reductions, the consequent revival
of inflationary pressure may require the monetary authorities to
restrain the business recovery in the interests of price stabilization.
On the other hand, if budgetary stimulus in the year ahead is kept
within moderate bounds, the Federal Reserve can permit continued
Growth in the monetary aggregates along a steady path which will
foster continued and sustainable recovery in economic activity and
employment.
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In summary, we are concerned that undue budgetary stimulus
from an unchecked growth in federal spending, or additional tax
cuts, or both, will heighten inflationary pressures later this year and
into 1977. While unemployment remains high, the recovery now under
way in the private sector promises to raise total employment over
the months ahead. Special approaches, rather than overall fiscal
stimulus, are required to deal with structural unemployment among
various segments of the work force. Efforts to increase employment
through over-sized federal deficits will prove self-defeating beyond
the short-run if such policies lead to a renewal of inflationary ex-
cesses followed by a downturn in production and employment, similar
to the experience of 1974-75. We urge the consideration of these
views by the Congress in its critical decisions on federal spending
and tax policies over the months ahead.



CHAMBER OF COMMERCE OF THE UNITED STATES

(By Carl H. Maddens`)

The Chamber of Commerce of the United States welcomes the oppor-
tunity to comment on the Economic Report of the President and the
1Annual Report of the Council of Economic Advisers.

CONSENSUS ON SHORT-TERM OUITLOOK

There is a broad consensus among business economists that our cur-
rent recovery is only moderately strong compared to previous recov-
eries since the end of World War II. But this is a good performance,
considering the series of economic and political shocks to the economy
during the past 2 to 3 years. These shocks included the removal of
wage-price controls; food, raw material and energy shortages; double-
digit inflation accompanied by soaring interest rates; high unemploy-
ment; ayear and a half of declining family purchasing power; our
first defeat in a major war; and Watergate. It is no surprise that con-
sumer confidence was severely damaged by these developments. What
is remarkable and a tribute to the underlying strength of our private
sector is that consumer confidence has substantially recovered from
what, in effect, were two back-to-back recessions; late 1973 to late 1974
and late 1974 to mid-1975. This recovery of confidence has been aided
by the personal tax cuts and rebates of early 1975, the slowdown of
inflation, consumer debt repayment, and a strong stock market.

The broadening and deepening recovery has been accompanied by
added employment of 2.1 million more workers since the bottom of
the recession last March. Total employment will continue to rise during
the year and at a quickening pace as the year progresses. But the rise
in total employment will not be enough to absorb the some 11/2 mil-
lion new entrants into the work force and still bring the gross umem-
ployment rate down below 71/2 percent for the year from last year's
81/9 percent level.

Now that auto production is recovering strongly, the principal
question marks on the near-term economic horizon continue to be the
outlook for housing construction and business investment spending.
Private estimates of new housing starts this year range from 1.3 mil-
lion to 1.7 million, with the latter figure being close to the Adminis-
tration's projection for starts at the year end. The 1.7 million figure
would be low compared to the 2.4 million peak in 1972 but would be
much more compatible with a less inflationary environment.

Actual investment outlays typically exceed businessmen's expecta-
tions in economic recoveries. On this basis the Economic Reports'
projection of a 4-5 percent real growth in such investment this year

C Chief economist, Chamber of Commerce of the United States.
75-983-76--pt. 4 3
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is plausible although on the high side of private estimates. But most
of the new fixed investment spending this year is likely to be on equip-
ment, since there is little incentive for manufacturing firms to increase
their spending on new plant when capacity use of their existing plant
is only 72 percent and is not expected to exceed 77 percent this year.
This latter figure compares with a peak rate of 83 percent set in the
second quarter of 1973. The two big unknowns affecting investment
spending this year are: (1) the degree to which higher energy costs
have rendered obsolete a portion of the currently reported "excess
capacity"; and (2) the possibility of capacity shortages reappearing
in major materials industries where the utilization rate has already
risen from 70 percent in the first quarter of 1975 to over 81 percent.
In certain of these industries, such as textiles, paper, rubber and plas-
tics, the utilization rate is expected to range between 85 percent and
90 percent this year.

NONCOINSENSUS ON MIDDLE-TERM OUTLOOK

The broad consensus on the short-term outlook for this year does
not extend to next vear, because the longer time span involved leaves
more room for important unfavorable developments, particularly the
possibility that the recovery will falter if business investment spend-
ing has not revived strongly by early 1977. Another adverse develop-
ment would be a series of serious strikes and excessive wage increases
this year which would retard the expansion of output. A third often-
cited negative development would be a revival of inflation which would
cause the Federal Reserve to tighten credit and thereby abort the
recovery. Consequently, some experts are forecasting that the recovery
will "run out of steam" next year.

The possibility of such unfavorable developments late this year or
early next year cannot be completely discounted, but non appears to
be probable. Business fixed investment should pick up in the second
half of this year as profits improve, and capacity use rates rise. Aug-
mented by inventory accumulation, such investment should provide
strength to total spending well into 1977. Despite the prospect of major
labor settlements at about 9-10 percent this year for the first year of
contracts, continued high unemployment and less inflation should
restrain wage increases and strikes in the labor market as a whole;
and above-trend productivity gains characteristic of recovery periods
should damp down the cost-push effect of higher wage rates this year
and next. These developments will represent the natural concatenation
of events as recovery unfolds. But the outlook for inflation in the
next year or two will depend much more on monetary and fiscal poli-
cies than on the orderly progression of recovery through its various
stages.

TVII ImPORTANCE OF APPROPRIATE MONETARY-FISCAL POLICIES

Earlier testimony before this Committee on this year's Economic
Reports has highlighted how strongly the policy prescriptions of the
witnesses have been influenced by their economic goal preferences.
Essentially the policy argument has revolved around the inflation-
unemployment relationship. Preoccupation by some witnesses with the
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overall unemployment rate has led not only to exaggeration of the
hardship implications of the global rate but also to misguided policy
prescriptions of the New Deal pump-priming variety. The overall
unemployment rate is a very poor policy guide. It mixes together
widely dissimilar groups of workers-teenage dependents heads of
households, the poor and the wealthy, short-term and long-term unem-
ployed, those willing to take any honest job, and those who will con-
sider accepting only a limited sort of "suitable employment." It is a
gross unemployment rate, too, since job vacancies are not subtracted
to give a net unemployment rate.

There is no factual basis for using as low a rate as 4 per cent of
the labor force as the "normal" unemployment rate. Since 1948 the
gross rate has ranged above four, often above five, and occasionally
above six per cent, except during the Korean and Vietnamese Wars.
In fact, excluding the depressed 1930's and wartime years of extraor-
dinary demands on industry and labor, and the norm appears to be
about 5.3 per cent.

The structure of unemployment has changed appreciably also. As
our economy has become increasingly service-oriented the labor force
has changed sharply to include far more women and teenagers who
typically have higher unemployment rates than experienced workers.
The key rate so far as inflation is concerned is the rate for adult males.
Last January this rate was .7 per cent lower than the overall rate-
7.1 per cent compared to 7.8 per cent. Moreover, the adult rate declines
faster than the overall rate. Former Budget Director Schultze testi-
fied on February 23 that, in the four periods of post World War II
inflation, as the rate of unemployment for adult males fell below 3.8
or 4 per cent, the underlying rate of inflation accelerated to a higher
level despite high unemployment of women and teenagers. By "under-
lying rate of inflation" he means the rate of wage increases minus the
long-run growth of productivity.

Three important policy implications emerge from these considera-
tions: (1) monetary-fiscal measures should be used to reinforce the
normal recovery currently underway; (2) the unemployment rate to
watch as a monetary-fiscal policy guide is the rate for adult males, not
the overall unemployment rate; and (3) other measures aimed at struc-
tural unemployment rather than monetary-fiscal policies should be
used to reduce teenage and female unemployment, such as a special
teenage minimum wage, job training, measures to increase labor mo-
bility and more and* better child day care facilities for working
mothers.

A major element in the conduct of monetary policy is the guides
to be used by the Federal Reserve. As just mentioned, an appropriate
labor-market guide is the unemployment rate for adult males. Key
guides among monetary variables, in addition to short term interest
rates, are the velocity as well as the supply of money. It is clear that
the monetary authorities cannot control credit conditions within nar-
row limits, especially when economic activity is declining. It is diffi-
cult for the Federal Reserve to keep monetary growth within a normal
range even during normal times, because there are important relevant
variables beyond its control. Leading examples of such variables are
international capital flows, Treasury deficit financing operations and
fluctuating demand for bank loans. These difficulties are compounded
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during recessions when sagging business and consumer confidence and
net debt repayment frustrate the Reserve System's efforts to pump
up the conventional money supply.

Chairman Burns' testimony before the House Banking Committee
on February 3 documented the rise in money velocity since the third
quarter of 1974 as business and consumers placed a larger fraction of
their transactions and precautionary cash balances in interest-bearing
liquid assets. This and comparable developments, which slowed the
growth of M-1 and increased the growth of M-2 and M-3, emphasize
the importance both of understanding monetary relationships during
the business cycle and of not imposing rigid monetary guidelines for
the Federal Reserve to follow on a day to day basis. Slavish adherence
to a stated growth rate in M-1, which had become so popular in the
financial press, is the best example of such a rigid and ill-advised rule.
In light of these considerations, the Federal Reserve's projected growth
ranges in the monetary aggregates for the year ending in the fourth
quarter, including a wider range for M-1 growth, appear quite
reasonable.

Regarding fiscal policy, the President's new budget reflects renewed
prosperity on both the revenue and expenditure sides-on the revenue
side through a $54 billion tax revenue increase and on the expenditure
side through a drop in recession-related outlays such as unemployment
compensation. But more importantly, the budget also reflects a judg-
ment that more economic activity should be returned to the private
sector and that the private sector should provide stimulus to the
economy rather than the ever-growing public sector. Since 1960 federal
spending has ranged from 18 percent to 22.5 percent of GNP in 1975.
The new budget, which has been criticized by some observers as being
unrealistically low, envisages spending amounting to 21.5 percent of
GNP.

Proponents of more federal spending are calling for a budget as
much as $29 billion above the President's, with spending proposals
focused on public service jobs and public works to depress the gross
unemployment rate rapidly. The Administration is showing more
candor than its critics in recognizing that the trade-off for less infla-
tion in the future is a slower but sounder recovery. The big spenders
have not been equally candid in recognizing publicly that trying to
operate the economy under forced draft to depress the gross unemploy-
ment rate rapidly would increase the danger of wage-price controls
as well as the danger of repeating the 1974-75 boom-bust cycle. Pro-
fessor James Tobin of Yale University has estimated that fiscal and
monetary policies stimulative enough to get the economy back to 5 per-
cent unemployment by early 1978 would raise the average rate of
inflation for the rest of this decade by about 2 percentage points a
year-bringing the inflation rate at the end of the decade to a level of
6 to 61/2 percent compared to a 4 percent otherwise.

But the central issue in the Bicentennial Year budget is not whether
the unemployment rate should be reduced rapidly or slowly or whether
there is some best trade-off point between the inflation rate and the un-
employment rate. The central issue-is reattaining the steady and stable
economic advance we enjoyed in the early 1960's. This will be accom-
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plished only by productivity-increasing private capital investment
financed by the savings of the public.

TmH NEED FOR CAPITAL

Getting the economy back on track may require rethinking basiceconomic policy. But it will not be accomplished by squandering re-
sources-especially scarce energy-on public works paid for by heavy
deficit financing that threatens to "crowd out" private borrowers later
this year or early in 1977 when private demands for credit will be in a
cyclical growth trend.

The emphasis in the Administration's budget on encouraging eco-
nomic growth through the private sector is one with which the National
Chamber thoroughly agrees. This objective is much more likely to be
accomplished through a "steady-as-she-goes" economic policy to pro-
vide productive jobs for our work force without putting the economy
through the stop-go, boom-bust wringer so recently experienced.

Sustainable economic progress depends on growth in the quantity of
productive resources, in the efficiency with which they are used and in
the degree to which they are employed. Edward Denison of the Brook-
ings Institution has studied the sources of national economic growth
for the 1948-69 period and has concluded that real economic growth
was attributable about % to new capital investment, about %,40 th to
better technology and application of knowledge, 1/3 rd to economies
of large scale production and l/rd to increased quantity and quality of
labor. So capital in all forms is clearly of predominant importance
in economic growth. Between 1975 and 1985 about 15 million new
people will enter the labor force. If jobs are to be available to reduce
the unemployment rate to five percent (given action on needed struc-
tural changes), about 18 million new jobs must be created or revived
in the decade-an average of 1.8 million annually. Don R. Conlan,
formerly Associate Director and Chief Economist of the Cost of Liv-
ing Council, has estimated that each of these jobs will require an
average of about $80,000 of investment.

These facts relate directly to recent studies of our economy's needs
for capital, including the Department of Commerce study summarized
in the Council's Economic Report. This study estimates that the ratio
of business fixed investment to GNP may have to average 12 percent
from 1975 to 1980, compared to 10.4 percent in the 1965 to 1974 period.
This estimate is in the same range as earlier estimates by Duesenberry
and Bosworth and Data Resources Inc.1 The National Chamber agrees
with the Council's policy inference from this indicated increased need
for capital investment-that a "steady and sustained expansion will
provide a far better economic climate for investment than a path of
excessive expansion followed by another cycle of inflation and re-
cession". And, as the Council's report also notes, less reliance on con-
sumption-oriented fiscal expansion and more reliance on monetary'
stimulus would best promote badly needed private investment.

1 See James Duesenberry and Barry Bosworth4 "Capital Requirements of 1980" inJoint Economic Committee Hearings, October 1974 and Allen Sinai and Roger Brinnerin "Data Resources U.S. Long-Term Review," Summer 1975.



COMMITTEE FOR ECONOMIC DEVELOPMENT

(By Philip M. Klutznick*)

We appreciate this opportunity to comment on the President's Eco-
nomic Report and the Annual Report of the Council of Economic Ad-
visers on behalf of CED's Research and Policy Committee. As you
know, our Committee has presented testimony on the Economic Report
ever since these annual reviews were initiated. We are pleased to share
our views with you again this year.

The two reports discuss a wide range of current and longer-term
issues of economic policy in a clear and thoughtful fashion. We particu-
larly commend the Council for including in its Report the results of a
highly useful and informative special study of the long-term adequacy
of capital that was undertaken on its behalf by the Bureau of Economic
Analysis of the Department of Commerce. More effective policies to
assure adequate capital formation are essential for healthy long term
economic growth and for dealing successfully with the problems of
inflation and unemployment in the longer term. The information and
analysis presented in the Council's Report should be helpful in foster-
ing a more informed public dialogue on these issues.

The comments which follow concentrate on three major topical
areas: (a) the Council's recommended strategy for economic stabiliza-
tion, (b) longer-term approaches toward improving resource alloca-
tion and efficiency, and (c) international economic policies.

STABILIZATION POLICIES FOR A NONINFLATIONARY RECOVERY

The President's Report outlines a number of broad principles for
using stabilization policies to deal with the twin problems of inflation
and unemployment. First, it emphasizes that the two problems must
be attacked simultaneously; they should not be regarded as inherent
opposites. Second, it stresses that achieving sustainable non-inflation-
ary growth calls for a steadier course in macro-economic policies than
in the past; in this connection, the need to avoid overly expansionary
measures is highlighted. Third, the Report recognizes that full recov-
ery will take considerable time and therefore, adequate measures must
be taken to provide a cushion for the unemployed and others who are
hardest hit by the overall weakness of the economy. Finally; there is
strong emphasis on the contribution that a vigorous private section
and increased private capital investment can and should make to a su-
stainable recovery.

These principles are very much in accord with the basic approach
our Committee has taken in the past. We concur with the Council, how-
ever, that it is much easier to enunciate general principles of policy
than to apply them to specific circumstances. We now turn to some

*Chairman, Research and Policy Committee, Committee for Economic Development.
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broad questions that can be raised in connection with the Report's
more detailed policy prescriptions.

Assessing recovery goal8.-The first question relates to the appro-
priate targets for economic recovery. The Report forecasts that real
GNP will increase by 6.2 percent in calendar year 1976 and by 5.7
percent in 1977. It would appear that these forecasts-and particularly
the estimate for 1977-also provide an approximate indication of the
pace of recovery that the Council feels can safely take place without
the reemergence of added inflationary pressures. The corresponding
forecasts for consumer prices are for a rise by slightly more than 6
percent this year and of 6 percent in 1977.

The Council's scenario for economic expansion through 1977 is es-
sentially on the conservative side. Although the recent recession was
by far the most severe of the postwar period, the pace of recovery
through the fourth quarter of 1975 actually lagged somewhat behind
the recovery rates during comparable periods of most earlier postwar
upswings. Moreover, in contrast to all other postwar recoveries, the
first three quarters of expansion had not yet brought real GNP back
to its pre-recession peak. According to the forecast in the Economic
Report, the economy will still be operating well below capacity levels
for a considerable period in the future, with unemployment rates in
1976 still averaging 7.7 percent of the labor force and those in 1977
falling just a shade under 7 percent. While the Council is apparently
now prepared to reduce these estimates somewhat in the light of the
larger-than-expected declines in the unemployment rate in the past
two months, the significance and durability of the reported improve-
ment is still difficult to assess and unemployment is expected to remain
far above pre-recession levels for quite a long time. The Administra-
tion's January projections suggest it will not be until 1980-81 that the
unemployment rate will decline to about 5 percent.

Is this the best economic performance that is feasible without a
resurgence of inflation? Given the very large losses in potential pro-
duction and employment entailed by the Council's projected growth
pattern, the question of whether or not a more rapid rate of recovery
would in fact add -to 'upward price pressures certainly deserves the
most careful exploration. Unfortunately, the Council's report does not
present a detailed analysis of the relative inflationary risks involved in
alternative growth paths. While it properly stresses that overly expan-
sionary policies would tend to exaceibate the inflationary expectations
of both producers and consumers, it does not present clear-cut criteria
for determining which rates of expansion would in fact be excessive.

One criterion that needs to be explored is whether and at what point
a more rapid recovery would begin to exert pressures on capacity and
result in the emergency of bottlenecks. The risks from this source must
not be underestimated. However, there appears to be strong evidence
that, even with a somewhat more vigorous rebound than predicted by
the Council, industrial and materials capacity will remain relatively
ample for some time to come.

Another relevant issue is the degree of risk that the stimulative
policies needed to produce a faster rate of expansion than envisaged
by the Council would tend to overshoot their mark and cause excessive
inflation in the future. This risk must be assessed in conjunction with
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the ability and determination of the authorities to make flexible ad-
justments in fiscal and monetary policies when needed.

The monetary authorities have long had considerable flexibility to
make prompt policy changes. On the fiscal side, the new Congressional
budget procedure, if properly implemented, should greatly enhance
the ability of the Administration and the Congress to adhere to rea-
sonable fiscal targets and to reverse the direction of fiscal policy when
this is required. Moreover, as was stressed in our 1972 policy state-
ment, "High Employment Without Inflation," the risk of overshoot-
ing the mark can be further minimized if stimulative policies empha-
size expenditure programs that are automatically phased out when
they are no longer needed and temporary tax changes which require
periodic reexamination.

Of course, even under the new budgetary procedures, legitimate
questions arise as to whether there will be adequate future scope for
making prompt adjustments in fiscal policy when necessary. This does
not mean, however, that efforts to foster a healthy rate of economic
expansion should be abandoned or that excessive reliance for stabil-
izing the economy should be placed on monetary restraint, as has
tended to be the case in recent years. Rather, it calls for additional
improvements in existing procedures to permit more timely adjust-
ments in fiscal policy, plus a strong determination by both the Admin-
istration and the Congress to use such procedures when needed.

Our Committee has previously proposed that the added fiscal flexi-
bility be provided by giving the President the power to raise or lower
income taxes by specified amounts, subject to Congressional veto. A
possible alternative that might be more acceptable to the Congress
would involve periodic Congressional agreement on the form that
future tax changes for stabilization purposes should take, coupled with
a procedure that would allow activation of these changes within a
very short period once the Congress determines that the state of the
economy calls for such a step. We are currently examining the case for
procedural improvements of this kind in connection with the work of
our Subcommittee on Controlling the New Inflation.

A further consideration that is frequently cited as a reason for
eschewing more expansionary policies is the rise in the Federal budget
deficit that is likely to be associated with such policies. It needs to be
recognized, however, that low rates of growth themselves tend to be
the cause of protracted deficits as tax receipts lag and outlays for
unemployment insurance and other recession-related programs mount.
A temporary increase in the deficit caused by reversible or self-limiting
tax cuts and other fiscal measures to stimulate increased demand and
output can be appropriate if it moves the economy more quickly to
more efficient levels of operation and incomes that make it possible to
eliminate the deficit.

In this connection, it should be stressed that the great bulk of the
current deficit is attributable to the weakness of the economy rather
than to exceptionally large increases in permanent Federal outlays. As
a recent staff report by your Committee has indicated, the share of
Federal expenditures in GNP remained almost constant at 20-21 per-
cent between 1953 and 1973. While it jumped to nearly 24 percent in
1975, the rise can be explained by the impact of the recession and
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underutilization of capacity; on a high employment basis, the 1975
ratio remained at about 20 percent. This in no way lessens the need for
stricter discipline over Federal spending to assure the most productive
use and allocation of fiscal resources, eliminate unnecessary and waste-
ful expenditures, and produce significant budget surpluses at high
employment. It does mean, however, that large deficits related to a
weak economy should not be automatically blamed on the trend of
Federal government spending.

Finally, it is also important to note that as long as the economy is
operating substantially below capacity levels, the risks of inflation are
by no means solely associated with faster rates of expansion. In such a
setting, policies that foster more vigorous growth and higher levels of
production may actually tend to reduce inflationary pressures. A more
solid pace of recovery is likely to lead to more efficient resource utiliza-
tion and larger productivity gains. It also provides needed incentives
for the longer term investments in enlarged capacity that will be
required to prevent *a reemergence of inflationary bottlenecks and
shortages once the economy returns to high employment. In addition,
there are better prospects for reducing cost-push pressures resulting
from struggles over income shares when aggregate incomes are ex-
panding at a healthy pace and productivity gains are high than when
income growth and productivity gains are low.

On balance, it appears that a more rapid pace of recovery than
suggested by the Council may be well feasible without significant added
price pressures and may actually serve to reduce the risk of inflation
over the longer run. Beyond a certain point, of course, an acceleration
in the pace of economic activity does pose additional inflationary dan-
gers. The issues involved in choosing an appropriate goal for economic
exnansion deserve careful further study.

Suggesting that a more vigorous recovery than envisaged by the
Council should be possible without adding to inflation does not imply
that the inflation rates projected by the Council as well as most private
forecasters can be viewed with equanimity. We believe, on the contrary,
that they are a cause for grave concern. The point simply is that infla-
tion cannot be overcome by slow growth and lagging production.
Rather, it must be attacked directly through a wide range of remedial
measures of the type outlined in our testimony before this Committee
last year. Among other things, these include steps to improve the com-
petitiveness and productivity of our economy, to eliminate structural
biases that add to cost-push, and to strengthen capital investment.
Our Subcommittee on Controlling the New Inflation is currently de-
voting intensive study to the potentials for using such policies.

Adequacy of thle council's policy proposals.- A second major ques-
tion posed by the Council's analysis is whether the proposed fiscal and
monetary policies will in fact be adequate to achieve the economic
results that the Council itself envisages.

While the Council's forecast of the rate of economic advance in the
next two years is closely in line with the average projections of pri-
vate analysts, the fiscal policies underlying its estimates are far more
restrictive than those assumed by other forecasters. As indicated in
the President's budget message, these fiscal policies call for a $19 bil-
lion shift toward restraint in the high employment budget from fiscal
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1976 to fiscal 1977. Moreover, the principal move toward restraint will
only begin in the latter part of this calendar year. The increase in
budgetary restrictiveness between the spring of 1976 and the summer
of 1977 is likely to be close to $30 billion at an annual rate.

It is by no means impossible that six months to a year from now, the
economy will be sufficiently robust to take the projected fiscal jolt in
stride. Past experience suggests, however, that such a sharp move to-
ward fiscal restraint carries a considerable risk of placing a signifi-
cant damper on the recovery. A similar shift toward fiscal restraint
from 1973 to 1974, for example, appears to have been a major con-
tributor to the subsequent severe recession. In the light of the Council's
own expressed preference for a relatively steady course in macro-eco-
nomic policies, a less abrupt swing toward fiscal restraint would seem
to be desirable, at least until more solid evidence regarding the under-
lying vigor of the recovery becomes available.

The Council's Report itself points to several other factors that could
prevent achievement of its recovery target. One of these would be
a failure of monetary policy to provide adequate support for the eco-
nomic expansion. In my view, there are already indications that an
insufficiently accommodative monetary policy is exerting adverse ef-
fects on longer-term investment decisions. To be sure, the unusually
large recent increase in monetary velocity has allowed continuation
of economic recovery despite very low rates of growth in the money
supply. As the Council notes, however, this increase in velocity is un-
likely to continue for very long. Moreover, it might by itself exert
a restrictive effect on economic activity after some time has elapsed.
Assuming that fiscal policies are carried out in a responsible fashion,
the monetary authorities should therefore be prepared for the possi-
bility that substantially higher rates of monetary growth will be
needed to accommodate a healthy recovery. They should be particu-
larly concerned with averting an undue rise in interest rates as credit
demands expand.

Another factor that could keep the Council's forecast from being
achieved would be a higher-than-projected rate of cost inflation. The
risk that cost-push factors in the next several years might cause wages
and prices to be higher than the Council estimates is not inconsider-
able, particularly if one considers that the calendar of major wage
negotiations this year is unusually heavy. While the Council's Report
takes note of this problem, it does not discuss possible measures to
reduce such risks.

The activities of the Cotuicil on Wage and Price Stability, for exam-
ple, are never mentioned. Nor is there any recognition of the fact that
a number of the Administration's current tax and budget proposals
may themselves contribute significantly to upward cost pressures.
These include, in particular, the proposals for increases in the Social
Security tax rate and in unemployment insurance tax levies on em-
ployers. On an annual rate basis, the combined rise in these tax rates
is estimated at about $7 billion in fiscal 1977. Moreover, to the extent
that the proposed cutbacks in Federal payments to states and locali-
ties result in increased local sales taxes, an additional cost-push ele-
ment is introduced.

It is obvious that the increased recent drains on the Social Security
and Unemployment Insurance Trust Funds are to an important ex-
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tent attributable to the effects of the unusually severe recession and of
the exceptionally pronounced recent burst of inflation. Thus, outlays
for unemployment insurance in the current fiscal year would be about
$15 billion less if the economy were operating at high employment.
Under these circumstances, the greater-than-usual current drains on
the Trust Funds tend to serve the desirable function of automatic
stabilizers. In our view, it seems neither necessary nor appropriate to
counter this effect by immediate and large efforts to replenish the two
funds through increases in payroll taxes. Such a step would run seri-
ous risks of adding to cost pressures at the very time when major labor
negotiations and the need to bring inflationary expectations under
control call for special efforts to hold cost-push to a minimum.

Measure8 to reduce unemiploymnwt.-Another range of questions
relates to the adequacy of the Administration's proposed measures to
deal with unemployment. We agree with the Council's view that meas-
ures to expand employm.ent should as much as possible focus on the
creation of permanent jobs in the private sector. As already noted,
emergency programs to provide extra employment opportunities
should be carefully designed to assure their termination when high
employment is approached and they are no longer needed. However,
the Budget's proposals for sharp cutbacks in public service employ-
ment and federally supported summer youth jobs during 1976 and
1977 are difficult to reconcile with the Administration's own expecta-
tion that the unemployment rate will remain well above pre-recession
levels throughout this period and that private job opportunities will
still be far from adequate.

In our view, programs for emergency job creation for a limited
period of time deserve greater emphasis in the overall effort to expand
job opportunities than is .provided in the Administration's proposals.
I believe, in particular, that additional consideration should be given
to the use of so-called countercyclical revenue sharing grants to states
and localities that have been hardest hit by the recession. Not only
would such grants permit these governmental units to avoid harmful
cutbacks in police, fire and other vital services, but they would also
reduce the incentive for inflationary tax increases at the local level.
To assure that these grant programs remain clearly temporary in
nature, they should be governed by clear-cut legislative requirements
providing for their automatic phase-out as the economy strengthens
and local employment and incomes improve. Thus,.they should only
remain in effect as long as the national unemployment rate exceeds a
specified level (say, 6 percent) and should be made available only to
states and localities in which the unemployment rate is significantly
higher than such a level.

LONGER-TERM IMPROVEMENTS IN RESOIURCE ALLOCATION
AND EFFICIENCY

As noted earlier, satisfactory progress toward non-inflationary high
employment will require a wide range of longer-term measures to pro-
duce more efficient resource allocation, strengthen competition and
productivity, and assure adequate availability of industrial capacity
as well as of energy and other vital resources. Let me comment briefly
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on a number of points raised in the Council's Report that bear on these
longer term requirements.

Encouraging adequate capital formation.-The Report stresses the
need for fiscal and monetary measures that are aimed at stimulating
private investment and that will result in an increased share of such
investment in gross national product under high employment condi-
tions. One of our subcommittees is currently exploring alternative
means of meeting the needs for adequate capital. While its study has
not yet been completed, there appears to be considerable agreement
within the group that when investment requirements are high, ade-
quate long term capital formation calls for a fiscal-monetary mix that
will permit the achievement of sizable budget surpluses at -high em-
ployment while allowing monetary policy to remain relatively accom-
modative. We also believe that certain specific incentives for increased
capital formations such as permanent extension of the investment tax
credit, are highly desirable.

Adequate progress toward these goals calls for vigorous efforts to
hold the future growth of federal spending in check and to eliminate
wasteful and unnecessary budget outlays. It does not, however, mean
that all cutbacks, in federal spending over the near term would neces-
sarily be favorable to the longer-term growth of private capital in-
vestment. as the Economic Report at times seems to imply. Indeed,
in planning future, budgetary policies, a careful distinction needs to
be made between the kinds of government expenditures that can be
expected to persist at high levels of capacity utilization and temporary
outlays that cushion the impact of widespread unemployment or that
are especially designed to stimulate the economy's rebound toward
high employment.

Imvproving lo~ng-terb udgetary performance.-We shall not at-
tempt a detailed examination of the Administration's proposals for
achieving budgetary savings and improving the allocation of fiscal
resources. However, we reemphasize 'the vital importance that our
Committee attaches to effective use of the new Congressional budget
process to arrive at rational budget decisions. As our Program Com-
mittee indicated last December in its statement on the 'New Con-
gressional Budget Process and the Economy," we consider it particu-
larly essential that the provisions of the new 'budget legislation 'be
fully implemented this year and that decisions about the allocation
of budget resources to particular programs be clearly 'based on the
effectiveness with which such programs contribute to specified pro-
gram objectives.

We also feel strongly that both budget planning and budget imple-
mentation should to the greatest extent possible be carried out on a
multi-year basis. A key fact of life in the budget-making process is that
very little can usually be done to influence overall spending unless
basic reforms in underlying programs are initiated several years be-
fore the reforms are to go into effect. At the present time, for example,
only about 25 percent of the budget for the coming fiscal year is "con-
trollable" in the sense that policy makers still have an option to make
adjustments in projected outlays. For this reason, it seems regrettable
that neither the Economic Report nor the President's budget-consider
the apparent need for basic reforms in such areas as public welfare
and general revenue sharing.
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In our 1970 statement, "Improving the Public Welfare System," wegave strong support to the introduction of a federally supported pro-gram to provide a national minimum income. Eligibility was to bedetermined solely on the basis of need, whether need results from in-adequate earnings or inability to work. Had such a program forFederal assumption of the bulk of welfare costs been in effect in therecent past, it would have provided significant fiscal relief for variousstates and localities that have been severely disadvantaged as a resultof the uneven distribution of the welfare burden. Our Program Com-mittee is now reexamining this proposal as well as the related issueof general revenue sharing and hopes to be able to consider a reportsoon.
Policies to strengthen competition and productivity.-We welcomethe Report's emphasis on the need for energetic action to eliminate gov-ernment policies and practices that unduly interfere with free competi-tion. Among the more encouraging recent developments in this areahave been the efforts of the Council on Wage and Price Stability tohighlight and reduce overly restrictive regulatory practices that under-mine efficiency and are likely to add to inflationary pressures over thelonger run. The analyses by this Council of inflation impact statementsmade by various regulatory bodies and other government agencies arealso making a very helpful contribution toward a more rational assess-ment of the impact of regulatory practices.
One area where the need for greater productivity has become dra-matically. evident in the past year is the state and local governmentsector. In this connection, we direct your attention to the policy state-ment on "Improving Productivity in State. and Local Government"that our Committee has just issued. As the statement indicates, thepotential for improvements in this area is very great. It seemsn verylikely, for example, that many of the problems encountered by munici-palities in the. recent past could have been avoided if there had beengeneral acceptance of our recommendation that "state governmentsestablish and enforce minimum standards for local government budget-ing, accounting and performance and reporting systems that wouldprovide data on the level, quality, results, and costs of services."Energy.-Another issue that is of vital importance for the long termstrength and efficiency of our economy is the country's, ability to makesatisfactory progress toward the achievement of energy independence.As the Economic Report indicates, the- energy- legislation of 1975,though deficient in a number of respects,.does contain various featuresthat should help move us closer to this goal. These features are broadlyin line with recommendations made in our 1974 statements, "AchievingEnergy Independence." They include, for example, provisions for theeventual decontrol of crude oil prices, the -establishment of stra-tegic petroleum reserves, and various measures to encourage energyconservation.

We are deeply concerned,, however, that the urgency of the needfor major national and international efforts to cope effectively withthe energy problem is not receiving adequate recognition in either thepublic or the private sector. Far too little progress has, for example,been made toward removing impediments to increased gas and coalproduction, accelerating the development of nuclear energy, and en-couraging the manufacture of synthetic fuels. Moreover, the goals for
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energy independence which the Counci] cites in connection with its
discussion of capital requirements seem to be less ambitious than earlier
Administration statements on this issue and apparently fall short of
the targets recommended in our 1974 statement. We continue to believe
that the proposals we made in 1974 were sound, and that the need for
a major national commitment to reach the goals we outlined is even
stronger today than it was two years ago.

INTERNATIONAL ECONOMIC COOPERATION

The international chapter of the Council's Report presents a very
clear account of the important advances in international economic
cooperation that were achieved during 1975 and in early 1976, espe-
cially in connection with the meeting of the heads of six major indus-
trial nations in Rambouillet and with the monetary agreement
concluded by the IMF Interim Committee in Jamaica.

In view of the wide divergencies in national views that had impeded
the progress of international negotiations in the past, the pragmatic
monetary accords reached in Jamaica constitute a considerable achieve-
ment, It is a particular source of satisfaction to our Committee that
the general approach underlying these accords is very closely in line
with the basic recommendations that we made in our 1973 policy state-
ment, "Strengthening the World Monetary System."

Thus, the agreements formally recognize the need for a high degree
of exchange rate flexibility over the foreseeable future. At the same
time, they essentially leave open the question of the relative extent
to which the exchange rate system in the more distant future, should
rely on floats and on adjustable parities. While the agreements do not
formally call for the "clear set of internationally-agreed upon rules"
governing the exchange rate system that had been proposed in our
earlier statement, they do provide for a significant strengthening of
consultative arrangements among the governments and central banks
of major countries (including exchange of daily information among
central banks with respect to any market interventions) that should
help to counter disorderly conditions or excessively erratic fluctuations
in the exchange markets.

The agreements also call for a reduction in the role of gold in the
international monetary system, most importantly through the termi-
nation of the use of gold as a medium of settlement in IMF trans-
actions. Finally, substantial additional liquidity resources are to be
made available to the less developed countries through. increases in
IMF quotas, liberalization of the IMF's compensatory financing facil-
ity, and the establishment of a trust fund to assist poorer LDC coun-
tries. The trust fund, in turn, is to be financed by auction sales of 1/6th
of the IMF's gold holdings, a procedure that should further contribute
to the desirable objective of shifting gold out of the monetary system.
In our 1975 policy statement, "International Consequences of High-
Priced Energy," we had called for consideration of such a procedure
to finance interest-subsidies provided by the IMF oil facility to the
poorer developing countries.

Implementation of the Jamaica agreements should do much to
strengthen confidence in the stability of the international monetary
system and the willingness of the financial authorities of the world's
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major countries to resolve policy conflicts in a cooperative fashion. The
agreements should also make a major contribution toward alleviating
the severe external financial strains that are already affecting many of
the non-oil producing LDCs. A failure to reduce such strains, in turn,
could have highly adverse effects on the international financial system
as a whole as well as on our domestic banking and financial situation.
For all these reasons, it appears highly desirable that the Jamaica ac-
cords be ratified as promptly as possible.

At the same time, the United States will need to be on guard
against possible future efforts to modify the agreement in ways not
conducive to the most desirable and efficient longer-term functioning
of the world monetary system. Thus, central bank cooperation in the
exchange markets should not be allowed to lead to the reintroduction
of an overly managed exchange rate system. Moreover, strong efforts
are required to assure that the agreement among the ten largest in-
dustrial countries which bars any action to peg the price of gold and
places a ceiling on the total gold stock held by the Fund and co-
operating monetary authorities will in fact be renewed after its ex-
piration date two years from now.

In addition, it is highly important to preserve the basic character
of the International Monetary Fund as an organization primarily
concerned with providing liquidity rather than unconditional long
term aid resources. We agree with the Council that, pending ratifi-
cation of the scheduled quota increases, a temporary increase in draw-
ing rights in all credit tranches appears justified. We also concur,
however, that there should be strict adherence to the provision of the
agreement that the special 45 percent increase in IMF drawing rights
be terminated as soon as the higher quotas have been put into effect.
This is particularly essential with respect to the first credit tranche-
i.e. the tranche on which member countries can essentially draw without
being subject to any conditions.

Another welcome outcome of the recent international economic con-
sultations was the agreement at Rambouillet to accelerate the time
schedule on the Geneva trade negotiations. As was stressed in our
statement on "International Consequences of High-Priced Energy"
such negotiations should not only concentrate on improving access to
markets through reduction or elimination of import restrictions. They
should also pay major attention to developing procedures and rules
for assuring access to supplies, particularly by limiting the possibilities
for the unilateral imposition of export restraints.

A particularly difficult area for future international economic ne-
gotiations involves the manifold relationships between the industrial
countries of the OECD and the developing nations. Our Committee
plans to explore these problems in depth in a new study that is just
getting under way. We are encouraged by the open-minded and con-
structive approach which the Council's Report takes toward possible
solutions, including international earnings stabilization schemes and
commodity agreements. At the same time, we fully share the Coun-
cil's strong opposition to "indexation" proposals that would automatic-
ally link changes in commodity prices to changes in the prices of man-
ufactured goods. Such a procedure would introduce major new dis-
tortions and serve as a continuous engine of inflation for the entire
international economic system.



CONFERENCE ON ECONOMIC PROGRESS

(By Leon H. Keyserling*)

PART I. THE REPORTS OF THE PRESIDENT AND THE CEA

1. Shortcomings in 1976 Economic Report of the President

The 1976 Economic Report of the President, and the accompanying
1976 Annual Report of the Council of Economic Advisers, are the
latest evidence of a long-term deterioration in the quality of these
documents under the Employment Act of 1946. In the current Reports,
there is too much satisfaction, and not enough concern. There are
serious errors in economic analysis. Forecasts are made, but there is
a categorical denial of the feasibility of specific goals, which is in
violation of a specific mandate of the Employment Act of 1946, and
neglectful of the first requirement for a sound and comprehensive
national economic policy. And the policies actually set forth are
treated in a fragmentary manner lacking in vigor and adequacy, and
are far too limited to encompass the wide range of policies essential
to a satisfactory rate of economic restoration and responsible attention
to national priority needs.

EXCESSIVE COMPLACENCY

As to the excessive complacency, or even unwarranted optimism:
The President's Report refers on page 3 to the "notable progress"
during the year reviewed, and to "appreciable advance in reducing the
rate of inflation." But the recovery movement thus far has been more
inadequate in real terms and more fraught with uncertainties than the
recovery movements within a similar number of months during the
four previous upturns since the end of World War II. And allowing
for the disappearance of the special and unexpected factors which ac-
counted for a large part of the 12 percent consumer price inflation
from December 1973 to December 1974, the 7 percent rate of consumer
price inflation from December 1974 to December 1975 was intolerably
high, and totally without meaningful explanation in the President's
Report or the CEA Report.

WHERE IS THE "OVER-STIMULATION?"

On page 4, the President states that "it has taken many years of
excessive stimulation . . . to create the economic difficulties of 1974
and 1975." This statement is another repetition of the Administration's
unreasoned efforts to attribute troubles, resulting largely from its
own policies during seven long years, to the alleged mistakes of earlier

* Chairman. Council of Economic Advisers to President Truman. President, Conference
on Economic Progress.
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Administrations a long time ago. This allegation of "excessive stimu-
lation" is preposterous, considering that the real rate of economic
growth averaged annually only 1.6 percent during 1969-75 (when two
absolute recessions occurred, with the second of unparalleled severity
since the Great Depression), and in view of a rate of real economic
growth of only 1.8 percent from fourth quarter 1974 to fourth quarter
1975. Correspondingly, it is incredible to attribute the extraordinary
rates of inflation during 1974 and 1975 to "excessive stimulation." And
inconsistent with the assertion, there is belated recognition on page 4
of the President's Report that "inflation and unemployment are not
opposites but related symptoms of an unhealthy economy."

Further, the President's belated recognition that "trade-off" does
not work is paying only lip service to the revealed truth. For the
President, in the face of the seriously inadequate recovery movement
to date, and the still-appalling idleness of workers and other produc-
tive resources, continues on page 5 to warn against "overly rapid
growth." In consequence of this misguided position, the President's
program is wrong in what it proposes to do, and neglectful of much
of what should be proposed but is entirely neglected.

HOLDING FEDERAL OUTLAYS TOO LOW

In this connection, the President urges on page 5 that "we must
also slow down the growth of Federal spending in the years immedi-
ately ahead . . ." This defies the predominant judgment of informed
and objective analysts that a much more rapid growth in Federal
spending than the President proposes is a sine qua von for an accept-
able rate of real economic growth. And this is without reference to
the essential role of allocating sufficient portions of the total national
product to urgent and neglected priorities of our domestic needs.

MISINTERPRETATION OF THE "CAPITAL SHORTAGE"

A basic reason advanced by the President for his proposal that
the growth in Federal spending be slowed down is his assertion, on
page 5, that this is required in order that "mounting claims by the
Federal Government [reflected in Federal borrowing] will not prevent
an adequate flow of savings into capital investments." This position,
accompanied by a plea on the same page 5 for predominant reliance
upon private enterprise in the process of economic restoration, goes far
beyond legitimate major emphasis upon expansion of the private sec-
tor. It substitutes a biased and overweaning preoccupation with that
area of the economy, while slighting the requisites for restoration and
maintenance of equilibrium or balance at full resource use.

The President's theory as to why enough funds are not flowing into
private capital investment is mainly erroneous. The current inadequacy
of this flow is not due to insufficient saving; an economist would be
hard put to develop a viable model for full economic restoration based
upon enlargement of the rate of saving (7.9 percent in fourth quarter
1975, or higher than in any year save one since 1947).

Second and more important, the inadequacy of capital investment
is not now due to deficient prices received nor deficient profits per unit,

75-983-T6-pt. 4-i
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nor is it due to the inability of the most important and massive
investors to obtain the credit they need on terms they can support. In
fact, since World War II, these investors have financed an increasing
portion of their investment requirements through retained earnings,
rather than through borrowed funds. The insufficiency of capital in-
vestment today, related to the requirements for full economic restora-
tion, is attributable, not to a shortage of capital availability, but
rather to 25 percent or more idle plant facilities, and the gross inade-
quacy of sales volume. It follows ineluctably that the proper road to
the stimulation of capital investment is the vigorous use of a wide
range of national policies to accelerate the growth of ultimate demand.
in the form of consumer incomes and expenditures plus properly
enlarged Federal outlays for essential priority purposes.

Third and most important of all, even if a shortage of capital were
to be conceded, the President ignores the basic cause and the proper
remedy. A shortage of capital, unlike any shortage of manpower or
skills, oil or food, or mass transportation, is a product of monetary
policy, and can be corrected by changes in monetary policy. During
World War II, there was an unprecedented expansion of need for
private and public capital combined, and to a lesser but great extent
this need expanded during the Korean war. But those in charge of
national policies did not throw up their hands, nor take the wrong
approaches. The Federal Reserve Board, with an appropriate degree
of influence exerted by the President and others in the Executive
Branch who were planning the wartime efforts, provided the amounts
and kinds of capital needed to float the economic ship at full use of
resources.

The Federal Reserve, in recent years and now, is not doing this. The
Fed now alleges, with support from the President and the CEA, that
the demands of fiscal policy, inadequate though these are, are prevent-
ing adequate capital flow to the private sector. This is merely another
way of saying that the central bank is resisting the fiscal policy of the
Government instead of supporting it fully, and instead of going be-
yond that to help compensate for the excessively restrained fiscal
policy. The recent and current action by the Federal Reserve is eco-
nomically indefensible, and is arrogating excessive powers to itself.
There is no excuse in the United States for a "shortage of capital" for
any substantial period of time.

THE MISTAKEN APPROACH TO TAX REDUCTION

The grave deficiencies in analysis in the President's Economic
Report are accompanied by serious errors in his policy proposals. He
recommends on page 5 that "budget savings be refunded to the Amer-
ican taxpayer by means of tax cuts." IHe proposes "an annual tax cut
of $28 billion from the 1974 levels, effective July 1, 1976," and he.
offers the beguiling prospect that "another major tax cut will be
feasible by 1979."

I have recurrently, in my testimony before the Joint Economic
Committee, in my annual Invited Comments, and many other ways,
warned against the veritable orgy of tax-cutting since 1964, accom-
panied by egregious neglect of other equally important national eco-
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nomic policies. My forecasts of the unfortunate consequences of this
unbalanced national economic policy have turned out to be remark-
ably correct.

Genuine tax reform at the Federal level, to help make the nation-
wide imposition of the tax burden more progressive than it is now,
is urgently needed on both economic and equitable grounds. But the
economy cannot be fully and enduringly restored, nor our priority
needs met, nor justice done, by excessive if not inclusive reliance upon
handing out badly distributed increases in disposable income through
irrational amounts of tax cutting which imports sacrifice of the high
and essential value of the many other things which need to be done,
and indeed need to be put ahead of more and more incontinence in tax
reductions. The Joint Economic Committee has recognized this, in
its recent recommendation for a much larger fiscal 1977 Federal
Budget than the President has proposed.

WE CANNOT WIN OUR WAY THIROUGH1 WITH ONE WEAPON

The excessive resort to recurrent tax cutting is a sad repetition of
the fact that the Reports of the President and the Council of Eco-
nomic Advisers under the Employment Act of 1946 have not recog-
nized in recent years that the responsible and comprehensive develop-
ment of national economic policies is not a one-weapon affair. A wide
range of weapons are required, thoroughly integrated, systematically
evaluated, and consistently deployed.

Properly readjusted national policies in money management, energy
and resource development, mass transportation, housing, health, edu-
cation, social insurance, and income supports for those unable to work,
among others, are today indispensable elements in a mature national
economic policy. While some of these are mentioned in the two 1976
Reports, the treatment of them does not rise to the challenge of what
should be said and done. Thus, the two Reports ignore the specific
mandate of the Employment Act of 1946 that all national policies
should be utilized toward maintenance of maximum employment, pro-
duction, and purchasing power. The Reports do not even evaluate
policies in terms of accomplishing these objectives, which the Reports
do not even define specifically as to amounts nor as to time of
accomplishment.

PAUCITY OF POLICIES: T1E ENERGY EXAMPLE

On pages 23-24 of the President's Report, he refers to energy poli-
cies-and refer is about all he does. The nation and the people have
been waiting with bated breath for the President to take the leadership
in initiating a decisive and comprehensive policy to bring energy
supply into accord with even the requirements of the current economy,
not to speak of a growing economy. But the weak treatment of this
in the President's Economic Report offers only the clear prospect that
he and his Administration will continue in their accustomed ways with
respect to the energy problem.

The Executive Branch still does not recognize that the energy prob-
lem cannot be solved by fancy reports on the subject; by exhortations
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or blandishments to private enterprise to do more than it alone can
do toward expansion of energy, in view of the risks and costs; that
the inducements of private profits are not enough to promote appro-
priate private energy expansion, and that such inducements are no
substitute for public "profit" in a true sense through public action de-
signed to benefit the public; that there can be no effective solution to
the energy problem, so long as the Federal Government, insisting that
Federal dollars are to be "saved" at the sacrifice of energy supply, is
itself unwilling to undertake the immense dollar costs required to bring
this matter under control; and that an adequate energy supply cannot
be created by allowing its private producers and vendors to gouge the
vulnerable American public through use of price increases which profit
them instead of the economy and people.

2. Shortcomings in the 1976 Annual Report of the Council of
Economic Advisers

The 1976 Report of the Council of Economic Advisers, as would
have been anticipated, repeats all the errors of commission and omis-
sion in the President's Report, and doubles in spades because the CEA
Report is much longer, much more detailed, and accordingly much
more pretentious without being any more satisfactory.

FORECAST OF INADEQUATE REAL GROWTH RATE; NO GOALS

The CEA Report on page 19 forecasts a real GNP 61/2-7 percent
higher in 1976 than in 1975. It is highly doubtful whether the pol-
icies proposed would achieve this growth rate, and on this the CEA
hedges. And even if achieved, this growth rate would fall far short
of accomplishing anything approximating sufficient reduction of un-
employment and other idle resources by the end of 1976. Equally im-
portant, so inadequate a real growth rate, accompanied by the er-
roneous policies proposed, would raise the ugly prospect of renewed
stagnation and then recession in 1977 or 1978.

Equally censurable, the growth projections of the CEA are merely
forecasts, not goals (see page 19) to which national policies should be
addressed. The CEA states on page 20 that "policies cannot be designed
to reach any particular target with a high degree of confidence." In
this, the CEA position (reiterating the position of CEA Chairman
Arthur Burns in 1953) defies the express mandate and high promise
of the Employment Act of 1946.

Nor is this CEA position common sense, for it ignores all relevant
past experience. Targets were established during World War II, and
prodigies of performance were accomplished. Specific targets were
set forth each year in the Economic Reports during the Truman Ad-
ministration and, properly weighing all elements, a far better economic
performance occurred than at any subsequent time under the Employ-
ment Act. An interim target of reducing unemployment to four per-
cent was set at the beginning of the Kennedy Administration, and un-
employment was reduced from 6.8 percent to 3.5 percent during the
Kennedy-Johnson Administration.

The CEA Report states on page 20 that "what we need is a durable
recovery, not a boom." This truism cannot be assailed as such. But it
is clear from the President's Report and the CEA Report that the tru-
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ism is merely a euphuism, when combined with policies and programs
certain to result in continuation of the contrived repression of real
economic growth. Even according to the forecasts of the Administra-
tion itself, this course would result in intolerable amounts of unused re-
sources as late as 1980.

CEA SUPPORT OF WRONGFUL FEDERAL RESERVE BOARD POLICIES

The CEA Report, on page 22, defends the monetary growth tar-
gets of the Federal Reserve Board as essential to reduce inflation.
This neglects the palpable fact that the monetary growth target of the
Federal Reserve-which are not really being observed in the long-
run-have helped mightly to bring on recurrent periods of stagnation
and recession, and thereby to accelerate inflation. And even if these
targets were adhered to fully, they are far short of what is needed
to help support adequate real economic growth in 1976 or later years.
Related to the need for a real average annual economic growth of 7.9
percent through 1980 (which I shall discuss further), and allowing
conservatively for future inflation, the Federal Reserve target should
be in the neighborhood of 10 percent plus.

PAUCITY OF POLICIES AGAIN: THE HOUSING EXAMPLE

The CEA Report is woefully unappreciative and neglectful of the
very wide range of integrated national economic policies, required now
and for the years ahead. An excellent example of this is housing. The
CEA does not respond to the fact that the lamentably poor perform-
ance of housing in recent years and now, taking into account the "mul-
tiplier" effects, is responsible for at least one-quarter of the total na-
tionwide deficiencies in production and employment. Instead of pro-
posing meaningful national policies to help housing reach the annual
level of at least 2.5 million housing starts annually for a number of
years ahead, required on both economic and social grounds, the CEA
confines itself on page 26 to forecasting an annual rate of housing starts
of 1.7-1.8 million at the end of 1976.

ASTIGMATISM ON THE WAGE PROBLEM

On pages 30-34, a major portion of the CEA Report expresses the
opinion that there is need for restraint on the real growth rate in
hourly wage rates compared with prospective developments. This is
neglectful of the fact that, broadly speaking, the lag in real wage rate
gains behind productivity gains has been a prime factor in the inade-
quate performance of the economy at large. From fourth quarter 1974
to fourth quarter 1975, for example, productivity in the total private
nonfarm economy rose 3.9 percent, while real wages and salary pay-
ments rose only 1.2 percent (allowing for reduced unemployment, the
record was even worse in re the real increase in hourly wage rates).
Wage and salary income normally comprises considerably more than
60 percent of total consumer income, which in turn normally comprises
about the same proportion of total national production. Any formula
thus far intimated bv the CEA for real wage growth cannot possibly
be fitted into any viable economic model for full economic restoration.
The CEA, instead of perpetuating its biases against the wage earner,
should be indicating quantitatively the amount of real wage growth
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essential to full economic restoration, fitting this into an overall model

for full economic restoration, and revealing this in its Reports to the

Congress. The CEA is manifestly not doing this.
Instead of giving proper weight to the need for wage expansion, the

CEA on pages 39-47 accords major attention to the problem of capital
requirements. But its treatment of this problem is subject to the same

gross errors which mark the President's Report, and which I have al-
ready discussed.

TOO MUCH ACCENT ON THE PAST; NOT ENOUIGH ON THE FIUTURE

The vital purpose of a CEA Report under the Employment Act of
1946 is not to review what has happened in the past, although that is

necessary, but instead to evaluate correctly where we are now, and

what we must do policywise to get where we need to be in the shortest
practical time. I therefore deem it unnecessary to comment upon pages

48-92 of the CEA Report, which continues the long practice of saying
too much about what has happened, and not saying enough nor the
right things about where we must go from here.

SCANT AND TIMID TREATMENT OF RELATED SOCIAL ISSUES

The CEA treatment of income security and health issues on pages
93-127 is deplorably timid and inadequate. These problems are "so-

cial," but they are also economic because they require immense use of
economic resources. We need to budget what the nation should do, and

also what the Federal Government through the Federal Budget should
do, toward meeting these crucial problems promptly and adequately
in the perspective of a complete program for full employment and

balanced economic growth. The CEA, regrettably, continues to refuse
to develop any such perspective.

IS THE WORLD RESPONSIBLE FOR OUR DOMESTIC DIFFICULTIES?

The treatment of the world economy in 1975, on pages 128-152 of the

CEA Report, turns to a problem properly within the scope of every
such Report. We do live in an interdependent world economy. But

the treatment is deficient because it attributes to conditions elsewhere
in the world an excessive degree of responsibility for the defaults in

our domestic policies and their malignant consequences. Economic
conditions among the free nations overseas were infinitely worse for a

number of years after World War II than they have been at any time

since; that did not prevent the unusually good economic performance
in the United States during these years. The U.S. is truly a continental
economic empire, and it is no exaggeration to say that what has gone

wrong domestically in this country has hurt others more than what has
gone wrong overseas has hurt us.

"EROME WAS NOT BUILT IN A DAY"

The Employment Act of 1946 was designed to evoke, through the

Reports of the President and the Council of Economic Advisers, great

documents which responded to the needs and aspirations, and recog-
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nized the potentials, of our economy and our people. It was designed to
provide instrumentalities for meeting these needs and serving these
aspirations in accord with these potentials, growing at an optimum
rate.

It is impossible to imagine that anyone could have expected this
job to be done on a year-by-year basis alone. Many vital purposes take
many years to achieve. And those purposes which can be achieved
within a year will seldom be approached correctly, if one does not look
further ahead. The Employment Act of 1946 is really a planning stat-
ute. And planning requires, above all, that the need for an immediate
start is not inconsistent with appraisal of the length of the race. The
runner does not even know how to run, if he is not informed about the
length of the course.

There were years, under the Employment Act of 1946, when long-
range planning, analysis, and programming comprised a large partof the Reports submitted to the Congress under the Employment Act.
A good example of this, when I was Chairman of CEA, was the atten-
tion paid to such matters as resource development, steel requirements,
among many, many other focal points.

But gradually, the recognition that "Rome was not built in a day"
has dwindled, and has now virtually disappeared. The shortage of
energy and food supply today, the shortages of mass transportation
today, the shortages of jobs today, the misallocation of resources to-
day, did not emerge suddenly in one year. They have grown through
many years of neglect, and through many years of denial of the obvious
fact that they were problems to be dealt with, not neglected, within the
scope of maximum employment, production, and purchasing power
under the Employment Act of 1946. By now, a double consequence of
this long-term default is that we are not only neglecting the future; we
are also doing the wrong things today because we are not looking far
enough ahead.

The notion that we should not look far ahead because it may be diffi-
cult to do so, or because a long view may be initially mistaken in some
respects, is a craven withdrawal from inescapable responsibility. More-
over, planning for the years ahead is not inconsistent with corrections
from year to year; it makes these corrections easier.

If my memory serves me correctly, no previous Reports of the Presi-
dent and the Council of Economic Advisers have been more deficient
on these scores than those in 1976.

PART II. INDEPENDENT COMMENTS ON EcONOMIc CONDITIONS AND
POLICIES

1. Economic Conditions and Economic Goals

I turn now to what is even more important than criticism of the
President and his Economic Advisers. For it must be apparent by
now that they may be beyond effective redemption and that, for the
time being, the nation and the people must rely upon the Congress to
take the leadership in legislative and other aspects of the national
economic policy. There is much that I have to say on this subject, but
I will endeavor to prevent my comments from becoming excessively
long by making frequent reference to the 26 charts attached to my
comments.
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GENERAL CO2'MENTS ON THE MATERIALS PRESENTED

My comments and charts are really the product of more than four
decades of intensive empirical study of the U.S. economy in action
and of most of its important sectors. This work has been accompa-
nied by what I believe has been and still is an objective observation
of why developments both good and bad have occurred, and especially
why* some national economic policies have worked well and others
poorly in varying degrees.

Much of the material on my charts is merely a presentation of exist-
ing government-prepared data, reorganized by me in order to high-
point what seems to be most important. The qualifications of goals, the
other projections for the future, and the proposed policies, are entirely
my own responsibility. The fact that other economists arrive at goals
and projections somewhat different from mine does not, in my view,
militate at all against the general pertinence of my own work as a guide
to national policy consideration by others. To be sure, there are great
differences among economists and others as to policy proposals. I offer
my own for what they may be worth, subject to the appropriate com-
ment that they have been based upon more experience and study
with respect to the national economy than most others have been fortu-
nate enough to have been engaged in so deeply for so many years.

THE LONG-TERM NATURE OF OUR ECONOMIC DIFFICULTIES

As I have earlier stated, a basic trouble with recent and current Re-
ports of the President and the CEA under the Employment Act of
1946 is that they have not taken a sufficiently long view, either in their
analysis of the past or in their policy proposals for the future. We
cannot get very far by short-range analysis and action only. In one
sense, we are always acting in the present. But for what we do now
to yield the results we want, we must set all that we do in a long-term
perspective. This principle certainly governs the performance of
successful large-scale business enterprise. It is even needed in national
policy making, lest the policies will actually be improvised, short-
sighted, fragmentary, and lacking cohesiveness and consistency.

First and foremost, we must recognize that what has been happen-
in.z to us has not been of recent origin; and it is all relevant because
it has been happening all along for much the same reasons. In 1954,
I forecast in the first published study of the Conference on Economic
Progress that our economy and people were faced with the long-term
prospect of a roller coaster performance. I forecast that each successive
upturn would be followed by stagnation and then bv absolute recession,
with each recession tending to carry us further downward than the
preceding one, and with each successive upturn at its peak tending
to leave us with more unused resources than the peak of the immedi-
ately previous upturn. Unfortunately, my forecasts have turned out
to be reasonably accurate.

Further, through close study of the entire situation year by year
from 1954 to date, I have reached the conclusion that, basically, each
cycle has reflected basically the same maladjustments, and been due
fundamentally to similar errors in national economic policies and
programs.
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THE NATURE AND COSTS OF THE "'ROLElR-COASTER" PERFORMANCE

Our average annual real economic growth rate was only 3.0 per-
cent during 1953-1975. This was far below performances averaging
close to 5 percent annually which we actually achieved during some
earlier periods when our technology and other capabilities were far
lower than now. Within the more than two decades, it was only during
1960-1966 that the real average annual real growth rate was reason-
ably in line with our capabilities. During 1966-1969, despite much
loose talk about an "over-stimulated economy," the real average annual
growth rate was only 3.3 percent. It was only 1.6 percent during 1969-
1975.

Correspondingly, we have never returned to a level of unemploy-
ment close to full employment since the 2.9 percent level in 1953. With
some undulations, the long-term or secular trend of unemployment
has been decisively upward for 23 years.

I have also estimated the GNP differences between the actual eco-
nomic performance and what the performance would have been at
reasonably full resource use. I have done this on an extremely conserva-
tive basis, in that I have used an average annual real economic growth
rate of 4.1 percent to represent the requirement for reasonably full
resource use during 1953-1975. Proceeding in this manner, I find that
the "gap" between actual production and maximum production (pro-
duction at reasonably full resource use) rose from 0.4 percent in 1953
to an annual rate of 24.6 percent in the fourth quarter of 1975. And
the production "gap" was extremely high even during intervening
years of so-called high prosperity.

The fact that these projections result in a production "gap" at an
annual rate of 494.5 billion 1975 dollars in fourth quarter 1975 does
not mean that we would have needed to increase GNP by that annual
amount in fourth quarter 1975 to have restored maximum production
at that time. This is because, in the intervening years, the average poor
performance deprived us of the growth of many potentials, especially
productivity growth. Perhaps the growth in GNP at an annual rate
required in fourth quarter 1975 to have restored maximum produc-
tion and employment at that time was only in the neighborhood of
200-250 billion 1975 dollars. Nonetheless, the 494.5 billion 1975 dollar
figure is immensely important as an indication of what we lost during
the period of 23 years.L

During 1953-1975 inclusive, "the roller-coaster" performance of the
economy caused us to forfeit more than 3.3 trillion 1975 dollars worth
of total national production, and to forfeit. 61 million man- and
woman-years of employment opportunity.2 Concurrently, we forfeited
enough public revenues at all levels at existing tax rates to have sup-
ported (above what we actually did) about 920 billion 1975 dollars
worth of public outlays for high domestic priority purposes, instead

I See Chart 1. This chart also Indicates the need for an average annual real economic
growth rate of 9.5 percent to restore reasonable full employment-3 percent unemploy-
ment-by the end of calendar 1978, and a 5.4 percent real average annual growth rate
thereafter through 1980. Sinc the preparation of this chart, I readjusted my thinking
to the attainment of a reasonably full economy by the end of calendar 1980. that being
the goal of the Humphrey-Hawkins "Full Employment and Balanced Growth Act of
1976." This would require a real average annual growth rate of 7.9 percent from 1975
through 1980. I subsequently discuss the reasonableness and practicality of this objective.

2 See Chart 2.
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of acquiescing in extraordinary economic and related social neglect.
We forfeited more than 911 billion 1975 dollars worth of private bus-
iness investment opportunity, almost 1.9 trillion dollars in wage and
salary income, and more than 1.5 trillion in personal consumption
expenditures.3

ESTIMATED COSTS IN FUJTURE

I next project the progress of our economy needed to restore reason-
ably full employment and production by the end of calendar 1980, and
compare this with an "optimistic" projection of estimated develop-
ments under continuation of current national economic policies and
programs. The estimates of these differences are also conservative, be-
cause the lower real economic growth rate is projected at a real aver-
age annual growth rate of 4.3 percent, or very much higher than the
3.3 percent average during 1966-1969. The differences thus estimated
come to more than 1.1 trillion 1975 dollars of GNP during 1976-1980
inclusive; a difference of 16.7 million man- and woman-years of em-
ployment opportunity; and 4differences of 449 billion in personal con-
sumption expenditures, 425.6 billion in public outlays at all levels, 530
billion in wages and salaries, and 237.6 billion in private business in-
vestment opportunity.5

BASIS OF ESTIMATES OF GROWTH POTENTIALS

In estimating our potentials for real growth from 1975 to 1980, I
have taken into account both our potentials for productivity growth
and the likely growth in the civilian labor force under the inducements
of a vigorous economic restoration movement. There has always been a
very close correlation between higher annual real growth rate of GNP
and higher average annual growth rate in productivity. Looking at
data during 1947-1975 related to the U.S. private economy, and tak-
ing into account the technological conditions which tend to accelerate
the rate of productivity growth under conditions of optimum economic
performance and especially under conditions of a strong recovery
movement, I reach this conclusion: It is entirely reasonable to work to-
ward an average annual productivity growth rate in excess of 5 per-
cent (the annual rate was 5.5 percent from the first to the fourth quar-
ter 1975) between now to the end of 1980. Clearly, however, this de-
pends upon (a) maintaining a movement toward restoring reasonably
full resource use by the end of calendar 1980, and (b) some special
measures to induce optimum productivity growth. Combining this
with the feasible rate of growth in the civilian labor force in the course
of a strong and sustained economic restoration movement, and even
allowing for a lower growth rate in productivity in the public sector
(due to relatively more service workers), there is nothing unrealistic
in my finding that we should aim toward a real average annual eco-
nomic growth rate of 7.9 percent from the 1975 base through 1980.6

a4 Sp Chart 3.
4 The ratio of the differences In employment to those In GNP Is higher than In earlier

years because of advances in productivity and wage rates.
5 gee again Chart q. Chart 4 tells the same story with respect to GNP and employ-

ment. and indicates the yearly trends.
See Chart 5.
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MAJOR GOALS FOR 1980

I have already stressed the vital importance of specific targets or
goals, as guides to national economic policies and programs. The goals
I now set forth are consistent with my estimates of our capabilities,
and with the already-stated target for the reduction of unemploy-
ment to 3 percent by the end of calendar 1980. I estimate that, from
the base of 1975 as a whole, civilian employment should be 13.1 million
higher in 1980 as a whole. In real terms, GNP should rise 46.1 percent,
consumer spending 35.8 percent, gross private domestic investment
96.6 percent, Government outlays for goods and services at all levels
48.5 percent, and investment in residential structures 187.5 percent.

The unusually high needed rate of growth in gross private domestic
investment which I target certainly proves that I have no animadver-
sion to this type of activity. This growth rate is justified by the unusual
fluctuations of such investment over the cycle and its depressed state
now relative to the requirements for a full economy. But I have al-
ready stated fully my view that this acceleration should not be at-
tempted by further direct tax or other favors to business investors. but
rather by policies directed toward adequate expansion of ultimate de-
mand in the form of consumer and public outlays combined. The
extraordinarily high rate of growth which I find to be needed in the
growth of investment in residential structures is based upon the need
for enough of the right types of housing as a social factor, and upon
long and thorough study of the relationship between housing perfor-
mance and the condition of the economy at large, to which I have
referred earlier in my testimony."

HIGH SIGNIFICANCE OF THE HOUSING PERFORMANCE

Viewing the whole period from 1950 through February 1975, the
trends in housing starts have been severely deficient, measured against
the need on both economic and social grounds. During 1969-1974, aver-
age annual starts were almost 28 percent below the needed annual rate
between now and 1980, and in 1974 starts were more than 42 percent
below 1972. Coming further forward than what my chart shows, hous-
ing starts were only 1.3 million in 1975, and hardly better now. All of
this indicates, as stressed earlier in these comments, the serious neglect,
by the President and the Council of Economic Advisers, of the housing
performance and what national policies should do to improve it.8

GOALS FOR THE STRUCTURE OF ADDITIONAL EMPLOYMENT

The emergence and active consideration of the Hawkins-Humphrey
"Full Employment and Balanced Growth Act of 1976" has caused
many misimpressions, some deliberately cultivated and others innocent.
Most prominent among these errors is that reaching the goal of 3 per-
cent unemployment by the end of calendar 1980 (four years from the
earliest possible date of enactment of this measure) would involve
many millions of Federally financed public service jobs. The bill prop-

7 See Chart 6.
See Chart 7.
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erly does not quantify nor apportion the distribution of the additional
employment, that function being properly left to the performance of
the private economy, and to the programmatic decisions of the Presi-
dent, the Congress, and others under the Act. But I have made my own
estimates of one realistic pattern of distribution of the additional jobs,
and deem it valuable to present these estimates, especially because of
the vast misimpressions on this subject.

I estimate, comparing 1980 as a whole with 1975 as a whole, a total
job increase of 13.1 million. Of these, I estimate that 9.4 million would
be additional jobs in the private sector, stimulated by improvements
in fiscal and monetary policies, by the encouraging impact of a Govern-
ment really committed to full employment, and by the "multiplier"
effects of jobs created in other sectors. I estimate 3.2 million additional
State and local public jobs, in accord with long-term trends, and with
appropriately increased financial assistance from the Federal Govern-
ment. A large part of the additional jobs in the State and local public
sector, and also in the private sector, would result from increased Fed-
eral outlays to expand the great domestic priority programs which I
have already detailed. The Humphrey-Hawkins Bill is not designed
just to create jobs, but to unite these jobs with rational attention to the
priority needs of the economy and the people.

I estimate that only about 0.5 million of the additional jobs would be
Federal employment. The Humphrey-Hawkins proposal does properly
contemplate Federal funds for reservoirs of public and nonprofit pri-
vate public service jobs, in order to assure the right of every American
aged 16 and over to a useful job at fair compensation where they are
willing and able to work. But I think that not more than one million of
these jobs at their peak would be furnished by these reservoirs. And
even as to these jobs, although financed by Federal outlays, a majority
of them might not be in Federal employment.9

2. Federal Fiscal Policies: The Federal Budget

Coming now to the policies which are relevant to reaching the goal
of reasonably full employment by the end of 1980, I shall first discuss
Federal Budget policy. I do this not only because Budget policy is now
at the center of national discussion and concern, but also because the
Federal Budget, while by no means all-pervasive in its influence, is the
most important single instrument for economic readjustment and
restoration. It is also particularly fitting that these comments to the
Joint Economic Committee focus first upon the Federal Budget, be-
cause it is the economic weapon most substantially within the discretion
and control of the Congress.

THE TRUE PURPOSE OF FEDERAL OUTLAYS IN THE FEDERAL BUDGET

I am deeply concerned about a long-term trend toward viewing the
Federal Budget in the manner which does not face up to its true pur-
poses. My comment in this respect is directly applicable, not only to the
current Administration and to some previous Administrations both
IDemocratic and Republican, but also to the work and output of the

D See Chart 8.
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relatively new Congressional Budget Office and Budget Committees
of the Senate and the House.

I submit in all seriousness that the primary purpose of a Federal
Budget is not to be balanced. It could be balanced at zero levels of out-
lays and tax collections, or 25 billion dollars of each, or at any other
level of each. Nor is it the primary purpose of Federal outlays to be
used for stabilization purposes, and thus to be expanded rapidly when
the economy is excessively slack, and contracted when the economy is
under excessive strain (a situation which we have not had in general at
any time since the passage of the Employment Act of 1946, except per-
haps during a portion of the Korean war period). The notion that the
Federal Budget on the outlay side should be expanded rapidly to stimu-
late the economy, or contracted to fight inflation, is in my view not
fully responsive to the teachings of Lord Keynes; and whether or not
it is a distortion of his teachings, it is wrong nonetheless.

For the true and obvious purpose of the outlay side of the Federal
Budget is to serve national priorities, i.e., to do for the economy
and the people what cannot otherwise be done or done so well. In
short, the Federal Budget should allocate to these priorities the
needed goods and services which would not otherwise be so allocated,
or so allocated with equal efficiency in terms of true costs. It follows
that the outlay side of the Federal Budget should be determined within
the perspective of a full employment and balanced growth plan for
the overall economy. The Humphrey-Hawkins bill so provides.

Equally important is a principle hardly recognized now in the appli-
cation of public policy or by most economists. The quantitative allo-
cations to the various categories within the Federal Budget should
almost always be determined by what the economy needs and can
support at reasonably fully resource use. When the economy is far
below full resource use, the outlay side of the Federal Budget should
not be reduced accordingly, on the alleged ground that we "cannot
afford" to meet the priority needs which Budget outlays serve. Vast
idleness of manpower and other productive resources does not mean
that we do not have the real resource capabilities to serve these pri-
orities fully through the Federal Budget; and such service has the
incidental value of helping to direct idle resources into useful work.
When the economy is suffering from excessive overall strain or classical
inflationary pressures, it is likewise a distortion of the true purposes
of Federal Budget outlays to cut them back in order to relieve the
excessive pressures. For to do this assumes falsely that the first things
to be slashed, when we have to do less of something, are the great
priorities which Federal outlays do or should serve.

THE TRUE PURPOSE OF FEDERAL TAXATION

The task of taking care of excessive or deficient economic activity
should be impressed upon the tax or revenue side of the Federal
Budget and not upon the outlay side. This includes tax increases to
restrain classic inflation when the economy is really under excessive
pressures, and tax cuts to enlarge the stimulative effect of the Federal
Budget when there is excessive economic slack. Taxation, unlike public
outlays, has no national purpose per se. Variations in tax rates to
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stimulate or retard the economy can be directed toward variations in
those expendable or postponable goods and services which the economy
and the nation needs less than it needs the priority goods and services
represented by the outlays side of the Federal Budget.

The prevalent idea that spending policy and tax policy can be
used interchangeably, according to the relative political ease of fol-
lowing one course or another, has been the most salient single error
in national economic policies, at least since 1964 and increasingly in
later years.

A MODEL FEDERAL BUDGET, TOWARD FULL AND BALANCED RESOURCE USE

BY THE END OF 1980

Guided by the above principles, and by the objective of reaching
reasonably full employment and production by the end of calendar
1980, I have constructed what I call a model Federal Budget on the
outlay side. This is not an intimation of what Federal outlays would be
when the Hawkins-Humphrey proposal is enacted into law; that
measure does no more than mandate a more orderly and planned pro-
cedure for the determination of the total size and composition of
Federal outlays, from year to year, by the President and the Congress.
Nonetheless, I believe that it will prove helpful to the Joint Economic
Committee, to the Budget Office and Committees, and to the Congress
at large for me to set forth frankly and fully the model Federal Budget
which I have been developing for many years, and have now brought
up to date.

My model Federal Budget, measured in fiscal 1977 dollars, calls
for total Federal outlays in fiscal 1977 of 432.2 billion dollars, or 38
billion higher than the President's initial proposal for that fiscal
year. It is interesting to note that these figures are not too far, looking
at the total size of the Budget, from the recent action of the majority
of the Joint Economic Committee, proposing fiscal 1977 outlayvs from
24 to 28 billion dollars higher than the President's proposal. In ad-
dition, my model Federal Budget allocates the total Federal outlays
among the various components of the Federal Budget, based in the
main upon intensive studies which I have made for many years with
regard to most of the components covered. For calendar 1980, my
model Federal Budget sets forth total Federal outlays of $505.3 billion,
or about 111 billion above the President's original budget for fiscal
1977. These total outlays are also allocated among the various com-
ponents of the Federal Budget.

In the case of national defense and international, I do not pre-
tend to this degree of competency. I project these particular outlays
on a moderately increasing basis, not to indicate the necessity for
such trends, but only to demonstrate that we can meet our domestic
priority needs well without slashes in defense outlays. Any idea to
the contrary is, in my view, a dangerous approach to the determi-
nation of national security outlays, and Profoundly unsound on eco-
nomic grounds in the determination of domestic priority outlays in
the Federal Budget.1 0

e S Chhrth.
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This model Federal Budget, designed as I have said to serve properly
the great priorities which Federal outlays must help to support, and
designed also to be compatible with a viable overall economic model for
reaching reasonably full resource use by the end of calendar 1980, is
predicated upon the maintenance of Federally-imposed tax rates at
where they are now in general, without intending to imply that im-
provements in the tax structure would not be desirable on both eco-
nomic and social grounds.

It is probable that an actual Federal Budget, designed to help
achieve the end of calendar 1980 objectives of the Humphrey-Hawkins
proposal, would involve increases in Federal outlays considerably less
than those in my model Federal Budget, which involves an unusually
advanced concept of the speed at which the most urgent priority needs
should be serviced.

TcEi COSTS OF A FULL EMrLOY= NT AND BALANCED GROWTH BUDGET

In considering the policies and programs, including those in the
Federal Budget, needed to reach reasonably full resource use by the
end of calendar 1980, the question has arisen as to whether the costs,
and especially the Federal Budget costs, involved in reaching this 1980
objective, would be excessive or even prohibitive. I have therefore made
a thorough analysis of this issue, based upon my own projections for
GNP and for the Federal Budget. Again I stress that these projections
are not intended to delineate actual Budget or other decisions under
the Employment and Balanced Growth Act of 1976; these will de-
pend upon the evolving decisions of the President and the Congress.
My analysis, however, should provide useful perspective in the formu-
lation of Congressional decisions about the Federal Budget, with or
without the enactment of that measure.

The first step in my exercise, in this connection, is to estimate the
difference in GNP between a performance designed to achieve a rea-
sonably full economy by the end of calendar 1980, and the GNP per-
formance which I estimate would result from a normal projection of
current policies and programs. I have already described the conserva-
tive and reasonable nature of these two projections. The two projec-
tions result in a GNP difference of 897 billion fiscal 1977 dollars during
the four calendar years 1977-1980 inclusive. This difference is not the
same as the 1.1 trillion dollars difference which I projected earlier in
this discussion, because that earlier projection started with calendar
year 1976 instead of calendar year 1977, used calendar 1975 dollars
instead of fiscal 1977 dollars, and was designed to reach the full em-
ployment goal at the end of calendar 1978 instead of at the end of cal-
endar 1980. The 897 billion dollar difference, which I have just dis-
cussed, is designated by me as the incremental GNP benefit which
would result from policies and programs designed to reach reasonably
full resource use by the end of calendar 1980.

As the next step in the same exercise, I use my model Federal Budget
and compare it with the outlays which would result from a normal ex-
trapolation of the President's fiscal 1977 budget, projected to grow in
real terms at the rate of 4.3 percent per year, this being the actual an-
nual average real growth rate during the fiscal years 1974-1977. My
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model projects the real average annual growth rate in Federal Budget
outlays at 5.53 percent, or much lower than the projected needed real
growth rate in GNP. These two projections result in a difference in
Federal Budget outlays of 172.1 billion fiscal 1977 dollars in the ag-
gregate for the four fiscal years 1977-1980, or an average difference of
about 43 billion a year. I designate this as the incremental increases
in the Federal Budget needed to help reach the full employment and
GNP goals for the end of calendar 1980, and adequately to help serve
these great priority needs which depend upon help from Federal
outlays.

The central significance of this exercise is the demonstration thuat
the incremental benefits in GNP would be more than five times the
incremental Federal Budget outlays needed to help in attaining the
incremental GNP benefits. I submit that this is the proper way to
"cost-out" a Federal Budget, and that the prevalent policy of ignor-
ing this method is no way to judge or shape a Federal Budget.",

I hasten to add that the incremental Federal Budget outlays which
I have depicted reflect all that I think should be done on priority
grounds. But they are probably far higher than those which would
result under the Full Employment and Balanced Growth Act of 1976,
even assuming that the Act in operation will result in adequate Fed-
eral Budget outlays to meet the targeted production and employment
objectives for the end of calendar 1980.

Even more important, my estimate of Federal Budget outlays have
not allowed adequately for the savings which would result from a full
employment and balanced growth program. Although I have tried to
factor in the reduced costs arising directly from lowered unemploy-
ment benefits and welfare costs, I have not been able to quantify the
huge savings resulting from reduction of crime and other social aber-
rations, in consequence of full job opportunity. I am not able to factor
in the dollar amounts representing the reduction in Federal Budget
interest costs, in consequence of essential changes in the prevalent
monetary policy. And above all, I have not been able to factor in the
Federal savings which would result from the reductions of duplicat-
ing, conflicting, nonproductive, and downright erroneous Federal pro-
grams. All of these savings, and others, would result from the im-
proved planning and other genuine economy provisions of the
Hawkins-Humphrey proposal.

H-TOW TO BALANCE THE FEDERAL BUDGET, AND THEN CREATE A SURPLUS

The question naturally arises as to what effect the pursuit of a Fed-
eral Budget policy consistent with a full employment and balanced
growth policy would have upon the condition of the Federal Budget
itself. Tbere is now prevalent recognition that the huge and growing
Federal deficits have resulted, not from excessive Federal outlays
nor from deficient rates of Federal taxation, but rather because the
bl ood of adequate Federal revenues cannot be squeezed from the turnip
of a repressed economy. During the calendar years 1947-1953, I esti-
mate that the economy was operating very close to full resource use, or

"See Chart 10.
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even under a very slight general strain. Meanwhile, during the fiscal
years 1948-1954, there was an annual average surplus of 1.3 billion 1975
dollars in the Federal Budget. Thereafter, as the GNP "gap" grew,
so did the deficit in the Federal Budget. During the calendar years
1971-1975, there was an average annual GNP "gap" which I estimate
at 326.3 billion 1975 dollars (projections from 1946; see earlier dis-
cussion of what these long-term exercises mean). And during the fiscal
years 1972-1976, there was an average annual deficit of 32.1 billion
1975 dollars in the Federal Budget.12

Next, I trace the actual magnitudes of Federal Budget expenditures
and receipts during the fiscal years 1971-1977, a period averaging an
abysmal low real economic growth rate and intolerably high levels of
unused resources. During these fiscal years, the average annual deficit
in the Federal Budget was 32.4 billion, rising to a now-estimated 76
billion in fiscal 1976. The Administration now estimates a 43 billion
dollar deficit in fiscal 1977. but the weight of objective authority is that
it is more likely to be close to 60 billion. In contrast, I project Federal
Budget expenditures and receipts consonant with my model Federal
Budget in an adequately growing economy. The result is an average
annual Federal deficit, during the fiscal years 1977-1980, of 10.5 bil-
lion dollars, or less than one-third the average during the fiscal years
1971-1977. The result is also a balanced budget circa fiscal 1979, and a
surplus rising to an estimated 13.9 billion by calendar 1980.13

TRENDS IN FEDERAL BUDGET OUTLAYS, AND IN THE NATIONAL DEBT, NOT
"'ALARMING"

In view of all the alarms about the growth in the Federal Budget,
and in the national debt in consequence of mounting Federal deficits,
it is most important to note the following facts: While Federal out-
lays on a per capita basis have grown greatly over the years, in re-
sponse to the real needs of a growing economy and an advancing GNP,
these outlays as a percentage of GNP have remained remarkably con-
stant since 1954.14

Federal Budget outlays were 43.9 percent of GNP in fiscal 1945, in
consequence of World War II. They were only 21.2 percent in 1953.
The ratio was below 21 percent in every year save one from 1955
through 1974. They then rose to 23.5 percent in fiscal 1976, in conse-
quence of a very poor economic performance during the immediately
preceding years. The officially estimated ratio is 21.5 percent for fis-
cal 1977. Under my projections for appropriate growth in GNP and
in the Federal budget, the ratio would drop year by year to an esti-
mated 20.8 percent in fiscal 1980.

The ratio of the gross Federal public debt to GNP was 110.0 percent
in fiscal 1945. It was reduced to 61.9 percent in 1953. and 47.6 percent
in 1960. The ratio moved generally downward to 25.5 percent in fiscal
1974, and then rose to 30.4 percent in fiscal 1976, and is now officially

1: See Chart 11. Chart 12 gives an even more poignant demonstration of the intimate
relationship between the condition of the national economy and the condition of the
Federal Budget. Chart 12 also demonstrates that a healthy economy results In unusual
price stahility. while a sick economy results in unusual price Inflation.

la See Chart 13.
14 See Chart 14.

75-983 O-76-pt. 4-5
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estimated as the same for fiscal 1977, in consequence of a very poor
economic performance. My projections are that, with the trends in
the GNP and in the condition of the Federal Budget which I have
projected as representing optimum economic performance, the ratio of
the gross Federal public debt to the GNP would decline year by year
to 23.2 percent in fiscal 1980.15

3. The Perverse Monetary Policies of the Federal Reserve Board

MONETARY POLICY AND ECONOMIC PERFORMANCE

The damaging results of an erroneous Federal Budget policy have
been aggravated by the results of an erroneous monetary policy on the
part of the Federal Reserve Board and System. A detailed examina-
tion of trends from 1955 to 1975 indicates that a grossly inadequate
average annual growth rate in the non-federally held money supply
has been closely associated with a grossly inadequate average annual
growth rate in GNP; that, by and large, the periodic excessive tight-
ening of the money supply has been a major explanation of the recur-
rent periods of stagnation and recession; and that, by and large, the
periods of stagnation and recession have greatly aggravated inflation.
Moreover, the fantastic increase in interest rates, in consequence of the
prevalent monetary policy, have been and still are inflationary per se.'1

THE TOLL OF EXCESSIVELY HIGH INTEREST RATES

The increases in interest rates from 1952 through 1975 have been
almost unbelievable. My view is that interest rates should have been
held approximately where they were in 1952. Low interest rates from
1933 to 1952 were a powerful factor in an average economic perform-
ance tremendously better than since then, and with far less inflation
on the average. In these current comments. I have thoroughly re-
viewed the record since the start of World War II. I estimate that
the rise in interest costs during 1952-1975 inclusive has imposed ex-
cessive interest charges of 103.7 billion dollars upon the Federal public
debt, 23.7 billion upon the total State and local debt, 832.8 billion upon
the total private debt, and 960.2 billion upon the total public and pri-
vate debt. These increased interest costs have contributed to the al-
leged inability of the Federal Budget to serve priority needs as they
should be served, and contributed mightily to the mounting Federal
deficits. They have greatly enlarged the burdens upon State and local
governments, and also contributed to the financial plight of many
large cities and a number of States. Grossly excessive interest rates
have been entirely unconscionable, in their impact upon the spendable
incomes of all those who must resort to borrowings to try to make ends
meet.17

The prevalent monetary policy is also a main explanation of the
sorry performance of housing for many years. and of conditions
among the utilities in general which have disenabled them from ade-
quate exploration for new sources of energy and sufficient expansion

15 See Chart 15.
15 see chart 16.
17 See Chart 17.
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of plants and pipelines. All this has contributed to the soaring prices
paid by the household consumer and by business for the fuel and power
they use. The same monetary policy has contributed mightily to an
unprecedented rate of failure among small business concerns, save
during the Great Depression. Meanwhile, the repressive monetary
policy has not prevented recurrent excesses in some sectors of the econ-
omy, especially among mammoth and quasi-monopolistic concerns.

The prevalent monetary policy, during the same more than two
decades, imposed an excess interest cost of almost $19,000 upon the
average American family. This alone pushed many families into the
poverty cellar. A very small fraction of the 960 billion dollars of
excessive interest costs during these years could have been used more
appropriately to lift every American family now in poverty to a
decent standard of living.18

THE MONETARY POLICY, PRIORITY NEGLECT, AND THE FEDERAL
DEFICITS

Finally in this context, the excessive interest costs in the Federal
Budget, coming to more than 17 billion dollars in 1975 alone, was
several times the Federal outlays in fiscal 1976 for such essential prior-
ity programs as education, housing and community development, pub-
liC assistance and welfare, and manpower programs. But the Admin-
istration continues to insist that the Federal Budget cannot afford to
serve these priorities adequately, and must abandon some of them
entirely.19

In 1975, the excessive interest costs in the Federal Budget were close
to 40 percent of the Federal deficit of 43.6 billion in fiscal 1975! Nor
is that all. If not for the contrived creation of stagnations and reces-
sions, toward which Federal Reserve policies contributed so power-
fully and imaginatively, there would have been Federal Budget sur-
pluses all along. Yet, the distinguished Chairman of the Fed continues
to shed tears about the size of the Federal deficits, to hold them respon-
sible for inflation, and to propose erroneous methods to reduce these
deficits, even while he helps to increase them.

POLICIES TO RECTIFY THE PERVERSE MONETARY POLICY

An essential feature of the concerted policies and programs needed
to move the economy at a vigorous pace toward full economic restora-
tion is a complete reconstruction of the policies of the Federal Reserve
System. The "independent" Federal Reserve should be made reason-
ably responsive to the influence of the President and the Congress,
and constrained to bring its monetary policies into line with the objec-
tives of a full employment and balanced growth plan. The manage-
ment of credit and interest rates should be made much more selective,
instead of being used to feed the fat and starve the lean. The Hawkins-
Humphrey proposal contains forceful and practical suggestions in
these directions.

Is See Chart 18.
'9 See Chart 19.
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4. Toward Restraint of Price Inflation, and Ultimate Price Stability

THE "TRADE-OFF7' MIUST BE BURIED

The "trade-off," to the effect that high use of resources aggravates
inflation, and lower use of resources reduces inflation, has long stood
and still stands as a brooding omnipresence, always in the way of
sound and humane national economic policies. The theory of the
"trade-off," as I have already stated, is implicit in the go-slow policies
espoused by the 1976 President's Economic Report and Report of the
Council of Economic Advisers. But there is a growing body of agree-
ment that the cumulative events of the past two decades or longer
have discredited the "trade-off" theory about as completely as any-
thing can be discredited in the whole field of economics. In words,
even FRB Chairman Arthur Burns, even the President's current Eco-
nomic Report impliedly, and even CEA Chairman Greenspan, now
admit that the "trade-off" has little or no empirical validity-although
all three still insist upon following policies which assume that it has.

THE EMPIRICAL EVIDENCE AGAINST THE "TRADE-OFF," AND WHAT TO

DO NOW: THIS IS Nor A TIME FOR PRICE AND WAGE CONTROLS

I have so frequently, since circa 1954, before this Joint Economic
Committee and elsewhere, reviewed the cumulative and now conclu-
sive empirical evidence against the "trade-off" that I deem it unneces-
sary to recite all that evidence again. However, two of the charts at-
tached to my discussion bring that evidence to bear in plenitude.20

The first step toward bringing down the rate of inflation, on a svste-
matic and sustained basis, is to stop striking hammer blows against
the restoration of full employment and balanced economic growth as
promptly as possible. The evidence which I reviewed in detail in these
comments makes this much absolutely clear: Even without the direct
controls, the periods which have exhibited a strong movement toward
or close proximity to reasonably -full resource use have generated im-
mensely more price stability than the periods which have moved to-
ward or remained intolerably high idleness of workers and other
productive resources.2 1

For these reasons, I do not believe that programs now or in the near
future, pointed toward full employment and balanced economic
growth, should include the direct controls. The country and the Con-
gress are so widely divided on the subject of the direct controls that
this fractious issue should not be injected now. To do so would, in my
view, greatly reduce the public support for, and greatly diminish the
prospects for the necessary and prompt enactment of, the Humphrey-
Hawkins Bill. Progress is the art of the practical, and we should not
listen to those economists who would rather deal again with the eco-
nomic conditions of World War II than the conditions of today and
tomorrow; and who would rather assert their ideas of perfection in
magazines than fight for needed and practical improvements in a real
world.

sD See Charts 20 and 21.
21 See again Charts 20 and 21.
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Be this as it may, the Hawkins-Humphrey proposal, although it
relies mainly and properly upon economic restoration to reduce in-
flation, also offers a number of specific policies and programs for the
same purpose. Important among these are the proposed supplementa-
tion of fiscal and monetary policies with a wide range of microeco-
nomic policies, information about and monitoring of inflationary
trends, concentrating upon increased supplies of food and energy, ex-
port licensing, promotion of increases in productivity, strengthening
of the antitrust laws, and specific stress upon breaking bottlenecks and
overcoming selective shortages. I urge the Joint Economic Commit-
tee and the Congress at large to examine carefully these strong anti-
inflationary aspects of the Humphrey-Hawkins bill.

5. The Importance of Correct Analysis of Private Price
and Wage Adjustments

We live in a predominantly privately operated economy, and intend
to keep it that way. It therefore follows that the behavior patterns
within the private economy are even more important than fiscal and
monetary and other public policies in the shaping of economic develop-
ments. Surprisingly, under these circumstances, although the President
and the Congress have at times intruded upon the price and wage
processes in the private economy-sometimes with good management.
and poorly managed during the most recent years-the President's
Economic Report and those of the Council of Economic Advisers have
not rispn tn any mp.nincfil nnalysis of thb recent behavior patterns of
the private economv as these bear upon balance or imbalance in the
overall economy. Well-written essays have described what has hap-
pened to the economy. But they have not attempted to discern ade-
quately whv. And without this discernment, they have repeatedly
urged voluntary policies inimical to the corrective steps which this dis-
cernment would evoke. I have repeatedly, for two score years or longer,
attempted to promote this discernment, and now feel compelled to do
so again.

THE RELATIONSHIPS AMONG PRICES, PROFITS, WAGES, INVESTMENT, AND
ULTIMATE DEMAND: THE IMBALANCE NOW CALLING FOR PROMPT
CORRECTION

In each period of inadequate upturn, the rate of real advance of
investment in the plant and equipment which add so much to our abil-
ity to produce has grown very much faster than the ultimate demand
composed of private consumer expenditures plus total public outlays
for goods and services. As these imbalances have resulted in ill-
designated "overproduction" and "excess capacity," this private in-
vestment has been cut back very sharply. And this, combined with the
longer and larger deficiencies in ultimate demand. have brought on the
periods of stagnation and then recession. The relative excesses in
investment during the upturn periods, which have brought on the
reverses later on, have been supported by a real growth rate in profits
far greater than the real growth rate in wages and salaries as the main
factor in ultimate demand.
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The period from the fourth quarter of 1973 to the fourth quarter of
1975 developed alarming and not yet corrected trends. because of its
dissimilarity to somewhat similar earlier periods. It is true, in rough
accord with earlier periods. that the real trends in investments in plant
and equipment moved downward at an average annual rate of 6.8
percent, while the real growth rate in ultimate demand moved upward
at the terribly inadequate average annual rate of only 1.1 percent.
But what was rather unusual was that, simultaneously. corporate
profits moved upward at a real average annual rate of 5.7 percent,
while wages and salaries moved downward at a real average annual
rate of 1.6 percent. These disparate trends reinforce what I said earlier,
to the effect that a sound economic restorative program does not call
for special direct benefits to corporate investors, but instead calls im-
peratively for national policies to help accelerate greatly the real
growth rate in consumer expenditures and public outlays.2 2

THE IMMEDIATE TASK WITH RESPECT TO CONSUMER AND WAGE

INCOMES AND SPENDING

As just stated, the real growth rate in consumer spending has been
much too slow since 1960, except for short periods of time. During
1969-1975, the real average annual growth rate in this component was
onlv 2.6 percent. From fourth quarter 1974 to fourth miarter 1975, the
real growth rate in this factor was only 3.9 percent. My current esti-
mate is that. between now and 1980. the average annual real growth
rate in this factor should be close to 7 percent, to be compatible with
the average annual growth rate of 7.9 percent required to restore a
reasonable full economy by the end of calendar 1980. In fourth quar-
ter 1975, at an annual rate, I estimate that the deficiency in private
consumer expenditures came to almost half of the total deficiency in
GNP.

2
3

Most unfortunately, the Administration, manv influential econ-
omists, and much of the media, are exerting powerful pressures against
the needed correctives. And even most of those advocating much more
expansive fiscal and monetary policies are not raising their voices to
alter a process of private maladjustments which could cancel out most
or all of the benefits of restorative fiscal and monetary policies.

The view is held in some quarters that an excessive rate of saving
is responsible for the deficieney in consumer expenditures. The truth
is that this consumer expenditure deficiency stems almost entirely
from deficiencies in the growth of total personal income after taxes.2 4

It stems also from the serious maldistribution of personal income. This
induces more saving by some that can be absorbed in investment when
the overall economy is so laggard. Meanwhile, the same income mal-
distribution causes more than half the population to save too little,
and many millions of families to dissave.

The enduring deficiencies in consumer expenditures are accounted
for largely by deficiencies in wages and salaries. I estimate that, as of
fourth quarter 1975, the annual rate of the deficiency in wages and

2 See Chart 22. which gives other examples from early 1961 forward.
nSee Chart 22.

24 For full evidence on this, see Chart 24.
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salaries accounted for about 90 percent of the annual rate of deficiency
in total consumer income before taxes.-

And finally, the extraordinary lag in real wage and salary expan-
sion behind productivity gains is the most important single factor in
the deficiency in total wages and salaries throughout the economy.
From fourth quarter 1974 to fourth quarter 1975, productivity or out-
put per man- and woman-hour in the total private nonfarm economy
advanced 3.9 percent, while wages and salaries advanced only 1.2 per-
cent. Viewing a longer span of years, the lag in wages and salaries
behind productivity gains has been far more extreme in total manu-
facturing, where there has been the most gnashing of teeth about
"wage-push" inflation. It is true that a large part of the lag in aggre-
gate wages has been due to massive unemployment. Nonetheless, the
rate of real wage advance among the employed has not been any where
in line with the growth rate in productivity in the private econo-
omy, coming to 5.5 percent at an annual rate from the first to the
fourth quarter of 1975.>

6. We Need To Enact the Humphrey-Hawkins Bill, S. 50 and H.R. 50

Mr. Chairman and members of the Committee, my national policy
recommendations are so implicit, and at times explicit, in all that I
have said that I do not need to spell them out in detail at this point.
Sufficient it to say ithat, in broad outline, the reconstruction of eco-
nomic policy which I urge is embodied in the Hawkins-Humphrey
bill.

This measure, for the first time, sets meaningful and mandated goals
for the reduction of unemployment. It establishes the right of all
Americans, aged 16 and over, to useful employment at fair rates of
compensation. It mandates some very important reformulations in
national policy approaches, including fiscal and monetary policies. It
recognizes that full employment alone is not enough, and must be
combined with fulfillment of a specified range of national priority
needs. It proposes strong and specific anti-inflationary measures, while
avoiding the trap of price and wage controls.

The bill strikes a proper balance among the responsibilities of the
private sector, the States and localities, and the Federal Government
which alone represents the whole people. It provides specific machin-
ery for the concerted and cooperative action of these various sectors.
And it provides new methods, whereby the President and the Con-
gress, in consultation with others, may move forward in the initiation
and processing of national economic and related social policies. It
properly enlarges the roles of the Joint Economic Committee, the
Budget Committees of the Senate and the House, and the relevant
legislative committees in the vital work to be done.

I urge that this influential Committee, and the Congress at large,
exert every possible effort toward the passage of this legislation as
early as feasible in this session of the Congress. That would be by far
the most important single step forward in many a year, toward help-
ing the American economy and the American people to translate into
actuality the full promise of America.

[The charts referred to in the text follow:]

= See Chart 25.
28 See Chart 26 and also Chart 5.
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Chart 1
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Chart 3

COSTS OF DEFICIENT ECONOMIC GROWTH
U.S.ECONOMY, 1953-1975

AND PROJECTED 1976-1980
(Dollar items in billions of 1975 dollars, except overage family income)

Total National Man-years of Personal Consumption: Govt Outlay for
Production Employment-2' Expenditures Goods and Services I

(GNP) -

1953-1975: $3,3547 1953-1975:61.0 Million 1953-1975:$1,523.1 1953- 1975 $920.1
1969-1975: 979.6 1969-1975:22.8Million 1969-1975: 3722 1969-1975: 276.0

1975: 326.6 j 1975: 6.9 Million 1975: 137.7 j 1975: 61.0

Private Business Average Family Income Wages and Solaries Residential and
Investment (1975 Dollars) 1 .r Commercial Construction

(Incl. Net Foreign) q .. I

1953-1975$ 911.5 i 1953-1975: $29470 j 1953-1975: $1,865.0 1953-1975: $369.6
19691975 331.4 ! 1969-1975: 5,890 1969-1975: 374.8

1975: 127.9 j 1975 2,500 1975 159.2

Em f =7 iI
Total Notional Mon-years of I Personal Consumption Gov't Outloy for

Production Employment-Z' Expenditures Goods and Services
(GNP) -,.r

1976-1980: $1.112.2 11976-1980: 16.7 Million 1976-1980: $449.0 1976-1980: $425.6
1980: 333.8 j 1980: 4.3Millionj 1980: 148.9 1980: 118.5

Private Business
Investment

(Incl. Net Foreign)

,- . i:

Average Family Income
(1975 Dollors)

Ua,:1

Wages and Salaries

MAe
Residential and I

Commercial Construction

;T -1

.1976-1980: $237.6 1976-1980: $ 8,330 11976-1980: $530.0 1976-1980 $95.0
1980: 66.4 1980: 2,570 1980: 1624 1980: 25%4

-i~efits 1953-1975 are colculuted from a1953 base in thot groott rotes since then have averuged for too lo. Deficits
1969-1975 and 1975 are projected Irate a 968 bosevrrt..g oaf tte c-niulative defrcits 1953-f968
1975 igures arc estimated Itosrentilo ciid commercial Constructlon deficits ore c10culoted only IOm a 1953 bose
In termsthot ",Iould hove een treed40 1975to resore full production Cs otSenethe estimo-ai'cttlol
was 250- 300 bill on 3ollars.at On -oiuOl rate.

-'8ase/ d up.r true level of uflenrplflryrt ctioudng tultinre unemnploy-nenl.ljll-fre Cliraleet 01 pot I tfaiC uIremlpoyrentond
Corcealed unemplaymentiroenparticiParion Incilian labor force) due to scarcity v Ioprvrrtvnit

3
/1heuedetifits re prosected flonr o1975 osews Off the cumulotiurt ttictli 953-1975

Basic D(tu (Dept of Commerce. Dep of Labot



Chart 4

BENEFITS OF FULL ECONOMIC GROWTH. 1976-1980
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1800 - 21,8001.600 LOW ECONOMIC GROWTH PERFORMANCE -/ 11.600

1,500 -t_ S$~ 5-0 1,500
t,400 [- - - - I ~ - -- 1- -- ----- I 1,400

1575 1976 1977 1978 1979 1980 C;

100---- - 1 l - 00

95 FULL ECONOMIC GROWTH PERFORMANCE tttiI|fl'j 95

90-illills DIFFERENCE: 16.7

90 -tl _ 90

85 l u t : ~~~~~~~~~~ ~ -~LOW ECONOM IC GROW TH PERFORM ANCE 8

80 L L 801975 1976 1977 1978 1979 1980
1
'Reol ove-oge onnuol .rowhIrote of 7.9percent 1975-1980. to ollo. for lull cOIch-p by end of 1978.2
JR eI cerogae nn uuo growrofth te of 4.3 percenr, or higher thon during 1953-1975.due to wry low leol in 1975.
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Chart 5

IMPACT OF ECONOMIC GROWTH
UPON PRODUCTIVITY GROWTH

6.8%

49% 5.14m

.~~~~~~~~~~~021947-1953 1953-1960 1960-1966 1966-1970 1970-1972 1972-1975 lst+0tr 1974th~tr.1975(annual rate)
~~~747

Pi. i ' .

- -L i;,;:,; ,.i, . 5 5" "4

<$4 $4/~~4A,• 4,,,
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Chart 6

FULL RESOURCE USE GOALS
FORTHE U.S. ECONOMY, 1980
PROJECTED FROM 1975 BASE

Total Percentage Changes
(Dollar Items in 1975 Dollars. Absolute Data in Parentheses)

CIVILIAN EMPLOYMENT9' TOTAL PRODUCTION CONSUMER SPENDING?'
(G. N.P)

I.~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

Up
($680B) Up

46.1% ($3438)Up 35.8%
(13.1 M)

1975-1980 1975-1980 1975-1980

-7 1

I i

I

I .

I

I I

I I

_ _

GROSS PRIVATE
DOMESTIC INVESTMENT-3

(Includina net foteign)

Up
($172B)

GOVT OUTLAYS FOR : I
GOODS AND SERVICES j RESID

up

($165B)
48.5%

I

_ 9_5- I 9

1975- 1980 I

INVESTMENT IN
DENTIAL STRUCTURES

Up I

($758)
187.5%

l~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
I

I
I
I

i
i

1975-1980 1975- 1980
I

I/Full-titseunentployentden-trotn B .% (7.9M) to 3 OY% 3 OM)

/Grao.th Is less thon groth of G N P. tecouse of needed qowth mn public outlys to meet donestic voritmes
ond needed grotth tote in gtoss ptt-ate domestic investment

3/Nonresidenlialinvestntnlt nd netl forgn uvG3 Oli7B) Residential sttuct.tcs up vlST !,i



Chart 7

HOUSING STARTS,1950-FEB. 1975, AND.GOALS FOR FISCAL 1977-1982
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Chart 8

DISTRIBUTION OF EMPLOYMENT, 1975
AND PROJECTED' 1978 AND 1980

(Millions)

r - |~~~~EMPLOYMENT | -------- __ -X

W Private nonagricultural civilion employment
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L - .

.LPojected in occold wilh ,ecching lull employmen? by mhe end of 1978



Chart 9

GOALS FOR A MODEL FEDERAL BUDGET. FISCAL 1977 AND CALENDAR 1980
GEARED TO ECONOMIC GROWT'H AND PRIORITY NEEDS

(In Fiscal 1977 Dollars)

MANPOWER PROGRAMS,
NATIONAL DEFENSE. INCOME SECURITY, OTHER INCLUDING PU9LICINTERNATIONAL AFFAIRS, THAN VETERANS AND PRIVATEALL FEDERAL OUTLAYS AND SPACE DOMESTIC PROGRAMS.i/ (Eacluding Sobsidized Housmng) SERVICE JOBSTotal Per Capita % of1 Total Per Copito % of Totol Per Copito % of Totol Per Capita % of . Totol Per Coprta % ofEapeoditures (S) GNP Expenditures I) GNP Espenditurc 1$1 GNP cEpeoditur-s (S) GNP Ependitures 1S) GNPIS Bill ons) I i (S BonsIs) ($ B.l hons) .(S Blholns

Presidents
Budget 1977 394.2 1.820.79 21.46 112.5 519.63 6.12 281.7 1.301.15 15.33 134.0 618.94 7.29 5.3 24.48 0.29
Goals for
Fiscal I977 432.2 1.996.30 21.64 j 114.3 527.94 5.72 317.8 1.467.90 15.91 142.2 656.81 7.12 13.1 60.51 0.66
Cools for
Colendo. 1980 505.3 2.276.13 20.75 118.3 532.88 4.86 1 387.0 1.743.24 15.89 161.3 726.58 6.62 7.5 33.78 0.31- -------------- -- ------ ------- --------- --r---------------- ---------------- --------------- ------------------------------ --- ------------------- -------- ~ ~ ~ ~

AGRICULTURE, NATURAL
HOUSING AND COMMUNITY RESOURCES, ENVIRONMENT

DEVELOPMENT AND ENERGY EDUCATION HEALTH TRANSPORTATIONTotol Pet Copita % of Tolol Per Capita % ol Total Pee Copita % of Total Per Capita % of Totol Per Capita % afErpenditures 151 GNP Enpendito-es 1Sf GNP Eopenditures 1$1 GNP Eopeedtures 151 GNP Eopeeditores (5) GNP(S BiIoos) | ($ Billions) jS Billions) ($ Billions) j(S Bdllions)
President's
Budget 1977 7.0 2 32.33 0.38 15.5 71.59 0.84 7.6 35.10 0.41 34.4 158.89 1.87 14.9 68.82 0.81
Goals for
Fiscol 1977 10.9 50.35 0.55 17.5 80.83 0.88 12.6 58.20 0.63 36.1 166.74 1.81 16.4 75.75 0.82
Gools to,
Colentor 19BO 19.9 89.64 0.82 32.3 145.50 1.33 18.8 84.68 077 53.8 242.34 2.21 19.4 87.39 0.80

1, Includescotegoties other than hose listed in detoil.Dotlor goals tould be higher in 1980to entent of turthe inf lotion.
' The housinq parlion ot this $70billion in the President's Budget proposed tor 1977, corning to$3.3 billion, ppeors in port
, incore secur.t."oand in pprtin commerce ond tronsportotion in the Presidenos Budget. The ptoposed goal increoses for
housingandcor.unitydeoelopmenl includesi3.3billionforhousingforfiscall977and$10.8billionforcolendar1980.

Note Population-- 2165 toe ts.c. 1977 and 2220 tor catendar 1980 GNP (ine iscol 1977 dollots)-- $1,837 billion
tsrPresdents'Budget,$1,997billionforfiscoll977goal;ond$2,435 billontorfcalendard1910 goal.
Basic Doat Otfice of flongement and Budget for President's Budget, Dept of Comrnerce tot population
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Chart 10

11COSTS"'JAND BENEFITS-2OF ACHIEVING i
FULL EMPLOYMENT-3BY END OF CALENDAR 1980

(Budget.fiscol years;G.N.P.colendar yeors:billions of fiscol 1977 dollars )

PROJECTED FEDERAL BUDGET OUTLAYS |
TO HELP ACHIEVE FULL EMPLOYMENT GOALSr

428.1 450.5 474.1 501 0

1977 1978 1979 1980

PRESIDENT'S 1977 BUDGET OUTLAYS
PROJECTED AT 4.3% ANNUAL GROWTH RATE

394.2 411.2 428.9 4473

_ 1977 _ 1978 1979 1980 ___

.- OSTS! DIFFERENCE BETWEEN THE TWO BUDGETS TOTAL 4YEAR DIFFERF.tCE: 172.1 1-

19 ~ 39 3 45.2 53.7
33

1 1 .. I.^so-.

A~~~1-1977 1978 1979 1980 S_

G.N.P PROJECTED IN ACCORD
[WITH ACHIEVEMENT OF FULL EMPLOYMENT GOALO' -

1,939.6 2.092.4 2.2573 2,435.0

1977 1978 1979 1980

G.N P PROJECTED IN ACCORD
WITH CONTINUATION OF CURRENT NATIONAL POLICIES _ _

1,850.8 1.925.2 1.993 5 2.057.8

F17TWIR I 1 IIEl
197_ _ _ _ 978 _ _ ._ __ _ _ __ _ _ __1979 980

BENEFITS:DIFFERENCE BETWEEN THE TWO G.N.Ps TOTAL4YEAR DIFFERENCE: 897.0 -

3772263.8
888 1672 1

1977 9i78 1979 ~81980
-i/bsts ore dlfferencebetueenFedeolBudsetoutkysoeeoherochee fulle.InMPo enlqolondPrdSroene'S1977

8u8get outlo>n pwecred 043% onnuol rell5o~ursowte lseneonnuolouernegoilmg 1974-19771
/Benefits OM Offrence betwnenG NPm occord witn f1 ientploymnent goolond G NP projected m cccord wlth

coninutloon of current noltionol poliIces

l'3petcent unemrployrenr"/The Full E1EplomiLentP floIoced Growth Plotn P n HR SO0ould use other policie5 des

those ,n the Fedeor' fludjot to helP Ochnew, tn. flul emrlovnlewt goal Tntomheic~ olo'utt,,uceinlti,,oerootknsused
frtntSer l"0 m" ns, ff 23rer larvtlec~ld In h colI3 ?'l.Iot.otce tor ct'nWe mt no fItoer It, *rd ' l o .f l it, lu.
enl' ?"n-en.rntl o, t onni .9 Nt ! . Ili ittet7c elisen Ie S19.7 iqron on Inhs c , Ifo t hne 1977 -Suie -fChal I 5

jThese GN P prlol li ..Ol. ititSlI in hoste on.Cl i 5".l't 'becOiO e f.,s ht colendorl97 . o 0.1 clendor
t
9 7

E6p .-ei o 0s dS. rf tcj 19. .J lS lood of c.ileonlo, ItU 5 do licrs l. ult- s IrNc fl-en -:l.tw':.I,'Oo naM

hinnroeIado r- h, se ' -l'-sr-uIminifi nni fi irulr~it. - rtu t rnr.pn'1 octedlnm c!erutor t9SoswThene w.en~,
.o~omu) Ai'iot.'srCt-ttu iiu-j .1 1: ' -;.; oii ii1 ciiiiI .li 14 I/i0tI. 1975

75-983 0-76-pt. 4-6
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Chart 1 1

G.N.P DEFICIENCIESVAWND BUDGET DEFICITS

326.3

/S/ota/,,'; , :.

130.9

~~~~~~~~j6~~~~~~~~~~~~~~

r~~~~
IA

b(U �:

Ir� /',,4'
0.5

1947-1953 954-1961 1962-1970 1971-1975

1.3
1963-1971 1912- 1' (b

-2.7

-8.1

-32.1

-r Producilon dotictencios represent diff.ernces trtaeen octuol prNduction and roducturo a, 11I Ccotot-Y
rate of giowln f'toctons rnm 1946

Source 0op
t

of Commerce,(rCe of Management Ond tlutdqlt.tlr Ctu.ll tqijts



Chart 12

ECONOMIC PERFORMANCE AND THE FEDERAL BUDGET

Real Ave. Annual A"e. Annual Unemployment Ave. Annual Inflation Rate Ann. Ae.Surplus
Ecoaor"ic Grou.ti, Rate Unemployment First Year Lost Yter Inoflaion FirttYear LastYeTar On Deficit In the

7.8% Federal Budget
78 <(Fiscal a

4 9% ~ 4.0% 3% 2.9% 3.0% 7 2.4

Ps, '� �--�#a r0'-%t4a v'"��'�g / // 08%

C)
CAD

Real Aue Annual Ave.Annual Unemployment
Ecunumac Gruotn Rote Unemployment First Year Lost Year

8.5%
5.6%

1.6% Y

Annual Inlation Rate Ann.Aue.Surplus
aticon First Yeor Last TYto On Deficit In the

Federal Budget

9.1% I(Fiscal YearsBl I ions)

3.6% 59%

1 F-1

J Al 57 lgu -ue.acepgt Federal 8.deesr e ,imated. - -$--3
Sou..e p- ot Commrce. Dept at Labor Office oMonogement and Budget



Chart 13

FROM FEDERAL DEFICITS IN AN UNHEALTHY ECONOMY
TO A HEALTHY BUDGET IN A HEALTHY ECONOMY

--
L ; ::i i,~~- s , m cll~lF'( i efic" Ill'.,..GEmpenditums
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979 1980 1980

(Colendar Ye.r)

-! President's Budgetas sent to the Congress on Jonuary 2t,1976.
2i Model Federal Budget depicted in detail on another chart. Goals would be higher in each years dollars to eatent prices rise oboce fiscal 1977 dollars.

3' Full ncr-nary goals shown on another Chart

Basc ,alota Office at Manogegrent and Budget tor actual Federal Budget
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Chart 14

FEDERAL BUDGET ON A PER CAPITA BASIS
AND IN RELATION TO G.N.P. 1954-19769

Fiscal Yecirs

, , ,. .,,. _
I I1 965 _ -1 , _ _1954 1976

I $91,.10
I, .$622.18

2 _ ;~F-7 $288.92

$1,084.02
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$480,00

__71 L -

Percent

Percent
25 -- -

20

15

Total National Security All Total National Secu ity All Total Notionol Secutiy All
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and Technology and Techinolo y and Technology
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TOTAL BUDGET #1. -t
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Chart 15

FEDERAL BUDGET OUTLAYS. GROSS FEDERAL PUBLIC DEBT. AND G.N.P
1945-1977. AND PROJECTED. 1977- ISSO -9

I omTI rw ni inrr~T Al TI AY-Z TA tr m p I
l_ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ (NIc ycs) ~ SI -r l
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Chart 16

: COMPARATIVE TRENDS IN NON-FEDERALLY HELD
MONEY SUPPLY. G.N.P., AND PRICES, 1955-19753'
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Chart 17

INCREASES IN AVERAGE INTEREST RATESAND
EXCESS INTEREST COSTS DUE TO THESE INCREASES,

1952-1975"

I C Up
185.5%

' '. ,
, i .

, I I,,

: j 'I ' ' '~

-T -- �-' 7-FT .7 2 f ioi- -7 - 7T

Up
118.0%

Up
155 4% i

I'I

i I
I

Too elc lnI D
I~~~~~~~~~~~~~~~~~

iolol S uDix jnd
Privote Debt

I

_ "' ,- ,,,

I ederoi S.'
iFedera; pubI:C iel~t2-

Up
77.2%

State ond Local Debt
F�!'\V'�11- L

Privaie Dew�/

F-- 7" j--- -'7 .7-11
ji � ik , " :.'�7 ,,7

I-- - -- L�
I
I

$832 8

D

Privat~e Debt v,

$960 2

i

$1037

Federol Pubhlc Debt-! Totolj _-.lic and
Private Debt

$23.7

State and Local Debt
I� i

Ji

i
II

~i/174 -1-5 e~iv-ifei

Ir 1.C!.CC 7ei 'OLein vw,esi

3/ C-~ev e~ M it u rwc.nq Fed,,ol N buc -J V -ire vkx Idebill. 1micioPvbic -ni p,"'W e ol

_ jC C rN -1 -on~ w ce t, ~ rr , of l e ,bi



769

Chart 18

THE BURDEN OF $960.2 BILLION IN
EXCESS INTEREST COSTS, 1953 1975I

UPON THE AMe1ERICAN PEOPLE
Colendur Years

Excess Interest Cost Per Family of Four Excess Interest Cost Per Capito
. I . INote Different Scalre

$18,852.68 . $4,713.17

$2.889.52 $72238

$ S24.96b $307.76 $624 79 _
1953 1960 1975 1953-1975 1953 1960 197S 1953-1975

Total . Total

HOWN $41.7 BILLION A YEAR, 1953 - 1975
- EQUAL TO ANNUAL EXCESS INTEREST-
MIGHT HAVE HELPED LOW-INCOME FAMILIES

Families Families
With Incomes Under I With Incomes Under

$4.000 $3,000
16.4 Million in 1973-21 389 tilliton in 1973-2)

$2,403

v F i $.1733

.41 7 billion j $41.7 Billion
Molre a Year More a Year
Received Received ,
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Would Have Meant World Have Meant
$6,516 Mare . $10,692 More
For Each Family For Each Family

Averge : Average Income 4verar
jOcl These Famdlws of Tihese Families of Thes

inr1972
2
/ in l9721i tn

'1974-1975 estirived

3?/Lcrerr A.l50.1bte
Source Eccr,,mi- RePi I .i the Presj,.nr. OePr ot C-mmece. Burenu 0o tht Census

Families
With Incomes Under

$2,000
1.9 MillOnin l973-J)

$41.7 Billion
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Chart 19

EXCESS INTEREST COSTS IN THE FEDERAL
BUDGET 1965-1975 CONTRASTED WVITH OTHER

COSTS FOR SELECTED BUDGET PROGRAMS9

Millions of Dollars

EXCESS I/NTERESr
COSTSI.'l THE

FEDERAL BUDGEr

BUDGET OUTLArS
FOR EDUCATION

B3UDGET OUTLArS
FOR HEALTH SE;.'`i'C-ES

Af.D RESEARCHI

$17,073

/

$7,321

Annual Avercge 1975

1965-1975
I ,,...., ..... ......... .... ........ . .... ... .r

BU GEoT OUTLAYS
FOR HOUS//,7 A/.'D

co/dfuuLN/ r DEVEYLOP.!ENr

$ 5,920

$3.578

rl12
z2_:

4' I,

$28,050

.Annual Average

1966-1975

1976 "/

BUDGEr OUTLAYS
FOR

PUBLIC ASS/STANCE
AND W/ELFARE

SERVICES
A~,A

$14,349

Annual A~ernge 1976:?

1966 -1975

...'......................

BUDG6ET OUTLYS
FOR jm4NPOWVER

PROGRA/11

$ 4.542

$2,376

Anvmoi :,,,v7:a, 1976'-

1966 -1975
Annal Aerc;, 1976 -'/

! 1966 -1975
An,-l, Avnv-g,

1966-1975

*Ii Ir'l'l cs :0 cdIC, Sbud,)rt O nt I.)S. Isl gea 9 i"5intwrsf coSls and it,.5 O uJJli 1.uI W), nt m-l, ~1
.?iP,.p-sd ... fi-a 197C, 13~0q~i



771

Chart 20

RELATIVE TRENDS IN ECONOMIC GROWTH
UNEMPLOYMENT, a PRiCES, 1952-1975 9
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Chart 22

COMPARATIVE GROWTH RATES, 1961-1975
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Chart 23

THE GROWTH IN CONSUMiER SPENDING
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Chart 24

INADEQUATE CONSUMPTION GROWTH STEMS
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Chart 25

DEFICIENCIES IN WAGES AND SALARIES
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Chart 26
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NATIONAL ASSOCIATION OF MUTUAL
SAVINGS BANKS

(By Grover W. Ensley*)

The 1976 Economic Report of the President and accompanying
Annual Report of the Council of Economic Advisers emphasize the
need for a durable economic recovery. No industry has a greater stake
in government policies to restore and maintain economic 'and financial
stability than savings banking. Hopefully, it will be possible for the
Administration and the Congress to reach an accommodation this
year on the proper degree of economic stimulus needed to place the
economy on the path to sustainable, non-inflationary growth, reduced
unemployment 'and increased real incomes.

We hope, too, that it will be possible for the Administration and
the Congress to reach an accommodation this year in the vitally im-
portant area of financial restructuring legislation.

We were pleased to see the President reaffirm his support for the
Senate-passed Financial Institutions Act of 1975 (S. 1267) in his 1976
State of the Union Message and fiscal 1977 budget. While not specifi-
cally mentioned in the President's and Council's Reports, financial
restructuring legislation clearly remains a high-priority concern of
the Administration.

We have also been highly encouraged by recent developments in the
Congress. On December 11, 1975, the Senate passed, by an overwhelm-
ing vote, the Financial Institutions Act of 1975 (S. 1267). The savings
bank industry strongly supports this legislation. The focus of atten-
tion has now shifted to the House of Representatives, where hearings
are currently in progress on a Committee Print of the proposed Finan-
cial Reform Act of 1976.

The need for financial restructuring legislation to strengthen thrift
institutions 'and the flow of housing credit has become increasingly
recognized as evidence has accumulated over the past decade on the
extreme cyclical semsitivity of deposit flows at thrift institutions and
their growing long-run competitive weakness in household savings
account markets relative to commercial banks.

Achieving and maintaining better-balanced federal economic poli-
cies to promote economic and financial stability will be the single most
effective means of meeting the short-rim problems of thrift institu-
tions and housing and mortgage markets. Enacting financial restruc-
turing legislation will also be helpful, by increasing the short-run
flexibility and earning power of thrift institutions.

The major benefit of financial restructuring legislation, however,
will be its long-run effect in preserving the competitive ability of thrift
institutions to generate an adequate volume of funds for housing credit.

* Executive vice president. National Association of Mutual Savings Banks.
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Providing thrift institutions with modern third party payment, con-
sumer loan and other consumer service powers and increased invest-
ment flexibility will help achieve this result, by increasing their ability
to compete for lendable funds on both a price and service-convenience
basis.

Numerous public and private studies have concluded that modernized
powers for thrift institutions -will benefit housing, by contributing to
an increased flow of housing credit, a more stable flow of housing credit,
or both. A number of these studies are included in the list attached to
this statement.
* No less important than modernized powers will be the continuation
of federal deposit interest rate control authority, with meaningful
differentials for mortgage-oriented thrift institutions. The need for
differentials would not likelv be reduced by the consumer service and
investment powers that would be provided thrift institutions in S.
1267 or in the proposed Financial Reform Act of 1976. Commercial
banks would still retain significant competitive advantages which
must be offset by the deposit rate differential, including the ability to
make a full range of short-term business loans, a much more numerous
and geographically dispersed network of offices, and substantially
lower effective federal income tax rates than thrift institutions.

The savings bank industry believes that the Senate-passed S. 1267
and the proposed Financial Reform Act of 1976 now being considered
in the House provide a sound basis for the Congress to enact financial
restructuring legislatiin this year. We stand ready to cooperate in
every way with the Congress, the Administration and other industry
groups to help achieve this public-interest goal.

STUDIES WHICH CONSIDER THE IMPACT OF BROADENED THRIFT INSTITUTION
POWERS ON MORTGAGE CREDIT AND HOUSING

Patric H. Hendershott, The Impact of the Financial Institutions Act of 1975,August 1975. (This study was undertaken for HUD).
Department of the Treasury, The Financial Institutions Act of 1975, March 19,1975.
The Federal Home Loan Bank Board, A Financial Institution for the Future-Savings, Housing Finance, Consumer Services-An Examination of the Re-structuring of the Savings and Loan Industry, March 1975.
Leonard Lapidus, et al., Public Policy Toward Mutual Savings Banks in New

York State: Proposals for Change, Federal Reserve Bank of New York andNew York State Banking Department, June 1974.
National Association of Mutual Savings Banks, "The Case for Broadened Powers

and Federal Charters for Savings Banks: A Detailed Analysis," in Financing
Institutions Act-1973, Hearings on S. 2591 before the Subcommittee on Finan-
cial Institutions of the Senate Committee on Banking, Housing and UrbanAffairs, United States Senate, 93rd Congress, 2nd Session, May 13-17, 1974,
pp. 852-985.

Department of the Treasury, Recommendations for Change in the U.S. Financial
System, Revised, Sept. 24, 1973.

Dwight M. Jaffee, "The Extended Lending, Borrowing and Service Function
Proposals of the Hunt 'Commission Report," in Journal of Money, Credit and;Banking, Ohio State University Press, Vol. IV., No. 4, November 1972.

Ray C. Fair and Dwight M. Jaffee, The Implications of the Proposals of the HuntCommission for the Mortgage and Housing Markets: An Empirical Study. (This
is a revised version of a study undertaken originally for HUD and appears In:
Federal Reserve Bank of Boston, Policies for a Afore Competitive Financial
System, Proceedings of a Conference held in June 1972, Conference Series
No. 8.)
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George J. Benston, Savings Banking and the Public Interest, A Study Commis-
sioned by the Savings Banks Association of NeW yofk Stdte, Deeembef 14,
1971. (This study was published in full ihi Journal of Money, Credit and Banfk-
itg, Ohio State Uffiversity Press, Vol. IV., No. 1, Part II, Febfeary 1972.)

Irwin Friend, "Summary and RecomMendations," in Study of the Skoting8 and
Loan Industry, Prepared for the Federal Home Loan Bank Board at The
Wharton School, University of Pennsylvania, July 31, 1969, Volume I.

Leo Grebler, The Futute of Thrift Ittstititions: A Study of Div&sifltatidn Versus
gpeoia~tlzt',j Joint Savisgs and Loan and Mutual Savings Bank Exchange
Groups, Danville, Illitiois, June 1969.

Arnold W. Safiletz, "Cyclical Problems Facing S&L's in the Next Decade and
Suggested Reforms," in Cyclical and Growth Problems Faciji the Savings and
Loan Industry-Policy Implications and Suggested Reforms. A-rtiold W. Sameti,
editor, New York UniVersity Graduate School of Busilrusg Administration, In-
stitute of Fidance, The Bulletin, No. 4O447, March 1968:



NATIONAL URBAN COALITION

(By Walter N. Rothschild, Jr.*)

As Chairiian of the National Urban Coalition, I would like to make
the following cpmmoients for the record of the Joint Economic Commit-
tee hearings on the President's Economic Report.

While the general economic statements in the report, particularly as
they relate to inflation and unemployment, are basic to our system, the
report dqes not recognize the possible priority shifts available, nor does
it dwell on pragmatic, results-oriented policy implementations.

The President's intention to reduce the involvement of the Federal
Government, and increase the stites' activities in health, education,
child nutrition and social services does not remove from the national
government the obligation tp set standards and to give conceptual
leadership in this most vital area.

1. In its income security section, the report includes Social Security
payments as income security programs. They represent over one half
of the total. Social Security was designed to be self-supporting, and
should be. That it is not. is a political aberration, and sound economics
demands that income and expenditure levels be taken into account when
the benefits are set or changed.

2. The report fails to deal with any national obligation to maintain
minimum standards of living for the poor and the working poor.
The federal commitment to this fundamental of the democratic system
is not great, measured against the massive expenditures for many other
purposes. In evaluating the budgetary trade-offs that we must face,
this basic human obligation needs a -higher priority, as well as leader-
ship toward a more effective, better designed concept of income se-
curity payments. I believe this can be done without any increase in
total expenditures. but through reordering of priorities.

3. In the face of an increased velocity of financial problems in many
of the nation's cities, little reference is made to many of the specifics
that impact our cities. We have no national housing policy, and the
President's message gives little hope that one is forthcoming. There
appears to be nearly universal agreement that no core city can be
resurrected without some kind of a major subsidy for rehabilitation,
to preserve neighborhoods, as well as to put buildings back into the
housing inventory, and onto the tax rolls. Hopefully, this might be
accomplished by utilization of existing private sector mechanisms
such as savings and loan companies, savings banks, insurance company
mortgage departments, and the like.

4. Much has been written and said about the failure of the present
welfare system. Suffice it here to note that the message gives no leader-
ship in developing new and better approaches to this problem, which

* Chairman, National Urban Coalltlon.
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is so corrosive a force in many cities. Without some such programs,
-the downward slide of our cities will not be reversed, and the problems
Riesulting exacerbated.

5. No mention is made of education. While this is principally a
- function of the states, the Federal Government must give positive lead-
ership to this national problem. The collapse of the urban school sys-

-tem demands federal initiative. There have been in the past twenty
.-years enough experimental programs for schools funded by both pri-
vate and public sources to last almost to eternity. The time has cer-
; tainly come to implement the successful, discard the unsuccessful, and
::re-establish the basic concept of excellence in public education as a
:tational budget priority.

6. There needs to be a political decision about use of subsidy fund-
ing for the affluent and the needy. Revenue sharing for affluent dis-
tricts, school subsidies that are greater for suburbs than for core cities
simply fail to recognize the crisis that is spreading. Unless the cities
grow richer, the poor grow poorer. The budget is the instrument that
sets our national priorities, and this politically unpalatable biscuit
simply must be bitten.

The continuing crisis in our cities is not being faced. We are solving
none of the problems. The National Urban Coalition was created to
try to ameliorate the problems of race and poverty in those cities. The
President's budget proposes no innovative approach to these problems.
The fact that they are mentioned is comforting, but unfortunately, it
does not move us further down the road toward viable solutions.



NEW YORK CHAMBER OF COMMERCE AND INDUSTRY,
COMMITTEE ON FINANCE AND CURRENCY*

The New York Chamber of Commerce and Industry welcomes the
opportunity to submit a statement for the record of the Joint Eco-
nomic Committee's hearings. The New York Chamber of Commerce
is the oldest organization of its kind in the United States, having been
founded in 1768, eight years before our independence. Since New
York City is the headquarters for many of our largest national and
multinational companies and is the nation's leading financial center,
the New York Chamber of Commerce and Industry's membership of
approximately 2,000 includes a great many of the country's major
corporate enterprises. Historically, New York also has been the focal
point of this country's international trade and commerce. Accord-
ingly, the organization is broadly representative of a number of the
most vital areas of the American business community.

GENERAL POSMON

The nation's economy and the financial markets experienced some
severe shocks Luring hue past year, but they have demonstrated re-
markable resiliency and now are well along the road to recovery.
Similarly, meaningful progress has been made in bringing the per-
vasive and debilitating inflation under control, and American prod-
ucts are now highly competitive in world markets. We must see to
it that the return to reasonably fully employment of the nation's labor
force and to a satisfactory rate of utilization of our industrial plant
capacity is accomplished without generating renewed price pressures
and without creating imbalances that will again give rise to the wide
swings in the performance of the economy that have characterized
the past few years.

To assure a steady and sustainable expansion of business activity
while avoiding an acceleration of inflation, we believe that Govern-
ment economic policies in the coming year will have to be shaped
with special attention to their impact on the longer run outlook. Most
important, we see the need for a fiscal policy which is less stimulative
than during the past few years. Budgetary policy should not only
give adequate play to the natural recuperative powers of the private
economy, but it should also permit greater flexibility in monetary
policy by lesser preemptive borrowing on the part of the Treasury
and the off-budget agencies.

FISCAL POLICY

Over the past decade, Federal outlays have consistently grown far
faster than total spending in the economy. During the recent period
of business recession, and until it became apparent that economic

* A list of members of the Committee on Finance and Currency of the New York
Chamber of Commerce and Industry appears at the end of this statement.
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expansion had firmly taken hold, there was little disputing the de-
sirability of increasing Federal spending and reducing income taxes
to cushion the impact of unemployment and to help spark a revival
in overall economic activity. Now that the economy is clearly recover-
ing, however, continuing large Treasury deficits are no longer appro-
priate nor are they necessary. This will be even more true as we
move through 1976.

There are, to be sure, legitimate grounds for disagreement both as
to the optimum level of Federal expenditures and the proper mix in
the year ahead. Also, the fact that Congress under its new budget
review procedure has assumed a greater measure of responsibility
for seeing that appropriations and expenditures are kept in line with
anticipated Government revenues affords some grounds for encour-
agement with regard to the fiscal outlook. Still, this being a national
election year. the temptations and pressures to increase Government
spending and to reduce taxes will surely be great.

While probably few will agree entirely with the expenditure pro-
posals contained in the President's new budget, we strongly endorse
the general thrust of his fiscal program to hold total Federal spend-
ing to less than half the rate of growth of the past ten years. There
is also clearlv a need-for tax changes, especially to encourage capital
formation. But until it is evident that spending in the aggregate is
being brought under effective control, we urge delaying any action
on additional Federal tax cuts over and above the further extension
at midyear of the current reduced personal withholdings. We also
believe that the 10 percent investment tax credit as now structured
should be made a permanent part of the tax code.

The launching of additional Federal spending programs at best
would probably produce only a marginal reduction in unemployment
this ye'ar. Moreover, just as the steep uptrend in Government outlays
of recent years contributed heavily to the corrosive inflation of recent
years and yet is the result of decisions made some time in the past,
expenditure decisions taken in the coming months will establish the
pattern and direction of spending for some years to come.

Furthermore, a continuation of the rapid growth in Federal ex-
penditures would result in a still greater diversion of savings away
from the private sector of the economy. Public sector spending pri-
marily stimulates consumption and thereby retards capital investment,
which is essential for sustained growth.

Current budget trends and projections already point to total Gov-
ernment borrowings this year-Treasury and Federal agency com-
bined-in the credit and capital markets not significantly different
from the massive Federal financing in 1975. It is one thing to accom-
modate such financing requirements during a recession period and
during the early phase of an economic recovery when private credit
demands are moderate. Quite different implications and problems are
likely to arise when business, consumer and other private needs for
financing are expanding-as we are convinced they will be later this
year.

XOQNETARY POLICY

The need to accommodate the huge financing requirements of the
Federal Government will also make it difficult for the Federal Reserve
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to pursue a non-inflationary course of moderate monetary expansion.
Thus far, the Federal Reserve has responded well in providing a
financial environment generally supportive of economic recovery.

Although the narrowly defined money supply (demand deposits and
currency in circulation) has fallen below the targaet range set by the
monetary authorities during the past year, it should be ept in mind
that a number of recent institutional developients have dstorted the
behavior of this well publicized and closely watched monetary series.
The broadly defined money supply (N 2) has grown at within-target
rates, and interest rates have come down appreciably since the start of
1975. In addition, liquidity has been sukstantially rebuilt throughout
the economy.

As we move through this year, with the business recovery continuing
and broadening, the monetary authorities must be in a position to
respond to the changing economic and financial conditions. .At some
point, the growth of the monetary aggregates will have to be restrained
and short-term interest rates allowed to rise. The Federal Reserve
must be permitted to help avoid the development of excesses, including
speculation, and a possible recurrence of loose financial practices.

If the Federal budget deficit continues to be as large as it is now
while business activity expands, investor fears of a resurgence of infla-
tion could well be reinforced as the year progresses. Although inflation
psychology has been dampened somewhat in recent months, uneasiness
on this score clearly persists in the financial markets and among busi-
nessmen. If so, the entire spectrum of interest rates would certainly
move substantially higher.

SUMMING UP

The business recovery is off to a good start. With patience and appro-
priate fiscal and monetary policies, the United States could well be
entering what can be an extended period of healthy economic growth.
Overly stimulative fiscal action and monetary policy, however, could
easily set the stage for renewed inflation. As we now know, the attempt
to cure inflationary troubles once they gain a hold on the economy
almost inevitably courts another severe recession. A steadier course in
economic policy is called for from now on.

MEMBERS OF THE COM MITEE ON FINANCE AND CtTBBENCY

Francis H. Schott (Chairman), vice president and economist, the Equitable Life
Assurance Society of the United States.

Robert F. Bennett, controller, the Port Authority of New York and New Jersey.
George T. Conklin, Jr., president, the Guardian Life Insurance Co. of America.
Orson H. Hart, vice president and director of economic studies, New York Life

Insurance Co.
George Hitchings, vice president and director, MacKay Shields Financial Corp.
Milton Hudson, vice president, Morgan Guaranty Trust Co. of New York.
Yves-Andre Istel, general partner, Kuhn, Loeb & Co.
Edward J. Kirwin, vice president, secretary and treasurer, Martin Simpson & Co.,

Inc.
George Keyt, economist, General Motors Corp.
Charles E. Lillen, vice president, the First Boston Corp.
George W. McKlinney, Jr., senior vice president, Irving Trust Co.
Charles Moeller, Jr., senior vice president and economist, Metropolitan Life

Insurance Co.
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Austin S. Murphy, chairman and president, East River Savings Bank.
George J. Nelson, president, The Nelson Fund, Inc.
James O'Leary, vice chairman of the board, United States Trust Co. of New York.
Robert Ortner, vice president and ecoonmist, the Bank of New York.
Gary L. Pote, vice president, Halsey Stuart & Co., Inc.
Norman C. Ramsey, consultant, Sulzberger-Rolfe.
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OUTPUT SYSTEMS CORP.

(By Matthew J. Kerbec*)

I am Matthew J. Kerbec, engineer, economist and author of the
study "Superinflation/Recession-Causes, Effects and Cures." This
was one product of a research program which started in 1970. This ef-
fort also provided the theoretical basis for predicting the present eco-
nomic crisis in 1973.

Attached is the latest of seven Economic Reports I have sent to the
Office of the President since 1973, warning of the dangers associated
with massive sudden price increases for energy and other basic
products.

My analysis of the present and future state of the economy is much
more pessimistic than that contained in the 1976 Economic Report of
the President (ERP) in that I consider 1975 an economic disaster and
project a grim outlook for 1976.

Due to the one-time tax and other fiscal actions taken by the Federal
Government in 1975, the monthly and quarterly statistics suffered large
distortions. It is only when year-to-year statistics are compared that
the real depth of our economic problems becomes frighteningly
apparent.

Despite $70 billion in added Government spending in 1976, real
Gross National Product (GNP) dropped another 2 percent, which was
greater than the 1.8 percent drop in 1974 and was the largest one year
decrease since the 1930's. It was also the first time real GNP went down
two years in a row (ref: ERP, page 1973).

Unemployment increased from 5.6 percent in 1974 to 8.5 percent in
1975. When part time workers looking for full time jobs; and discour-
aged workers are added. the total number of workers in these three
categories jumped from 9.9 percent in 1974 to 14.5 percent in 1975. A
one year increase of 3,812,000. This caused a tremendous drop in con-
sumer purchasing power which still has not been restored.

Another shocker was the $41.1 billion (23 percent) decrease in the
"Gross Private Domestic Investment" component of the GNP in 1975
compared to 1974. With the exception of 1974, this was over two-and-
one-half times lower than any year since 1946, which is as far back as
the series goes (ref: ERP, page 172). Machine tool orders fell 53 per-
cent in 1975 which guarantees shipments will be down in 1976. The
monthly contracting rate for new construction work fell in the last
three months of 1975 and was down 23 percent in December 1975, below
the year-ago rate. This is grim news for the construction and capital
goods industries for 1976.

Those familiar with the "Investment Multiplier" effect of economic
theory will recognize how these huge decreases can affect purchasing
power and income in 1976.

*President, Output Systems Corp.
(787)
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Based on the above considerations and other facts in the attached
Economic Report. I believe real GNP will be closer to zero growth and
unemployment will continue to hover between 7.5 and 8.5 percent. In-
flation will vary between six and nine percent depending upon how
wages and energy costs vary in 1976. It must be remembered that the
Energy Policy and Conservation Act has a built in escalator which
could increase domestic oil prices 10 percent each year until total decon-
trol is achieved. If, in addition, deregulation of natural uas is imple-
mented, another round of Econouiic Ripple EfFects evill be created,
resulting in more inflation and layoffs.

It was heartening to see that Government economists, after two
years, are finally starting to publicly recompize wlhat virulent energy
price stimulated Cost-Push inflation/recession can do to an economic
system (ref: ERP. page 31). However, this recognition does not extend
to action. Adopting a rigid policy of "no price control actions" selective
or otherwise, is the greatest single contributor to our continuing eeo-
nomic problems. Canada has taken positive steps to cope with the same
kind of problems. The following is an excerpt from their "Anti-infla-
tion Program."

In its present cost-push form. inflation threatens to price our goods out of
world market and to lessen the capacity of our business firms to expand their
operations. It disrupts financial markets and impairs rational planning by ntsi-
ness and government. It undermines the effectiveness of the traditional instru-
ments of demand management policy to keep the economy on course. When
inflation reaches a certain point, the stimulation of spending may simply lead to
higher prices rather than more goods and more jobs; in the longer run, it actually
makes unemployment worse.

The heart of the Canadian Program is a plan for price and wagte
controls. A brief listing showing how prices for energy, steel and
chemicals rose from 1973 to 1975 is found in item L of the attached
table. Prices in the U.S. for these commodities increased over 69r per-
cent in 1974. There is nothing in the Nation's history that can even
come close to matching these events.

To review. I was able to predict the massive economic distortions we
are now experiencing, back in 1973. These trends were completely
missed by most economists. A list of references -verifying these pro-
jections is given in the attached report. Attachment A defines "Kerbec's
Energy Law" and two new economic theories which formed the basis
for the earlv predictions. I realize this is outside of the scope of these
hearings. However, I would welcome an opportunity to brief the
members of the Joint Economic Committee on how these concepts can
help formulate economic policies that will be responsive to real world
events.

One of the great dangers facing us in 1976 is a continuation of
the false optimism that is generated when only the optimistic side
of a statistical report is headlined. This could lead to legislation
that could harm more than help a specific economic problem. For
example, the Public Works Employment Act of 197,5 missed becoming
a law bv three Senate votes which were required to override the
President's veto. A number of Senators voted affainlst the Act because
they thought the economy was recovering. Whether the legislation
was "good" or "bad" is beside the question on this point. The im-
portant consideration is whether the economy is lm g weaker or
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recovering. My considered belief is that there are more signs point-
ing to a continuing economic slump than there are signalling a re-
covery.

Another real threat to any real economic recovery is the fact that
enefgy and basic product prices continue to increase in the face of
falling demand. Prices continued to increase. in 1975 although pro-
duction decreased. With steady upward price pressures for basic
products classical supply-demand-price relationships become mean-
ingless and there is no real basis for anticipating an economic re-
bound from so-called normal "free market forces."

ATTACHMENT A

DEFiNITION OF THEORIES

Relative economic impact,' theory of.-A theory stating that changes in avail-
ability, costs and prices of goods have an econlnic impact on final sales and
prices whose magnitude will depend on the basic need fof these goods and will
be approximately proportional to the number of profit centers or transactions
they must go through befofe reaching the final custolier.

The Kerbec Economic Pyramid model of an industrial economic system con-
ceptually represents the ec6nomy as six general levels of activity. In broad
terms, relative to the need for goods and how they' flow through the economy,
the activities are: (1) energy producers; (2) basic industries; (3) inter-
mediate industries; (4) finished goods industries; (5) wholesale; and (6)
retail operations. To illustrate, the two most pervasive needs in a profit oriented
economic system are labor and energy. Changes in cost or availability of these
needs have rapid and cumulative effects on all organizations and sectors ofthe economy. For cxa-ple, 4 $1 bi!lAHon change in either lahbr or energ, costs
in the basic steel industry has a much greater impact on customer prices than
a similar $1 billion increase on the wholesale level. In the above model, chances
hi basic steel costs will be subject to five cumulative markups while a similar
cost change in the wholesale level will only be subject to two markups and
the "relative economic impact" will be less. If many cost changes for energy
and labor were to occur simultaneously iii any of the levels, the total economic
impact would be syfiergistic (the total effect would be greater than the sum
of the effects taken didne). Siee Ecoribihic Ripple klects.

Economic ripple effects,' theory of.-Based on the proposition that an indus-
trialized profit oriented economic system is made up of a network of interdepend-
ent subsystems, the theory supposes that variations in: raw material costs; labor
costs: selling prices; and other inputs to production and pricing policies will
force more changes. This process creates and propagates new effects which in-
clude, but are not limited to, further changes In: prices; sales; wages; employ-
ment; interest rates: budget deficits; national sceurity; and possible social and
political disorders. The severity and life of these effects will depend upon where'
in the system the original variation(s) occurfed: the pervasive impact of the
change (s) ; the rate at which, they were applied; the duration of the change (s) -
the magnitude of the change(s) and the need by cbstoniers for the goods and
services affected.

ABrSTRACT

Sinde the seconc quarter of 1975, the Ford Administration has showered the
Anieridan public with misleading optiniistic reports that have totally obscured
the true state of the economy;. This report,- using Government published figures,
lyrdtes that the eebnonly' in i975 Was much worse than 1974 and that the economic
picture is bleak for 1976. False optimism is a deterrent to real economic health.

.Based on, concepts from tke ptibitcatidi "Sdejirfihatoio/Recession-Causess Effectsadd Cures", by Mattb he J. Kerbeci published by Ogtput Systems Corp., Arlington, Va.Notei-The albove thdos'es *0re ah offshoot firom the corollaries derived from Kerbec'sLaw-Energy is required to perpetuate, change the form of and move all living andnoolivinr matter,"
'Ti1 L* prbffgeW a gcientYAd bsis for recognizing that commodities had differenteconomic characteristics that could be used to better understand the precise mechanismsthat govern the behavior of an economic system under varying conditions.
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In 1975, the Federal Government spent over $70 billion more than in 1974.
Despite this record expenditure, real Gross National Product (GNP) had a
greater drop (2 percent in 1975 than the 1.8 percent decrease in 1974. If the Depart-
ment of Commerce had not switched calculations of real GNP from a 1958 to a
1972 base year, in the third quarter of 1975, the decline in real GNP would have
been even higher. Not since the depression in the 1930's has the GNP declined
two years in a row. This represents an unstable economy with more bad news
to come. It is truly frightening to realize what the economy would have been like
if the $70 billion had not been spent.

In 1975, unemployment went up to 8.5 percent. When part time and discouraged
workers are added, the total number of workers in these three categories jumped
from 9.9 percent in 1974 to 14.5 percent in 1975. An increase of 3.812 million in one
year.

Another shocker was the drop in the "Gross Private Domestic Investment"
(GPDI) component of the GNP in 1975 which amounted to $41.1 billion. With the
exception of 1974 this was over 2.5 times lower than any year since 1946 which is
as far back as the statistics go. Specifically, new orders for machine tools dropped
a huge 52 percent in 1975. These events foreshadow more unemployment in the
construction and capital goods industries in 1976.

As prices increased, sales of houses and automobiles decreased in 1975 (see
Attachment 1-E, F). Prices for energy, steel and chemicals continued to climb,
after an average 69.58 percent increase in 1974, even when there was a significant
drop in demand. Total sales (manufacturing, wholesale and retail) were lower
in 1975 when corrected for inflation. Massive inventories are still with us, $48
billion higher than in 1973 and only lower by $1 billion compared to 1974 (see
Attachment 1-D, L).

We are still in a virulent recession. Recall the headlines announcing a huge 12
percent GNP increase in the third quarter of 1975, and the satisfaction expressed
by some Government spokesmen who declared the 5.4 percent increase in the
fourth quarter was a good sign the economy was healing at a more conservative
rate. However, there were no headlines explaining why-with all this good news,
the GNP actually decreased by 2 percent for the year and private investment
skidded a record $41.1 billion.

Telling the American people the economy is improving, when the GNP is drop-
ping, not only causes great harm, but it is a serious perversion of the truth and
can only lead to a further erosion of public confidence in Government Business-
men in energy and other industries which produce products people need to sur-
vive have reacted to these optimistic reports by continuing to raise prices as
sales decline. Under these conditions, there is no possibility for a normal economic
rebound.

DISCUSSION

For most of 1975 we have been exposed to a continuous barrage of explosively
optimistic week-to-week, month-to-month and quarter-to-quarter economic reports
published by the Federal Government. In 1975 the Government spent $70 billion
($20 billion in tax rebates, social security bonuses and reduced income taxes;
$34.6 billion in Transfer Payments; and an estimated $15.4 billion in housing
subsidies, grant programs, make work projects and pay raises for Government
employees) more than in 1974. This was still not enough to compensate for the
8.7 percent (GNP Implicit Deflator) inflation which caused a loss of purchasing
power of about $120 billion in 1975. While some of this was returned in the form
of higher wages, the amount was not enough to cancel the Economic Ripple
Effects resulting from the higher prices. The Government is forecasting a 6 per-
cent inflation for 1976 with a $1.684 trillion GNP. This indicates there will be
a loss of purchasing power in 1976 in the order of $95 billion. If the Government's
present plans to cut taxes by another $10 billion while cutting Government spend-
ing by $28 billion are implemented, the economy will continue to decline at a
faster rate. The ultimate irony is that until something is done to cure the huge
distortions in prices for energy and basic products there is no way the Govern-
ment can restore purchasing power at the rate at which it is being drained away
in higher prices. The drops in GNP in 1974 and 1975 are real world reminders
of how an economic system can deteriorate when vital key prices go through the
roof.

It is important to see what really happened in 1975 when the key year-to-year
statistics are analyzed.
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Gross National Product

Many people are now wondering how the GNP can drop by 2 percent when it
showed substantial increases for the last three quarters of 1975. Amid much fan-
fare the recession was officially declared over in the second quarter of 1975 when
the GNP went from a minus 9.2 percent in the first quarter to a plus 3.3 per-
cent in the second quarter. The drums beat again when a 12 percent increase
was announced in the third quarter followed 'by a 5.4 percent increase in the
fourth quarter. Few people are aware that to convert quarterly statistics to anannual rate it is necessary to multiply the quarterly figure by four. One-time tax
rebates and social security bonuses amounting to over $10 billion were returned
to consumers in the second quarter of 1975. Actually, most of this money was
spent in the third quarter. When used, this $10 billion became $40 billion in the
quarterly GNP accounts which are listed on an annual basis. Quarterly changes
for inventories and ail other items in the GNP are subjected to this four to one
conversion: Government fiscal actions can seriously distort the GNP, particularly
if the amount is large and only occurs once. It would be much more informative if
a statement accompanied the GNP report, stating how much of the change in
GNP was due to Government fiscal actions. Again, one wonders how much worse
the GNP would have been if the Government had not spent the $70 billion.

The Employment Picture
In 1975, total Civilian Employment (see Attachment 1-C) amounted to 84.783

million. This included 3.748 million workers who fall in the category "Part
Time Due To Economic Reasons." These are the people who work from one to
thirty-four hours a month. In general, about half of these workers want, but can-
not find, full time jobs.
* Unemployment in 1975 totalled 7.830 million. This does not include 776,000 dis-

couraged workers who stopped looking for jobs. The three categories (part time,
discouraged and unemployed) of workers, when added, amounted to: 7.323 mil-
lion in *1973-8.7 percent of the work force; 8.542 million in 1974-9.9 percent
of the work force; and 12.854 million or 14.5 percent of the work force in 1975.
There was a 'huge jump of 3.812 million in these three categories from 1974 to
1975. This occurred even with the $70 billion increase In Government spending.

Interest Rates and the Stock Market
In January 1975 prime interest rates were at the 6.5 percent to 7.0 percent

range. When interest rates decline, people tend to put savings into the stock mar-
ket and this was a major reason for the record increases in stock market activity
in January. Additional impetus can be attributed to the glowing and misleading
economic reports which led to false optimism by those who took these reports
in good faith.

Any analysis of the behavior of interest rates and stock market activity only
has real meaning when examined within the framework of the existing eco-
nomic environment. During the depression of the 1930's, interest rates were at'
2 percent while stock market activity was almost nonexistent after the 1929 Wall
Street crash. At that time the demand for capital investment was extremely low,
as might be expected in an economy -with an unemployment rate that: reached
25 percent at the depth of the depression. Prime interest rates in January 1975
were also down because of lack of demand. A popular and dangerous myth is that
if the Federal Reserve Board lowers interest rates, people will borrow money.
While the Board does have some influence in changing interest rates, it does
not have the capability to stimulate the demand for money. This was dramat-
ically highlighted, when on January 19, 1976 the Federal Reserve Board cut its
discount rate (the rate 'at which it lends money to member banks) to 5.5 per-
cent. This was not done in accordance with some master plan-it was taken to
bring the discount rate into better balance with open market rates. Of interest,
is that the demand for money has a greater impact on interest rates than actions
of the Board. There have been an incredible amount of time wasted in empty
arguments concerning the Board's monetary policies relative to raising or lower-
ing interest rates. Borrowing for capital investment has suffered unprecedented
declines in 1974 and 1975. When adjusted for inflation (real terms), the "Gross
Private Domestic Investment (GPDI) as reported in the Depnrtment of Com-
merce, News Release BEA 75-5, dropped from $180.0 billion in 1974 to $138.9
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billion in 1975. With the exception Of a $27.4 billion decline (1973-1974), the
1975 decrease of $41.1 billion was over 2.5 times greater than at any time since
1946 which is as far back as the statistics go. This decrease was in spite of the
mdiltibillion dollar corporate tax bfeaks given to stimulate capital spending in
19t,5 Decreasiiig priJ'afe investmenit means less jobs in 1976.

The drop in interest rates in this kind of economy is not a good sign. It Is
a worse sig'n when it is realized that these interest rates are falling at the same
timfe the Department of the Treasury is selling securities (borrowing) in com-
petition with private bofrowefs. The Treasury Department is in the process of
bdi'rowing $75 lillion dollars to finance the budget deficits. The fact that Interest
rates still decline fifider these conditions is a strong indication of a weak economy.

Unfortunately. most small investors are flocking to buy stocks and do not know
that a drop in GNP, two years in succession, represents a precarious economic
situation. This is particularly true when the latest decline Is greater than the
pievioud year, even after a $70 billion increase In Government spending.

Inventories ah4d Sale8

According' to Debartnlent of Commeirce New Release (Manufacturinig and Trade
Invenftorids and Sales, November 1975, BEA 76-2) the value (unadjusted) of total
inventories (manufacturing,, wholesale and retail) amounted to $269.461 billion
In November 1974, $268.562 billion in NoVenibef 1975 and $220.173 billion in No-
vember 1973. During the year much publicity was, given to the' rapid rate of inven-
tory liquidation and how this would put people back to work. Inventories, after
all the optimistic reports were only $1 billion lower In 1975. In 1973, a more nor-
mal business year, inventories were $48 billion less than in 1975. The fact that
inventories remained at record levels and unemployment rose significantly in 1975
is a positive signal that the economy is still in a deep recession. It is interest-
ing to see what happened to retail inventories under the pressure of the $70 bil-
lion in new Government spending. They amounted to $76.738 billion In 1974 com-
pared to $76.620 billion in 1975-practically, no change. The huge 1974 inven-
tories were still with us in 1975 with much higher levels of unemployment.

In the first eleven months of 1975, total sales (manufacturing, wholesale and
r6tail) increased by $33 billion (see Attachment 1-L) This was an increase of
approximately 1.8%. When adjusted for inflation, actual sales dropped about 7
percent compared to 1974. This Is not unexpected when the GNP drops and
unemployment increases significantly.

Housing and Automotive

In 1975 large housing subsidies were allocated to reduce mortgage interest rates,
provide tax breaks up to $2,000.00 and provide other miore direct construction help.
Despite these subsidies Housing Starts (see Amendment 1-E) slid by 176,200
units in 1975, while Housing Permits decreased by 151.000. These declines followed
other large reductions in 1974. The primary reason for these decreases are high
prices and high mortgage interest rates. There is no reason to believe the cost
of houses will decrease with a 6 percent rate of inflation forecasted for 1976.

Domestic new car sales went down from a seriously depressed level of 7.421 mil-
lion in 1974 to 7.050 million In 1975-a 5 percent drop. The outlook is grim for
1976 as all car producers have closed plants already' in 1976 to cut back inven-
tories.

Industrial Production and Pldnt Utilization

The Federal Reserve Board estimates Industrial Production was down by
8.9 percent in 1975 compared to 1976. In the same period Plant Utilization de-
creased by 10.2 percent. This would follow from the decline In sales. The unused
plant capacity will have a negative effect on capital expansion plans for 1976.

Personal Income

One of the key economic questions is-How miuch of the purchasing power si-
phoned away by higher prices is returned as higher worker incomed or more jobs?
The largest dollar category of the twelve items making uip the Department of
Commerce monthly "Personal Income" report is listed as "Wages and Salaries-
Commodity Producing and Maanfactdring." The health' of the American economy
is primarily based on its ability to mass produce and distribute physical goods.
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A large portion of the Nation's purchasing power is derived from people whowork in the industries producing physical goods. In 1974, total wages in this cate-gory amounted to $273.7 billion contrasted to $273.5 billion in 1975. When adjustedfor inflation, these workers actually lost about 9 percent of their purchasingpower. Distributive and service industries paid workers $24.4 billion more in1975 while government (Federal, state and local) workers received $13.8 billionmore in 1975 than 1974. These increases barely compensated for inflation.The largest increase in Personal Income was in Federal Government TransferPayments (see Attachment 1-G). This money goes to pay unemployment bene-fits, welfare recipients, social security costs and health payments. These pay-ments increased by $34.6 billion in 1975 compared to 1974. Most of this money isspent for the necessities of life and to pay for higher prices for food, electricity,gasoline, clothes, rent and vital medical services. This is not the kind of incomethat is used to buy houses, cars or furniture. Most of the people in this categorycannot obtain credit.
The increase in Personal Income in 1975 did not come anywhere near matchingthe lost purchasing power drained away by the Cost-Push inflation-either inquantity or quality. This was irrevocably proven when GNP decreased, unemploy-ment increased and total sales dropped in 1975.

What Cau8ed the Inflation?
It is now generally agreed that the massive price increases for coal, naturalgas and refined petroleum products, starting in 1973, were the greatest singlecause for the 1973-1975 Cost-Push inflation/unemployment crisis. Attachment1-K shows how prices increased for five vital commodities from 1973 to 1975.As some combination of these commodities are used in all other industries, itautomatically follows that costs and prices were forced up in all sectors of theeconomy. Price increases for these five vital commodities averaged 69.58 percentin 1974 and increased further in 1975, even though demand decreased sub-stantially. No profit oriented economic system can endure in any recognizableform when Cost-Push pressures of this magnitude are suddenly Injected into theeconomy.
We can now identify three major effects of these unprecedented price hikes:(1) a 2 percent decline in real GNP despite a $70 billion increase in Governmentspending; (2) a rise to 14.5 percent of the total civilian work force relative toworkers who are fully or part time unemployed; and (3) massive Governmentspending leading to the largest budget deficit ever experienced (about $75billion for 1975).
It is here that basic questions must be asked concerning whether or not con-cepts such as "free enterprise" and "free market forces" are operating in thecurrent economic crisis. In 1975 steel production fell over 20 percent, yet pricescontinued to climb in 1975. The same situation prevailed in the fossil fuel andchemical industries. This means suppliers, in concentrated industries. who pro-duce products that people must have, can dictate prices and make them stick.A pervasive attitude is sweeping the Country which I call the "Oil Price'Syndrome" (produce less and charge more). In the minds of many this trans-lates into the policy "if oil can do it. so can we." This attitude has swept throughall sectors of the economy. A number of railroads have posted sharp profit in-creases when freight movements in terms of ton-miles have decreased. Auto-mobile sales are at seriously depressed levels, as are houses, yet prices continueto climb. New orders for machine tools decrease, but prices still go up. The listhas no end. There is one truism in all this-there can be no normal economicrebound when prices continue to go up as demand declines. Deregulating energyproducts so they can reach the levels set by a foreign monopoly will guaranteepervasive inflation for years to come.
The "Oil Price Syndrome" represents an attitude that will seriously damagethe economy if it is allowed to continue. In 1974 and 1975 approximately $244billion was siphoned out of the economy in the form of higher energy and otherproduct prices. The two year drop in real GNP and increasing unemploymentvrovides positive proof that little of this money is being returned to the pur-chasing power pool. Trying to restore purchasing power using tax money alonecan only be justified for humanitarian reasons. The Nation does not have enoughassets to keep pumping money into the economy at the rate higher prices drains

it away.

75-983-76--pt. 4-8
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Mr. President, a number of your spokesmen are implying that inflation and
-our present economic ills are the results of government spending. The logic is not
there to support this view. The Consumer Price Index declined from 12 percent
in 1974 to 7 percent in 1975, but in the same period Government expenditures in-
creased by an unheard of $70 billion. While Government spending should be
efficiently used, it had nothing to do with the skyrocketing prices in the basic
Industries.

It takes more than optimistic news to cure an economy whose GNP has de-
dclined two years In a row. Trying to cure a Cost-Push inflation/recession crisis
without correcting the huge price distortions that have occurred in a number
of key Industries will guarantee greater budget deficits and unemployment.

The economy Is in a dangerously depressed state. The real danger is in insist-
ing that we are not In a recession after two successive declines in GNP. Economic
policies based on this belief are leading to government actions that could make
the economy deteriorate further. All the above figures dealing with GNP, Per-
sonal Income and unemployment were taken from published Government re-
ports-this is not a case of differences In numbers that were derived inde-
pendently.
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ATTACHMENT I

KEY ECONOMIC STATISTICS, 1973-75

Description 1973 1974 1975

A. GNP(1972
dollars),DepartmentofCommerce (BEA76-5)(billions) -$1,233.4 $1,210.7 $1,186.4GNP (annual percent change) 5.3 -1.8 -2.0CGross private domestic investment (billions) -$207.4 $180.0 $138.9B. Consumer Price Index: Department of Labor (annual rate, percent) 8.8 12.2 7.0C. Employment: Department of Labor (USDL 76-17):Total civilian labor force (thousands) 88, 714-91,-011-92,-613Total civilian employment (thousands) 84,-409 85,7936 8,27683Unemployment rate (annual percent change)-4.9 5.6 8.5pDisrctoturagedd wtorkers. -.500, 000 523,000 776,000Part time due to economic reasons-People want to-wrk- ullt-m- bucannot tind lob- 2,519, 000 2,943, 000 3, 748, 000

D. Inventories: epartment of Commerce (BEA 76-2)(millions): Includes man . 4 000 5,076,000 7,830,000utcuEg.woeaean eal$220, 173 $267,075 $266, 041E. Housing starts and permits: Deparretmeint atCommerce (CB76-15):~~~~~5207 2705 S6,4New privately owned housing units started-Actual 2,045,300 1, 337,700 1,161, 500New permits issued.1,~~~~~~~~~~----':749,200 1,081, 300 9300,300F. Domestic cow car sales: Washington Post, Jan. 8, 1976 . 9, t156,000 7,421,198 7, 050,120
G. Personal income: Department of Commerce (BEA 76-4)(millions) . 1, 054.3 51, 154.7 $, 246.0Wages and salaries (commodity and manufacturing) 253.4 273.7 273 &Wages and salari es (Government) . ; ; 148.6 160.6 174.4Tr ansfe pyents (unemployment, welfare, etc.).----------- 118.6 140.4 175.0

Personal interestin-come 
88. 4 106.5 120.7Other 8 categories 445.3 473.5 .502.4

H. Machine tool orders: National Machine Tool Builders Association (millions) $2, 612 $2, 500 $1, 190Annual percent change. NA -4. 3 -52. 41. Industrialproduction:Federal Reserve System (annual percentchange) 9.0 -0. 6 -8.9J. Plantutilizationcapacity:FederalReserveSystem(annualpercent) 
83.0 78.9 68.7K. Wholesale Price Index: Department of Labor (December reports)(annualpercent change for key industries):

Refined pnetro!eumn prod,.cts 35. 4 57.2 i .2Industrial chemicals - -4. 9 83.9 8.4m 'c ------- ---------------- 14.7 71.7 8.6Plastic resinn.--- - -- - -- -- -- - - -- -- - - -- - - - - 4.1 97.0 1. 7Iron and steel.-----i"-' --------- 10. 0 38.1 3.9L Total sales: Department of Commerce (BEA 76-2) Includes manufacturingwholesale and retailsalesfor 1st 11 mo(millions) -$1,575 $1, 806 $I, 839

Source: Compiled by Output Systems Corp., Arlington, Va.



SIERRA CLUB

(By Richard A. Tybout*)

The tenor of the Economic Report of the President is cautious op-

timism matched with warnings against overly expansionary policies.

Inflationary expectations are built into key decision-making processes
throughout the economy. This fact, more than any other, justifies cau-

tion in engineering a return to full utilization of capacity. Recent
progress in the control of inflation while reducing unemployment
underscores the advantage of this approach.

On the other hand, there are a number of economic problems not
adequately discussed, or not discussed at all, in the Economic Report
that have important effects on the well being of the individual. These

are identified below. The purpose of the following paragraphs is to

transcend the action-reaction context of stabilization policy, to survey

problems on which constructive action can aid the achievement of a

satisfying human and natural environment, as well as improving the

processes of stabilization and resource allocation.
The first is tax reform. Tax reform can make the financing of public

services more equitable and tax reductions, when appropriate, more
effective. The problem of loopholes in the federal personal income tax

is well known. Increased reliance on the investment credit should be

judged from the standpoint of the microeconomic bias it creates against

labor intensive inputs, as well as for its macroeconomic significance.
Continuing tax advantages for extractive industries encourage the
despoilation of our landscape. Biases toward extraction for the benefit
of private interests are also created by undercharging for grazing
rights and uneconomic timber practices on public lands. Inconsistencies
in capital gains and income taxation give rise to tax shelters and,

among other things, work against the family farm. If a long run per-
spective is appropriate for anti-recessionary policy, it is at least as

appropriate for tax reform and the elimination of biases toward
exploitation.

Traditional economic regulation has produced other misallocations,
particularly in the area of transportation. Some of the problems of the

railroad industry have been created by the regulatory process, which
the industry itself influences. Motor vehicle regulations produce a com-

bination of excessive vehicle operation, excessive fuel consumption,
with attendant air pollution, and protectionism. Similar observations
apply to air transportation. These regulations are consistent with

statutory frames of reference and gain more impetus from the latter

than from administrative decision making by the regulatory commis-
sions themselves, though the latter contribute to the problem. The sub-

sidy of inland water transportation bv public provisions of rights of
wav at no expense to the carriers results in environmental damage as

* Chairman, Economics Committee, the Sierra Club.
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well as inefficient use of resources. Greater reliance on market forces
would improve domestic transportation in both its economic and en-
vironmental aspects.

Long range land use planning is an unfilled economic need. Urban
sprawl continues, aided and abetted by underpriced fuels and the lack
of an effective role played by the federal government. Stripmining and
inappropriate industrial location can create a phalanx of local dis-
amenities. This is an area in which we as a nation cannot avoid re-
liance on regulation. But paradoxically, we devote much of our regu-
latory effect to obfuscating market processes where they can be relied
upon to serve the public interest.

The concept of land use planning is used here in a broad sense to
include evaluation of public works such as dams and other develop-
ment projects. Development of natural areas is typically an irreversible
process. Once developed, a natural area may never regain its original
quality. The bias toward development in the public goes beyond sub-
sidies to extractive industries and includes especially a lack of study
and recognition of the long term advantages of preservation.

Official attention to population problems continues to be inadequate.
The recommendations of the President's Commission on Population
are as relevant today as when they were issued in 1972. Population
growth is not necessary for an increased per capital standard of living
and, in the long run, is likely to be inconsistent with it. This is true,
in my view, for narrowly defined material welfare and also, of course,
for environmental amenities. The present net reproduction rate of ap-
proximately 1.0 does not remove the problem of unwanted births or
the long term need to explicitly design macro and micro employment
policies for a population which will in due course approach a station-
ary size.

Energy policy illustrates the contrast between the long and the short
run. The Administration continues to respond to the present energy
situation by pushing domestic energy development, in deeper and
deeper off-shore waters, in difficult arctic areas, in economically mar-
ginal oil-shale deposits, in coal mining without adequate reclamation
and in nuclear power without due consideration of the dangers of
the technology. Other policies, originating more with the Congress,
have kept prices of oil and gas artificially low, with the result that
the public has small incentive to restrain its consumption of these
fuels. Whether we shall adopt market pricing of 'natural gas is cur-
rently a question before the Congress. If the objective is to prevent
windfall capital gains to producers, this can be done by other means
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while giving the necessary price signals to consumers. From a macro-
economic standpoint, the inflationary impact of free market pricing
for these fuels would likely not be serious and would be a once-for-all
type adjustment. Moreover, anti-inflation policy must take cognizance
of scarcity values if it is not to live in a make-believe world.

Pollution of air and water creates costs in the form of public dam-
ages. If polluters and products whose production give rise to pollu-
tion are not forced to bear the costs they impose on the public, then we
shall continue to have more pollution. As GNP grows, the problem will
also grow. The Economic Report, in describing capital requirements-
for the remainder of the present decade, emphasizes capital goals for
pollution control. These goals will not be met unless we have financial
penalties for polluting the environment, whatever the cause and what-
ever the level of pollution. To do less is to fail to internalize. The
combination of regulation and subsidy that we are attempting to use,.
though directed to high levels of pollution. control, is inherently in-
adequate for the job.

A final comment is on the proper scope of government. In some
respects the above observations suggest a reduction in the scope of
government, in others, an expansion. Curtailment of transportation
regulation is in the former category; land use planning is in the latter.
Many other comments refer only to changes in policies to better reflect
the public interest without strong implications for or against expan-
sion of government. There is and should be no doctrinaire view of the
proper scope of government, but only a case-by-case consideration of
the merits of particular policies.

Total government expenditures (all levels of government) as a
percentage of GNP has not expanded since 1970 and has expanded by
only 3 percentage points since 1960. Very significant expansions have
taken place since 1900, but there is no reason either to be surprised or
to deplore this fact. Government is a service "industry." We can expect
to spend more on service industries over the course of time because
productivity gains do not take place as readily there as in manufac-
turing or extractive industries. Just as we benefitted in the nineteenth
century from the shift of the labor force from agriculture into manu-
facturing, so have we benefitted in the twentieth century from the shift
of the labor from manufacturing into service industries, including
government. The question of whether we have gone too far in expand-
ing the public sector cannot be answered by reference to our past but
rather by asking what we shall do with our future.



UNITED AUTOMOBILE, AEROSPACE AND AGRICULTURAL
IMPLEMENT WORKERS OF AMERICA (UAW)

(By Leonard Woodcock*)

The 1977 Budget and Economic Report submitted by the Presidentprescribe economic policies which would condemn workers to griev-ously high rates of unemployment for the rest of the decade, whilethe nation as a whole forgoes the production of goods and servicesto the tune of over $150 billion a year. Both documents advocate afiscal conservatism which tolerates the harsh reality of higher un-employment in exchange for a presumably lower risk of firing infla-tion-although the President and his advisers admit that they donot know what the odds are. The Report states:
. . .our knowledge of the interdependence between real growth and infla-tion is not sufficiently precise to permit a direct translation from general goalsto specific target. (p. 20)
Still, they reassert and extend the brand of inhumane policies whichhave brought the American people the highest levels of unemploymentsince the 1930s, an impoverished paycheck, and a swelling in the pov-erty ranks-while prices have continued to rise at a fast pace.The proposed 1977 Budget priorities point not to public employmentopportunities for the jobless, but to a lower deficit; not to improvedassistance to the poor and the needy, but to tax breaks for business andinvestors; not to a national health security program, but to costlierbenefits under Medicare; not to a stronger federal government roleto pick up the slack in the economy, but to cuts in grants to state andlocal governments at a time when many of them are in financialdifficulties.
The policies advocated by the President are unacceptable becauseof the continued human suffering and waste they imply. Nor wouldthey succeed in bringing about a durable recovery. It is up to Congressto turn these policies around and embark the country on a swiftroad to full employment.

THE LEVEL OF GOVERNMENT ACTIVITY

The President proposes that-for fiscal 1977, which runs fromOctober 1976 through September 1977-federal spending be $394.2billion. That is approximately $28 billion-or 6 percent-less thanthe amount which the Congressional Budget Office estimates wouldbe required if present programs are allowed to grow at their normalrate.
No matter that there are 24 million people living in poverty, aboutS million officially counted as unemployed, and most of our socialgoals remain unaccomplished. The President, and his Council of
* President. UAW.

(799)



800

Economic Advisers, clearly show that those are not their main con-
cerns. As the Report flatly states:

... During the 1960s some growth in the share of national resources allocated
to the nondefense expenditures of the Federal Government was considered
desirable in order to alleviate poverty and to accomplish other important social
goals. Further growth in the ratio of public expenditures to total output,
however, directly bears on fundamental issues concerning the efficiency of the
economy, equity for the working population, and the scope for private decision
making in our economy. (p. 23)

In other words, social concern for the disadvantaged would be
replaced by an anybody-can-suffer-on-his-own attitude.

In fact, the Administration clearly indicates it would further re-
strict the level of government activity if it could. The President com-
plains about those expenditures which result from ongoing legislation,
by referring to these as "uncontrollables" and stating:

fThe degree of uncontrollability In the budget has obvious fiscal policy impli-
cations. Without chiang8es in legislation, attempts to control total budget outlays
fall on an increasingly smaller portion of the budget. [emphasis added] (1977
Budget, p. 34)

Fortunately, the protections provided by those programs camnot be
gutted easily by the President, as he learned last year when he at-
tempted to restrict the Social Security cost-of-living adjustment.

Thus, even though the Administration expresses concern that, under
current law, such expenditures would increase to approximately 62
percent of total outlays by fiscal 1981, as compared to less than 47
percent in fiscal 1971 it is forced-primarily on account of increased
unemployment compensation and public assistance benefits-to allocate
61 per cent of its proposed fiscal 1977 Budget to these programs. About
one-fifth of them go to net interest, general revenue sharing, etc.. and
the rest of payments to individuals. This latter category breaks down
as follows:

Fiscal year 1977

Amount Percent of
(billions) total

Social security and railroad retirement -$87. 2 45. 5
Federal employees retirement and insurance- 18 6 9. 7
Veterans' benefits: Pension, compensation, education, and insurance -13.3 6. 9
Medicare and medicaid - 31. 2 16. 3
Housing payments -3.0 1. 6
Public assistance and related programs- 21. 2 11. I
Unemployment assistance -17. 1 8.9

Total payments to individuals which are provided by present law -191. 6 100.0

The table shows that over 60 Dercent of the "Payments to Individ-
uals" are for Social Security, Medicare, and Medicaid-all hard-won
programs which assure working people retirement benefits and some
measure of health care.

Unfortunately, it is not only the President who pledges to slow
down the growth of Federal spending. His approach is no surprise.
However, it is disappointing to see that, across the land, politicians of
diverse persuasion are talking in very similar fashion about paring
federal expenditures, cutting taxes rather than upgrading government
services, abandoning ineffective programs without developing others
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to deal with the needs that were to be met. This kind of timid, tight-
fisted thinking was well-exemplified just recently by both party Senate
leaders. They endorsed some modification of the Admhinistration's pro-
posed insurance for catastrophic illness instead of vowing to get anational health insurance program through Congress this year.

It is simply not true that federal outlays have gotten totally out
of hand, as the Administration and others would want the American
public to believe. That assertion is most often based on an unadjusted
comparison between federal outlays and Gross National Product.
That is misleading when the economy is operating far below -full
employment, since government expenditures are not expected to be cut
back in recession. The increase in federal spending that so alarms Mr.
Ford and others is not nearly as severe when put in its proper economic
perspective. That can be done by calculating what the situation would
have been with less unemployment.

Budget outlays as
Budget outlays as a percent of GNP
a percent of GNP, at 4 percent

raw data unemployment

Fiscal year:
1966 ------ ----------------------------------------------------- 18. 6 18. 61968 ------------------------------------------------------------- - . 21. 5 21. 51970 --------------------------------------------------------------- . . .. 20. 5 20.51972 ------------------------------------------------------------- - 20.1 9 19. 81973. -- - -- - -- - - -- - -- - -- - - -- - -- - -- - - -- - -- - - 19. 9 19. 91974 -- - - -- - - -- - - - - - - - - - - -- - - - - - - - - - - - 19 8 19. 2
1975k- - - - - - - - - - - - - - - -- - - - - - - - - - - - - - - - 22.5 20. 51977' -------------------------------- 23.4 21. 3

'IAdministration's estimate.
Source: U.S. Department of Commerce, Department of the Treasury, UAW calculations.

The data in the third column of the table still overstate the level
of government spending, because recession-induced expenditures have
not been excluded from budget outlays. Even so, they dispel the myth
of an enlarged role of the federal government. Instead, they indicate
that not much has changed in the relationship between the potential
growth of total output and the growth of federal expenditures.



802

Percent FEDERAL BUDGET OUTLAYS

24

AS A PERCENT OF GNP

A
23 /

/ \
I\

22 /

20~ S A PERCENT OF GNP AT

4% UNEMPLOYMENT

19 _

IsI I I I f YER
1966 1968 1970 1972 1973 1974 1975 1976 1977

FISCAL YEARS

In a worldwide context, the share of Gross Domestic Product that
several Western industrialized countries devote to general government
spending is generally greater than the U.S. share. These are 1973
figures:

Percent

United States--------------___________------------------------------ 29. 6
Canada -------- -------------------------------------------------- 33-3
France -------------------------------------------------------------- 33. 8
Germany ------------------------------------------------------------ 34.9
United Kingdom------------------------------------------------------ 35.3
Italy ___________________--- - 37. 6

Sweden ------------------------------------------------------------- 40.9
Norway ------------------------------------------------------------- 41.0
Netherlands --------------------------------------------------------- 43.9

Source: Yearbook of National Accounts Statistics 1974, Volume II, United Nations.
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Beyond what the figures here and elsewhere show, it must be stressed
the UAW and the great majority of the American people do not want
to turn the clock back 50 years to the time when every individual was
left to his or her own devices. Many recent polls show that the people
want government programs that will effectively meet their needs.
Rather than reacting to the false concern about "big" government, we
urge Congress to respond to the humanistic impulses that produce fed-
eral spending. The war on poverty, as recent figures show, is yet to
be w.on; there are other struggles to be waged-against unemployment,
deficient health care, unequal opportunity, urban blight. Let us com-
mit as many of the resources of this nation as are necessary to fight
those wars, and to fight them successfully.

ECONOMICS AND THE DEFICrr

The Budget projects receipts of $351.3 billion for fiscal 1977. Thus
the deficit would be $43 billion, which is substantially below the esti-
mated $76 billion that will occur in fiscal 1976.

It is ironic that, in testimony before the Senate Budget Commit-
tee last year, the UAW estimated that a "bare minimum" program
to meet the country's needs-in terms of fighting recession, putting the
unemployed to work, and providing some meaningful tax relief-
would generate a fiscal 1976 deficit of approximately $75 billion. Al-
though it now appears that deficit will actually develop, it will not
be the result of the program we outlined to produce counter-reces-
sionary federal spending. The Administration's erroneous -prediction
.of last year-for a $60 billion deficit-has been another victim of the
depressed economy and of higher interest payments on the national
debt.

Once again the Administration is mistakenly betting on private
rather than public spending to stimulate the economy. The quarter-
'by-quarter budget deficits are estimated to decline steadily starting in
the second quarter of 1976, with larger reductions occurring after
June. Thus, the Budget assumes that the economy is ready to stand
firmly on its own feet and a solid recovery is under way. However,
the growth rates of real GNP underlying these assumptions-6. 2 and
5.7 percent in calendar 1976 and 1977, respectively-are by no means
assured. Some of the roadblocks are the strong possibility that mone-
tary policy will not be expansionary enough, the continuing depressed
condition of the housing industry, the lackluster plans for capital
spending by business, and the uncertainty of the outlook for consumer
spending. In short, the economy remains vulnerable and in need of
continued government stimulation. All the 1977 Budget offers is some
pre-electoral and mostly inequitable tax cuts, followed by post-elec-
toral increases in payroll taxes and the drastic paring of federal
programs.

In its defense of policies which assure recession-like levels of un-
employment for years to come, the Administration is raising the bogey
of increased inflation. In his Budget message, the President cautioned
that "if we stimulate the economy beyond its capacity to respond, it
will lead only to a future whirlwind of inflation and unemployment"-
a meaningless statement since no estimate of the "capacity to respond"
was given. Indeed, the suggestion that the nation may strain its pro-
ductive capacity in the near future sounds far-fetched in an economy
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suffering from unprecedented rates of underutilization of both humanand capital resources.
The subjects of employment and unemployment are practicallyignored by the President and his economic advisers. There is no sectionor even subsection of the Report devoted to the topic, no specificforecast of what employment levels can be expected in the near ternh,and only a passing reference to the unemployment rate, which "shouldLfall by almost a percentage point from 1975 to 1976." No explanationias to how even this shamefully modest reduction will be accomplishedfollows. It is usually calculated it would take an increase of at least Tpercent in real output to generate a 1 percent decrease in unemploy-ment, but the Administration is forecasting less than that during 1976.It needs to be emphasized that the deficits we face are the result ofthe unemployment problem. They do not reflect excessive governmentactivity; in fact the federal government is doing too little-nuainlvbecause of restrictions enforced by the veto power of the President-to meet the problems of the economy. Too much concern has been ex-pressed about the number of dollars in the deficit, and too little aboutthe people who are unemployed. When we reduce the level of unem-ployment, the budget deficit will also be reduced.

THE PRESIDENT'S TAX PROPOSALS

The President is proposing permanent income tax cuts for Ameri-can taxpayers (individuals and onfnrnflotiq)h as a eounnterpnart to thereduction in federal spending. The tax cut amounts to about $28 bil-lion compared to 19)74 law, and to $10 billion compared to the effectof the 1975 Revenue Adjustment Act if Congress were to continue itsprovisions beyond June 1976. The budget document neglects to pointout that the proposed new stimulus is less than half that amount be-cause it is offset by Social Security payroll tax increases of about $.;.6billion beginning in January of 1977. It is true that the Social SecurityTrust Fund is decieasing, but those tax increases would not be needednext year if the millions of workers walking the streets were gainfullyemployed. It has been estimated that if unemployment rates werebetween 4 and 5 percent in 1974 and 1975, there would be no immediateproblem with Social Security financing.
Tax legislation is needed early in 1976, but the Administration sproposals are wrong on grounds of equity, fiscal policy and govern-ment priorities:
Their distributive effect would favor higher income people (e.g., thetax deduction to those investing in common stock vs. the eliminationof the eatned income credit; increasing the personal exemption rafherthan extending the personal tax credit) .
The tax cuts to corporations follow the "trickle-down" theory (e.g.,the proposal to allow accelerated depreciation of plant and equip-ment in areas of high unemployment).
Increasing the rate of payroll taxes is extremely regressive. Theraise amounts to 0.3 percent of income for an average productionworker, but less than 0.1 percent of income for someone earning$50,000.
There is no proposal to reduce, let alone eliminate, a single major"tax expenditure"-those funds which select groups are not requiredto pay ini taxes, because of Various aspbcts of the tax code. Congres-
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sional action on tax expenditures would provide the basis for a more
equitable tax system.

The omission of any major tax expenditure item from the Presi-
dent's list of proposed reductions is consistent with his philosophy
of scaling down the role of the federal government. Yet, these tax ex-
penditures are the real "uncontrollables" in the budget. They are
never evaluated as to their effectiveness. Usually they last long after
their original function has been accomplished or abandoned. Their
impact on the areas they subsidize is rarely examined-even though
there are cases in which there is a distinct clash between direct ex-
penditures and tax expenditures.

One of these cases is employment. The Budget proposes a token
commitment to create public jobs at a cost of $1.1 billion in fiscal
1977, but it would also spend six times as much to help industry buy
more machinery and equipment under the guise of an investment tax
credit. The latter is likely to reduce, rather than increase, employ-
ment opportunities.
- With existing industrial capacity utilized only to the extent of 70
to 80 percent. there is little reason for business to invest in expansion
of capacity. Such investment as is made in the absence of major in-
creases in demand is for purposes of modernization, that is. to replace
existing plant and equipment without necessarily increasing overall
capacity. The President's economic advisers argue that the credit
helps to increase productivity. But unless consumer demand expands,
higher productivity means that fewer workers are required to satisfy
demand for the products of industry.

An increased investment tax credit is just one of the mechanisms
that business would like put in place in order to achieve a long-run
improvement in the balance sheets of corporations and an increase in
the share of the pie that is taken by the wealthy. Not one day goes by
without business, and their spokesmen in the Administration. crying
about the pressing investment needs of the country: the capital short-
age and the need for faster productivity growth. The Report echoes
this theme by asking, rather ominously, "Will Capital Requirements
for the Remainder of this Decade Be Miet?" Predictably, the response
is a cautious yes-provided corporations and stockholders obtain
further tax breaks, the rate of increase of federal outlays slows down,
and a reduction in the budget deficit is accomplished.. This is simply
nonsense.

The real obstacle to returning to a healthv investment pattern is
not the tax laws but the recession. Investment in real terms fell 12
percent between 1974 and 1975, as a natural reaction to record un-
utilized capacity, high inventories and low sales. It has been cal-
culated that if the recession had been avoided, over a half year's
wofth of additional investment at current levels could have been
realized-far above any increase that a change in taxation could
bring about.

Even if it is agreed that it would be desirable to promote a faster
growth in the American economy's rate of capital formation, it would
be better for the federal government itself to undertake a large part of
the investment initiatives-especially in critical areas such as energy
development, mass' transportation, and pollution control-rather than
rely on.the qtiestionable incentive'-effect .of tax expenditures.
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THE PRESIDENT'S PROGRAm PROPOSALS

While forecasting extremely high unemployment through the rest
of the decade, the Budget offers no new programs for relief of the
jobless. Instead, it proposes to drastically pare outlays for training and
employment services by about one-fourth, including the phase-out of
the current public employment program which itself provides an
inadequate 310,000 jobs.

At the same time, the Budget requests no funds to extend two special
antirecessionary measures enacted in December 1974, i.e., the supple-
mental (or extended) unemployment compensation benefits program
and the expanded coverage program under U.C. The former protects
the long-term unemployed, who numbered over 1.6 million in January,
about the same as four months earlier. Termination of the expanded
coverage program will affect groups such as state and municipal
employees, who continue to be threatened with massive layoffs in many
large cities due to the financial plight of their employers.

The Budget requests no funds for a national health insurance pro-
gram. Instead, it puts forward a medical costs insurance program for
elderly people with serious illness estimated to require $538 million.
The rest of the Medicare patients-over 99 out of 100-are expected
to foot the bill for "cost-sharing reforms" to the tune of $1.9 billion
in fiscal 1977. In addition, new reimbursement limits, intended to save
the government. $0.9 billion, are also to increase the elderly's medical
costs.

The food stamp program is, predictably, another target for pro-
gram-cutting. The basic change advanced in the Budget is essentially
the same. as the Administration proposed before, and amounts to
limiting eligibility to those at or below the poverty level.. According
to the Administration, about 2 million fewer participants would
qualify. An unspecified additional number would have their benefits
reduced.

Child' nutrition programs are also scheduled to be slashed substan-
tially after being combined into a block grant to the states. Programs
such as the special milk and the basic school lunch programs would
disappear in the consolidation.

The following table shows the change in various activities that are
estimated to result from the Administration's proposed legislation:

Fiscal years-(billions)
Percent

Program 1976 1977 change

Training and employment - -6.9 15.0 -27. 5
Unemployment insurance - -19.4 16. 9 -16. 9
Higher education- ! 27 2. 3 -14. 3
Veterans' benefits and services - -19. 0 17. 2 -9.7
Public assistance and other income supplements I - - 23.6 22.9 -6. 8
Health research and education - - 3.0 2. 8. -6. 7Health prevention and control 1. 0 .9 -4. 8
Elemrentary, secondary, aRd vocational education - - 4. 6 4.4 -4.5Community development - - 2.7 2.6 -2. 4
Federal employee retirement and disability - - 8. 3 10.0 +19.8
General retirement and disability insurance - - 77.2 87.4 +13.1
Health care serjices 2- 27.6 30.2 +9. 5
Social services 3-------------3-----------.-- ---- -- 3.6 ,3.73 +3. 9

I Mainly maintenance payments, housing assistance, food stonips, school lunch, and supplemental security Income for
the aped, blind, and disabled. '

Mainly medicare and medicaid.
a Services to poor individuals, the physically and mentally handicapped, the elderly and other special groups,
Source: 1977 budget
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The only items displaying a sizeable increase are those strongly tied
to the growth of the covered population. The Administration knows
it is very unlikely to get any major cuts in these programs through
Congress-although it is still attempting to chisel away at some of
them, e.g., Medicare.

Other countries allocate government resources to education, health,
housing, community services, etc., much more generously than we do.
The ratio of nondefense expenditures (excluding transfers such as
Social Security benefits) among some of the Western industrialized
nations to Gross Domestic Product shows the U.S. close to the low end
of the range:

Percent

Italy ------------ 12. 6
U nited States…-- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- -- 12. 7
Norway ------------------------------------------------------------- 13. 2
Netherlands --------------------------------------------------------- 13. 6
United Kingdom- -14. 0
Germany --------------------------------- 15. 2
Sweden ------------------------------------------------------------- 19.3

NOTE.-Figures are for 1973, except for Sweden (1972).

Source: Yearbook of National Amounts Statistics 1974, Volume II, United Nations.

The President's proposal to consolidate federal programs into block
grants to states is particularly objectionable. More and more the prob-
lems of states and localities are acquiring a national scope, and can
best be dealt with through a centralized national effort. Instead, this
proposal would:

(i) Swing programs away from federal control, a move most
likely to be detrimental to program quality.

(ii) Assign no penalties for states which do not use the funds
to achieve the intended purpose of the grants.

(iii) Require no matching funds from the states.
(iv) Make any centralized evaluation extremely difficult.
(v) Prevent any program standardization.
(vi) Allocate funds through a formula which would effectively

cut federal aid to densely populated states (such as New York
and New Jersey) with high average per capita income but a large
group of poor people.

(vii) Aggravate inter-state competition to attract business by
downgrading services.

(viii) Most importantly, result in loss of program benefits to
the poor and minorities.

In contrast to heavy cuts in human resources programs, and while
the Budget as a whole is scheduled for a real decline from 1976 levels,
the Administration is proposing a 9 percent increase in current de-
fense spending-or about 2 percent real growth. Additionally, there.
is a long-term proposal that this be the steady annual rate of real
increase in military expenditures over the next five years. The UAW
recognizes the need for substantial defense expenditures, but the
Administration should be required to demonstrate that it has elimi-
nated all waste and abuse that exists in those programs. In any
event, the proposed relation of defense to civilian program expendci-
tures shows that the President doesn't realize that the greatest danger
we face now is due to domestic unemployment, rather than any other
enemy.
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UAW RECOMIMENDATIONS TO CONGRESS

1. The UAW urges that Congress reject the President's proposals
to cut down on programs directed at human resources. Mloreover,
defense expenditures should not receive an increased percentage of
budget outlays. The nation's primary battle is against unemployment,
and the hardships it imposes on individuals.

2. The UAW urges that Congress achieve significant tax reform
as part of its action on tax rates to be effective after June 1976. Speedy
action is essential, because tax rates are due to increase automatically
when the Revenue Adjustment Act of 1975 expires on June 30, 1976.

Present law provides tax relief to those tax-paying households which
most needed it. We propose that a further step be taken by continuing
such relief beyond mid-1976 while providing some direct assistance to
pe6ple rn~aking no or low incomes who do not necessarily qualify for
present welfare and similar benefits. Many of the unemployed find
themselves increasingly in such circumstances, as their unemployment
compensation benefits are exhausted.

Th-is could be accomplished by increasing the current $35 credit
per exemption to $225, making it refundable, and eliminating the $750
personal exemption. A $750 exemption is worth $525 to a taxpayer
whose marginal tax rate is 70 percent, but only $105 to someone in
the 14 percent bracket. Thus, it would be most equitable to simply re-
place the exemption with the credit. H-owever, given the current eco-
nomie circumstances, it would be satisfactory to provide taxpayers
with the option of taking the credit or the exemption. The refundable
tax credit would supplant both the $35 credit per exemption and the
earned income credit (which was only available for families of low
earnings with children), but it would come in addition to an exten-
sion of the increases in the minimum standard deduction and the per-
centage standard deduction with its maximum.

All of the tax relief from this proposal would accrue to households
under $20,000. The loss in federal revenues can be offset by pluging
the myriad of loopholes in our tax code. Specifically we urge:

Closing the capital gains loophole, thus treating earnings from
capital the same as earnings from labor for purposes of taxation.

Dismantling of tax shelters such as farming operations, real estate,
natural resources, etc., which allow the rich to shield and wash-out
otherwise taxable income. Until these tax shelters are eliminated. the
"minimum tax" provisions should be strengthened.

Eliminating the tax exemption for interest income from state and
local bonds, which benefits the banks and the very wealthy. The federal
government should pri'vide interest subsidies so that state and local
governmeiits will not face higher costs when they borrow from the
public.

Revising federal estate and gift taxes. In 1972 there were 93 Cross
estate of $1 million or more on which no federal inheritance tax Was
paid.

Eliminating the vast net of tax preferences for foreign-earned in-
come which in many cases make corporate investment abroad prefer-
able to investment at home.

75-983-76-pt. 4-9
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Repeal of the Doemstic International Sales Corporation (DISC)
gimmick which allows the deferral of taxes on part of the profit of
export subsidiaries spun off by U.S. corporations.

Abolition of the investment tax credit.
Repeal of the accelerated depreciation provisions which since 1971

have permitted corporations to defer their taxes by charging deprecia-
tion at higher rates than was previously allowed.

The American worker is aware that, while he is fully taxed on every
penny he earns, the rich can use a myriad of loopholes to avoid their
fair share of the tax bill. The Administration has tried to twist this
dissatisfaction over how the government gets its income, into a criti-
cism of the amount of that income. By doing that, it hopes to stem the
growth of needed government programs, and to reduce or eliminate
important government expenditures.

Congress must remove the tax law inequities that permit such tactics.
We need reform of the tax laws, not reduction of social programs.

3. The UAW urges that Congress adopt a budget which would pro-
vTide funds for:

A public employment program to create jobs that will help clean
up the environment and improve and expand health care and other
social services, while employing the unemployed.

A public works program designed to create jobs in construction
while helping local governments in the building and repair of public
works.

A countercyclical assistance program for states and municipalities.
Xi average of 8.8 million workers were either unemployed or too

discouraged to look for work in 1975. A large proportion of the unem-
ployed were under 25 years of age; their unemployment rate was 16.1
percent, as compared with an overall rate of 8.5 percent. The recession
has been robbing these young people of the opportunity to build their
skills and their job experience-and our society will be the poorer for
it for years to come. Public jobs would offer these people the chance
to start or resume a productive life.

The Administration is rejecting suggestions, and vetoing congres-
sional action, designed to expand public employment programs on
the premise that such policy does little to create new permanent jobs.
However, according to a recent Congressional Budget Office study,
public service employment and federal assistance to states and lo-
calities have a rapid job-creating effect. That study also- points out-
that such programs reduce unemployment compensation costs, increase
tax collections, and in other ways offset the initial government ex-
penditure. Thus, every billion dollars spent on public service em-
ployment would generate 80.000 to 125,000 jobs initiall'-; at a net
budget cost of $615 to $754 million; for state and local assistance, the
initial impact per billion dollars is 40,000 to 77,000 jobs at a net cost of
$716 to $850 million. Accelerated public 'works expenditures, which
would provide jobs especially for unemployed construction workers
have significant, although slower acting, job effects. On average,
after two years, a billion dollars spent on these. three -types of pro-
grams would generate between 75,000 and 110,000 jobs, at a net budget
cost of $460 to $540 million. ;

Furthermore, each of these programs can be tailored to meet specific
needs, as well as to combat unemployment.



811

It is important to remember that, aside from the fact that the na-
tional average unemployment is much too high even though declining,
there are areas of the country that still have double-digit unemploy-
inent rates.

A federal government lending program designed to facilitate the
construction of low income housing while providing jobs in the build-
ing industry.

In this area, it has been pointed out that the tax expenditures-
through tax deductions and tax incentives to the more affluent-are
more than five times the amount spent directly on low- and middle-
income housing.

The Budget should also provide funds to establish an agency,
similar to the old Reconstruction Finance Corporation, which could
play a major role in the guaranteeing and loaning funds to firms in
financial straits, especially those located in areas of high unem-
ployment.

In evaluating requests for financing, some basic safeguards, such as
decent levels of wages and economic viability, should obviously be ob-
served. However, we would expect this agency to give priority to
assisting those firms which would not be helped through the ordinary
workings of the capital market, either because they entail too much
risk or because they are breaking new ground. This type of assistance
would arrest further job losses and create new jobs-especially among
hard pressed small businesses, and in the housing industry.

4. The Health Security Program embodied in the Kennedy-Corman
bill must be enacted.

The present health insurance system is costly and wasteful. In spite
of the fact that we are spending 8.3 percent of our entire Gross Na-
tional Product for health care, the U.S. trails most of the other in-
dustrialized nations in international indices of health. Too many
health care dollars are going to enrich health care providers rather
than to assure better health.

The American people know they are-being shortchanged. Accord-
ing to reputable pollsters, the development of a health care system. is
the overriding issue among Americans, with nearly 80 percent of them
in favor of some kind of federal system.

a. Social Security taxes must be the subject of comprehensive
reform.

First priority. is an increase in the wage-contribution base to. an
amount that would include the full wages of the same proportion of
workers as were covered when Social Security began. In 1937, the full
wages of 97. percent of the workers contributing to Social Security
were covered;* today, the, comparable percentage is 85 percent. It is
estimated that increasing the wage-contribution base to about $25,000
on January 1, 1977 would not only restore this original relationship,
but would provide the necessary revenues to maintain the fiscal sound-
ness of the system until the early 1980s.

The general revenue financing should be gradually introduced.
Initially, the amount of this contribution would be tailored to offset
the social subsidies that are built into the system and allow for the
reduction in the Social Security tax rate for lower-income families.
The income derived from general revenues would thereafter be grad-
ually increased over time toward the goal of financing one-third of
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the program's cost, while workers and employers would each contribute
one-third.

6. The unemployment compensation system must be federalized.
We need a federal benefit standard that will replace 66% percent

of a jobless worker's full-time weekly wage up to an amount equal to
the state-wide average weekly wage.

There should be a qualifying minimum of not more than 10 weeks
of employment (covered or uncovered) in the worker's base year, and
no waiting period for benefits to begin. The UAW strongly opposes
triggering devices for benefit duration based on unemployment rates.
(An unemployed worker is just as unemployed when there are 3
million others in the same situation as when there are 5 million.)

A 52-week duration of benefits is needed at all times, with supple-
mentary benefits during emergencies.

7. The UAW urges that Congress, as the representatives of the peo-
ple, exercise more influence over monetary policies by creating a mech-
anism for congressional involvement in such decisions. The Federal
Reserve Board should be made to become more responsive to the eco-
nomic policies of the Congress and the President, and indeed directed
to provide adequate money supply growth.

In recent years, we have been victims of monetary policies %which
have both fueled inflation and thrown the country into the worst
and longest of the postwar recessions. Although there is some merit to
the concept of separating monetary policy from everyday political
happenings, we have come to a point where these policies have been
affecting our lives to a dramatic extent without regard to the goals
established by our elected representatives.

In its assessment of the outlook for 1976, the Report asks, "Will
Money Supply Growth Be Adequate?" We must move quickly so that
the statement is not a question but an assertion.

PLANNING FOR THE FUTURE

The single most important longer term action which must be taken
is to adopt a national policy of full employment to be achieved throiigh
democratic national planning. Full employment would be defined as
the availability of a job at a fair wage for evervone able and willin(g
to work, backed up by a guarantee of public service employment, with
the same pay standards-or an alternative income maintenance pro-
gram until a job can be found or created-for those unable to find work
in the private sector. This is a realistic goal. As shown below, low rates
of unemployment have been achieved in a number of countries for
sustained periods of time. Countries like Sweden and West Germany,
for example, have managed to achieve relatively full employment
because they plan for it.
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Unemployment rates I

Country 1971 1972 1973 1974 1975

United States -5.9 5.6 4.9 5.6 8.5Japan -- ----------------------- 1.3 1.4 1.3 1.4 1.9France ---- 3.0 3.0 2.9 3.1 4.3Germany -. 7 .9 1. 0 2.1 3.9Italy- ------------------------------- 3. 5 4.0 3. 8 3. 1 3.6Sweden- 2. 6 2. 7 2.5 2.0 1. 7
United Kingdom- 3. 8 4.2 2.9 2. 9 4.9

X Adjusted to U.S. concepts.

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

Some form of national economic planning in our country is crucial
in our struggle towards full employment. The need is even more
basic-it is unlikely that in the long run, our mixed economy can sur-
vive without a reliable mechanism to anticipate and prevent supply
bottlenecks and uncoordinated undesirable interactions among its
many sectors.

While the UAW has no point-by-point blueprint for this mecha-
nism, some items clearly must be included in any national economic
planning procedure. We must, through the democratic process, arrive
at both short and long term goals of a general nature after we have
improved the amount and accuracy of the economic data at our dis-
posal. (It is outrageous, for example, that we must turn to the Amer-
ican Petroleum Institute, for our energy data.) Those short and long
term goals would be general goals needed to achieve and maintain fun
employment-such as an expansion of the economic growth rate to 6
percent or a reduction in the inflation rate to 4 percent. As part of this
goal-setting procedure, a variety of alternative plans would be devel-
oped, aimed at achieving them. Such plans would involve a mix of
programs and policies such as credit availability, tax policy, urban re-
habilitation, agricultural policy, housing programs, mass transit, etc.

There should be ample opportunity for interest groups-consumers,
farmers, labor, businessmen and many others-to propose and argue
for the specific mix of the various alternative plans. There must be
full national debate at every level-local, state, regional and na-
tional-with ultimate approval of an overall set of economic pro-
grams and policies by the Congress and the President.

Changing circumstances and developments should be met through
periodic review and revision of the national economic planning proc-
ess, in an environment of voluntarism, freedom and democracy. We
need planning to get at the heart of our problems-the scarcity of de-
eent low-income housing, the paucity of public transportation, the
ruinous state of our railroad system, the unavailability of decent med-
ical care at reasonable prices. In all of these cases, we are experiencing
shortages of supply when on the other hand a vast segment of our
manpower and capital goes unutilized.
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We need planning, too, for a national energy policy-to mobilize the
country towards improved domestic energy production. Coal produc-
tion should be expanded in the deep mines of the East and Midwest
with improved desulfurization techniques, rather than in the farm-
land of the West with its fragile water balance. We must explore more
rapidly the potential for other energy sources, such as geothermal and
tidal energy production as well as developing solar and wind power
where feasible and appropriate. The current artificial distinction be-
tween interstate and intrastate natural gas prices should be abandoned
and a single, federally regulated market for natural gas should be de-
veloped. A National Energy Production Board is needed to plan and
execute a vigorous program to develop our energy resources quickly
and responsibly.

Much needs to be done to get America moving again-and planning
can be an effective vehicle. But we know it is not a panacea. Whether
planning serves us well as not will ultimately depend on the quality
of leadership in the White House and in Congress.

The President's Budget message states that his proposal is a "step
toward reversing the long-term trend" in the direction of a more sig-
nificant role for government. Thus, his Bicentennial Budget would
head us back toward 1776.

That is not what the country needs. Congress must try even harder
than it has, so that it can overcome Presidential vetoes and provide
the leadership to get us moving toward the 21st Century.

We have adequate resources to solve our problems. We have unem-
ployed workers who could help achieve that.

Congress must put America back to work, and establish the plan-
ning procedure needed to keep us working.



UNITED STATES LEAGUE OF SAVINGS ASSOCIATIONS

(By Norman Strunk*)

Thank you for your letter of February 11. I am glad to comment on
the Economic Report of the President, especially in relationship to
the thrift institutions and housing.

We agree that economic conditions have improved greatly in recent
months and that the outlook for the Bicentennial Year is quite good,
barring some breakdown in international relations. Historically, elec-
tion years have often been good business years, and it Pow appears
that 1976 will not be an exception.

We agree with the Economic Report's indication of the need for a
durable recovery with further reduction in inflationary pressures. We
are encouraged by the rise in the number of people employed, by the
high levels of savings over the past year and the channeling of a large
volume of savings into the thrift institutions. The insurance of savings
accounts up to $40,000 that was voted by Congress undoubtedly con-
tributed to this performance.

The decline of shorter term interest rates has begun to affect long
terim rates anlud Mmortgage interest rates in many local housing markets
are easing. These trends should lead to somewhat more active housing
markets this year relative to 1975.

It is interesting to note that despite historically high rates in mort-
gage markets over the past year, Americans continued to buy homes.
This indicates the high priority which our people continue to place on
home ownership.

In 1975 savings and loan associations made more residential mort-
gage loans than in any year in our history. In 1975 savings associations
provided more than 88 per cent of all the funds invested by depository
institutions-savings associations, mutual savings banks, commercial
banks-in home mortgages. If you include life insurance companies,
then we still provided about 75 per cent of the money from the private
sector for home buyers during the past year. Savings and loan associa-
tions loaned about $55 billion in 1975, which was a record high in the
history of the business; this was $15 billion higher than in 1974 and
about $4 billion more than the previous record of 1972.

Our research people estimate that our institutions financed a million
existing single family units and 222,000 apartments in 1975; we fi-
nanced 230,000 single family new houses and 100,000 new apartments.
These figures demonstrate there was a strong demand for loans on
existing houses and we supplied that demand. There was not, however,
an equivalent demand from builders or many people seeking to buy
new houses.

* Executive vice president. United States League of Savings Associations.
(815)
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We believe there is renewed interest in the rehabilitation of older
houses and in their improvement, particularly with a view to energy
conservation. Thus, we would favor special inducements to encourage
modernization, repair and renovation of older houses, both with a view
to preserving older neighborhoods and conserving energy.

The leaders in the thrift industry are generally concerned about the
possibility that our economy may be facing a capital shortage over the
longer term future. -la~nce, we believe it is important to continue to en-
courage capital formation. High levels of personal savings are one way
to accomplish this.

To assure the continuation of high rates of personal savings, a special
tax incentive is believed to be necessary. Such an incentive could take
a variety of forms. We have from time to time recommended that a
basic amount of income be excluded from personal tax, perhaps up to
$600 for individual savers. We have also recommended, in lieu of such
an exclusion, a tax credit in the $150 to $200 range: Because of our re-
cent experience with the widespread interest in individual retirement
accounts as voted by Congress in 1974 (in part at least because of the
tax deferral feature involved) we would be interested in the develop-
ment of a similar plan of tax deferral for long term savings accounts
which would have as their objective the achievement of home owner-
ship or the education of children.

Ultimately, the key to long term prosperity in the thrift industry
and in the housing field is the further reduction of inflationary ten-
dencies. With less inflationary pressures interest rates can be kept at
reasonable levels.

I recognize that a broad range of economic problems persists. I have
tried to limit my comments to those which pertain to areas with which
I am familiar, particularly the thrift and housing industries. I stand
ready to amplify on any of these brief observations.

We appreciate very much your continuing dedication to the mainte-
nance of a sound economy and we are especially appreciative of your
continuing interest in the thrift and housing industries.



ECONOMIC AND ENERGY ISSUES FACING THE NATION

(By Jerry Voorhis*)

The economy of the United States is suffering from twin maladies-
which orthodox economists have said for centuries could not exist
side-by-side at the same time.

These are, as every citizen knows to his sorrow: Inflation and escalat-
ing costs of life's necessities on the one hand and recession and wide-
spread unemployment on the other.

There are many explanations given for this unprecedented phenom-
enon. But actually its most basic cause is not far to seek.

That cause is the replacement of free enterprise in the United States
by what may be quite accurately termed "monopoly capitalism."

The most dangerous monopoly of them all exists in the field of en-
ergy, where also centers one of our two most critical problems. The
major oil companies not only control 72% of domestic crude oil pro-
duction but also 75% of refinning and 70% of retail gasoline sales.
The major oil companies own most of the natural gas industry.

The oil monopoly has spent a life-time fighting every alternative
source of energy that raised its head and protecting themselves against
what they term an "oversupply" of oil products. Laws have even been
passed at the request of the oil monopoly to restrict the supply.

It is ridiculous to expect that an increase in oil profits will result
in an adequate supply of petroleum products. That will only come
if some such legislation as Senator Stevenson's bill to create a pub-
licly owned "TVA" in the energy business is enacted into law. Or if
other legislation, recently narrowly defeated in the Senate were passed.
That legislation would have required, on the one hand divestiture by
oil monopolists of holdings in all but one of the following fields: pro-
duction, refining, transportation and retailing. Another even more
urgently needed proposal would have forbidden any corporation to
engage in more than one field of energy production.

Some day such legislation must be passed if our energy problem is'
to be solved.

No monopoly will ever overcome a scarcity. They are in business to
assure scarcity in their own field.

In January 1973 domestic production of gasoline was running at
8,250,000,000 gallons. The average price per gallon was 37¢. By March
1975 the average price had risen to 53¢ a gallon and production had
declined to 7,175,000,000 gallons. In that same period crude oil pro-
duction decreased from 9.2 billion barrels to 8.2 billion while prices
rose from $3.40 a barrel to $11.37. Does this make it appear that bigger
oil company profits will lead to increased production? It would hardly
seem so.

To depart momentarily from the energy field let us consider the
growing monopolization of the baking industry. In June 1972 just be-

*Former Member of Congress
(817)
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fore the gigantic Russian wheat deal farmers were receiving 2.6 cents
for the wheat contained in a one pound loaf of bread. In June 1975
farmers were getting 3.6 cents for the wheat-an increase of one cent.
But the price of bread at retail had gone up by 11 cents a loaf. Some-
one was exacting monopoly profits and it certainly was not the farmer.

To return to our example we are witnessing today a progressive
monopolization of the energy resources of the nation. Over the past
few years, seven out of ten of the biggest coal companies in the coun-
try have been bought up by other energy-producing concerns. Four
of the biggest of those coal companies now belong to major oil com-
panies. The price of coal jumped some 60% in 1969 alone, and 100%
in the Tennessee Valley Area. Major oil companies are acquiring sites
where thermal power might be produced, and seeking control of the
Rocky Mountain shale deposits, which now belong to all the people.
The Justice Department makes no move to halt this ominous trend.

The tragic fact is that most of the major industries of this nation
are now subject to monopolistic pricing, which means that prices of
their products always go up and never dowvn. Monopoly assures
inflation.

Just how perilously close the American people and their economic
life are to being completely dominated by a few industrial giants can
be illustrated by a few examples.

General Motors Company is a semi-political state responsible to no
one. It produces half the automobiles in the United States, is able to
fix the price of all automobiles whenever it will. It has 1,300,000 stock-
holders, few of whom can possibly exercise any control whatsoever
over the company. GM employs 700,000 people, has plants in most
states and in 24 foreign countries. The people of Southern California
would be breathing cleaner air had GM and Standard Oil of California.
not conspired to destroy the efficient electric rail transportation system
so as to compel people to ride in GM buses burning Standard gasoline.

GM is one of 100 huge corporations which among them own half
of all manufacturing assets in the United States. Many of them own
plants abroad from where, taking advantage of cheaper labor costs,
they can ship products back into the United States to undersell Amer-
ican workers.

Four manufacturers of dry cereal account for 90 percent of all sales
of that product.

One company has a complete monopoly of canned soup.
Four steel companies controlling 54 percent of the industry raise

their prices periodically and together, despite the fact that they are
operating at only two-thirds capacity and are being undersold by im-
ported steel.

The American Telephone and Telegraph company, a complete mo-
nopoly controlling an indispensable service which everyone must use,
made net profits of $2.2 billion in 1969 on a volume of $15.7 billion-
a 14 percent return.

The major oil companies are a classic example of oligopoly-that
is, monopolistic control exercised by the coordinated action of a num-
ber of griant concerns. An example of their power, devastating to
apartment dwellers on the East Coast especially, in this: Residual
heating oil sold in New England for $1.78 per barrel in Julv, 1970. By
May, 1971, the price was $4.92 per barrel, though the world price for
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crude oil was only $2.00 a barrel. Seven oil companies, two British and
five American, control international marketing of oil, along with their
Arabian partners.

When companies are as large and powerful as these, price compe-
tition comes to an end. Advertising competition which "helps" the
consumer only by raising the price he must pay for the product, takes
its place. Excessive prices exacted by monopoly rob all competitive
industries-above all agriculture-of their share of the consumer's
dollar.

If we had anything like a competitive or truly "free" economic sys-
tem any longer, our outlook could be different. For in competitive in-
dustries when there is a slack market, prices generally go down to
stimulate demand; more workers are hired and the businesses try to
maintain themselves by selling a bigger volume at a lower price. This
is the one effective way to stop price inflation in the long run.

But in monopolistically-controlled industries-steel, automobiles,
chemicals, containers, farm machinery, aluminum, oil and energy, and
-all utilities for example-prices go only one way-upward. In such
industries a few managers and boards of directors are in position
simply to decide how much production shall be allowed to take place
and at what prices the products will be sold. They can decide this re-
gardless of what economic conditions may be. Their consistent rule
and policy is maintenance of the profit margin. To protect that profit
margin, production will be curtailed to assure an excess of demand
over supply. And even in times of recession when sales are slow, mo-
nopoly industries do not reduce prices 'Lo stimulae sales and MU
employment as competitive industries do. Instead they lay off work-
ers, curtail production and actually raise their prices to protect their
profit margins. Examples of such action are legion.

The giant industrial empires are able constantly to expand through
"internal financing." By imposing monopolistic prices on their cus-
tomers they in effect compel those customers to finance their new plant
and equipment, and even acquisition of smaller companies. Thus they
seldom need to borrow money and are largely immune to high inter-
est rates. Even when they do borrow they are favored with the prime
rate. The advantage this gives the giants over their smaller competi-
tors is almost incalculable.

Wherever monopoly exists there is a built-in determination for
simultaneous inflation of prices-to maintain unit profit margins-
and unemployment-to maintain such scarcity of product as to sup-
port the higher prices.

Some of the corrective measures that could break the strangle-hold
of monopoly on our economy have already been suggested. Others are:

(1) Enforcement-for the first time in history-of the anti-trust
laws. That is across-the-board enforcement, not token enforcement
and with the will on the part of the Justice Department to do the job.

(2) Encouragement, by tax advantages, low cost credit-from gov-
ernment direct if necessary-and other means of small competitive
business. This should include a policy of awarding of government
contracts to smaller firms.

(3) Encouragement of cooperatively owned enterprises-that is
those that belong to the same people who need and will use their prod-
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ucts and services. Such businesses will be motivated exactly the oppo--
site of monopolies, for they will-must-always seek to supply fully
the needs of their communities and to do so at the lowest fair and
practical economic price.

(4) Direct competition, where all else is clearly fruitless, by pub-
licly-owned enterprises on the model of the Tennessee Valley Author-
ity as it operated in its early years.

But to break the back of the present recession and to reduce inflation
to endurable proportions it is here proposed that direct attack on un-
employment be combined with a program to solve the energy problem
and to save the environment of the Earth.

To establish basic governmental policy the Humphery-Hawkins
Full Employment Bill should be enacted into law. For two reasons.
First because it is a basic denial of human dignity to tell a person that
their society will not accept their contribution of labor to its welfare
and that they may not support their families. Second because a full
employment policy is good economics.

The record of the Congress in this respect is a good record. The
record of the present and immediate past Presidents is a miserable
one. Back in 1971 the Congress passed the Nelson-O'Hara Bill that
would have taken half a million people off the welfare rolls and put
them to work with training at critically needed public service jobs.
The back of the coming recession might have been broken then had
Mr. Nixon not vetoed that bill. Repeatedly since then bills to enable
unemployed people to go back to work and become taxpayers again
have been vetoed by the President. A bill for some 600,000 jobs was
vetoed by President Ford as these lines were being written. The vetoes
have been defended on the ground that implementation of the bills'
provision would be "inflationary"'. Apparently executive policy has
been to use unemployment and big welfare rolls as a means of dimin-
ishing the rate of inflation. This is a cruel policy. It is also a fruitless
one. For as unemployment rose so did the rate of inflation and as the
jobless rate has fallen in recent weeks, the inflation has somewhat
subsided.

And not surprisingly. For as the unemployed are enabled to work,
the welfare rolls are diminished and the number of taxpayers increased
and this with revived economic activity increases government revenues,
reduces government deficits and thus mitigates against inflation.

So it is hard to see why the Presidents have preferred to use tax
money to maintain people on welfare instead of using it for con-
structive work.

Our able-bodied unemployed are not idle because they do not want
to work. When the city of San Francisco gave notice that it would
hire a handful of people to clean the streets, thousands of eager men
stood in line all night in hopes of landing one of those jobs. When it
was announced that a few iobs would be available at a California
park 35,000 people travelled many miles to apply. Our able-bodied
unemployed are not at work because two Presidents have said they
could not be.

It is to be remembered that the unemployed are not a company of
unskilled laborers. There are those among them of course, there are
semi-skilled and highly skilled workers unemployed as well-especially



821

4in the construction industry. And there are a great many highly
trained technicians who presently are denied, employment.

So what is to be done?
Only a short decade ago many Americans were talking and writing

about the coming of an age of abundance. Today we know that man-
kind faces certain ultimate dangers and that next to the danger of
nuclear war the greatest of them is the depletion of exhaustible
natural resources-especially those that produce energy. There even
looms the horrible specter of a world unable to produce enough food
to nourish its population.

Conservation must be the order of the day, if indeed the people
.of this generation care one whit for their children, grandchildren and
other descendants.

But conservation is not the entire answer. There is work to be done-
work of the most vital and critical importance to the very future
of mankind on planet Earth.

One kind of such work is fullest possible production of foodstuffs
by American farmers, consistent with sound soil conservation prac-
tices. This American farmers will take care of if they are assured that
by doing so they will not bankrupt themselves, as has so often hap-
pened in the past. It is therefore again a matter of profound and
alarming regret that the Congress failed to override the President's
veto of the legislation that would have raised the target prices under
the existing farm program to a level where farmers could have been
assured cost of production plus a decent profit for their labors.

Beyond this there lies the absolute necessity of stopping the prog-
ressive pollution of the Earth and the development of clean energy
from non-exhaustible resources.

Here then-in these fields of the highest conceivable kind of public
service-is where the back of both the recession and the inflation
should-and must be-broken.

It is proposed that there be enacted into law the Humphrey bill
for a constructive program of national planning.

It is proposed that plans be speedily developed for a crash pro-
gram for survival comparable in scope and in urgency to the Man-
hattan project for war.

It is proposed that that program encompass the following:
(1) A national rail and water system for long distance transpor-

tation involving revitalizing of our railroads, by nationalization if
necessary and coordinating all forms of such transportation into a
national whole.

(2) Mass transit systems in localities cheap and efficient enough to
get half the internal combustion private automobiles off the roads.

(3) Development of every available source of clean non-polluting
energy from inexhausfible sources such as the sun, the wind, the tides,
organic wastes, geothermal sites, falling water, and agricultural
products.

The rest of this paper will be devoted to discussion of this third
prenosal.

Fiist, development of nuclear power should he forthwith abandoned.
Its cost is becoming more and more astronomical, and evidence ac-
cumulates daily that there simply are no adequate 'answers to the



822

dangers it presents to continuance of human life on Earth. The indus-
tries that apparently hope to profit from nuclear power development.
and whose representatives constantly boast of its safety are. sig-
nificantly unwilling to assume the risks and liability involved as every
other industry in the nation does. No one-not even the government-
will provide insurance against nuclear accidents. This should tell us.
something. Resignation of three top-ranking management technicians
from General Electric's nuclear reactor program should tell us more.
For these men have spent a total of 47 years in designing and building
nuclear reactors and their resignation was brought about by their
conviction-borne of their experience-that "the risks of nuclear power
are too great" and that its "continuing development" would "lead
inevitably to a catastrophic accident". Even were a miracle to occur,
not a single human mistake to be made, not a single theft of nuclear
material by desperate, criminal or guerrilla forces to take place-
even then we hear from the Bulletin of Atomic Scientists and fromv
many another source that there exists no half-way safe method of
storing the lethal wastes that nuclear plants -inevitably produce.
Plutonium above all. It is a substance unknown in nature, the most
poisonous substance known. Its half-life is 24,000 years. And some of it
has recently been found-once again-leaking from what the Atomic
Energy Commission declared was a perfectly safe depository. We
cannot leave to future generations a frightful heritage like that.

Nor need we do so.
Because of long and near-criminal neglect it will take a few years

to developthe clean sources of energy which can assure a peaceful, safe
future for mankind. But most of the technology is known and most
of it has been Put to practice already-though on a pitiably small
scale.

But our resources of coal are tremendous and processes available for
its use during the development of other sources. Furthermore the
environmentalists have got to give ground in their opposition to con-
struction of power dams. Hydro is of course a thoroughly proven and
absolutely clean source of energy and its production could be greatly
increased if all available sites were used.

France has developed with gTreat success energy plants that harness
the ocean tides. This while Passamaquoddy and Bay of Fundy are
lonr neglected.

Comnetent scientists tell us that a system of hugre windmills on the
G(reat Plains could generate half the energy needed in that area within
a few years.

A niumber of cities are alreadv developing a third to a half of their
energy needs by burning their storage that is burnable and recycling
the. metals.

A group of scientists anid engineers in California hake proved the
practi-abilitvof producing almost unlimited energy from the culltiva-
tion of certain agricultural products. What they can do here is harness
the God-given process of plant photosynthesis to a fransformation of
the energy of the sun into forms of energy useful to man.

And this brings us to the greatest promise of all-the sun itself.
The sun provides the Earth with energy each day that 'is so far in

excess of any other source as to defy comparison. Furtherimore the sun



823

spreads its light and heat upon all nations and all regions and-signi-
ficantly-most of all upon the most impoverished parts of the world.No nation could possibly monopolize solar energy for this reason. Wars
could never be caused by an attempt of any power or powers to control
it. Its price could never be rigged by any monopolist or group ofmonopolists.

It is not too religious an emphasis to speculate that this-the energy
of the sun-is the source the Creator intended to be man's principalreliance.

The Bulletin of the Atomic Scientists for November 1974 reproduces
a cartoon from The Chicago Sun-Times. It shows the sun shinning
down on three distressed human figures. One is feverishly diggingcoal, another plunging for oil, a third tinkering with a nuclear reactor.
The sun is saying "Look up, you fools.'

This witness is no scientist. But I have studied enough of scientifictreatises and findings to be convinced that if a. cash program com-
parable to the Manhattan project which developed the Atomic bombwere launched to develop solar energy it could become a major source of
energy for the nation within a few years time.

Conigress has enacted excellent preliminary legislation aimed atbringing about such a result. But a crash program of the magnitude
which the needs of the time demand we do not yet have.

It should bethe number one priority.
It h'as never been so, not by a country mile.
Indeed Senator McIntyre has held hearings on solar energy andopened them by pointing out that oil imnort eouuld hb reduced by

more than half if only the findings of an energy panel appointed by
President Truman in 1952 had been implemented. For that panel ofexperts-known as the Paley Study-recommended that the United
States conduct an intensive research and development of solar energy
at once. And it declared that 10 percent of all energy required by the
United States could come from solar energy within a few years time.

Furthermore, scientists emploved by the Atomic Energy Adminis-
tration itself prepared a report some years ago which showed that ifsufficient resources were devoted to the effort 30 percent of the nation's
energy needs could be supplied by solar energy within 5 years.

That report was suppressed by the Atomic Energy Commission andthe Nixon Administration. Why? I do not know. I do know that oilcompanies contributed millions of dollars to Nixon campaign funds.
Again, Senator McIntyre's Committee has pointed out in its reportthe fact that there are scores of small business firms that have carried

on almost all of the research into solar energy development and await
only adequate funding to carry their work to substantial proportions.

There is no reasonable doubt that we could have adequate energy
for our own needs as well-and have it from clean, non-polluting and
inexhaustible sources-if only we have the national will to tackle thejob on the scale required.

Much of this public service work can be done by private industry-
and most of it by small businesses not involved in present energy
monopolies. Some of it must be done by government. And it wouldhalve to he paid for.

How?
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(1) $15 to $20 billion could safely be cut from the swollen military
budget, compelling the Pentagon to contract carefully instead of
wastefully and challenging other countries to do likewise-as their
people certainly desire them to do. We possess already enough overkill
to destroy mankind seven times over.

( 2) We could stop supplying arms to foreign dictators.
3) We could tax-for the first time-capital gains passed on at

death.
(4) We could apply the payroll tax to all salaries and wages, not

only to those below $17,000.
(5) We could close other loopholes.
(6) We might even begin to tax unearned income as heavily as we

do earned income.
(7) The billions now devoted to nuclear development could be

transferred to this program.
(8) Most important the implementation of the proposals here ad-

vanced would revive the economy. And that would yield an incalcul-
able amount of revenue.

But even aside from all other considerations think what we would
United States could come from solar energy within a few years time.
clean, safe Earth, an assured supply of energy, a freedom from loom-
ing scarcities, and hope for a peaceful world.

Maybe, to put it simply, this is the right thing for us to do. Maybe
it is even the Will of God for man.

0
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ECONOMIC PROBLEMS OF WOMEN

MONDAY, JUNE 17, 1974

CONGRESS OF TrE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

Wa8hington, D.C.
The committee met, pursuant to notice, at 9:30 a.m., in room 305,

26 Federal Plaza, New York, N.Y., Hon. Jacob K. Javits (member of
the committee) presiding.

Present: Senator Javits.
Also present: Leslie J. Bander, minority professional staff member.
Senator JAVITS. The Joint Economic Committee will come to order.
The Chair would like to state that Congresswomen Griffiths, who is

a member of the full committee, regrets very much that she is unable
to attend today and has asked me to carry on the hearing on the eco-
nomic problems of women on the part of the committee; Mrs. Grif-
fiths having been designated by Chairman Wright Patman to conduct
these hearings on the subject wherever they may be held.

The Chair wishes to make an opening statement.

OPENING STATEMENT OF SENATOR JAVITS

One, to express my pleasure at being in my home city, and being
authorized to conduct the hearing on so important a subject.

In light of the trend reflected by the Bank of America agreement
in California last week, major corporations are busying themselves
for purposes of righting the balance in employment and advancement
opportunities for women, before they are hauled into court.

Although there is a common belief that it is becoming easier for
women to make their way in the economy, the most recent figures
available from the Women's Bureau at the Department of Labor show
that exactly the opposite is true: In 1971 the median earnings of all
women as a percentage of all men's earnings was 59.9 percent. How-
ever, in 1972, the latest date for which statistics are currently avail-
able, this percentage actually declined to 57.9 percent-showing an
increase in the differential pay between men and women. Now, there
are already laws on the books which are supposed to correct this
inequity. I believe that the statistics prove that existing legislation is
either insufficient or that there are too many loopholes in these laws
which allow their intent to be circumvented.

Women face a frustrating situation when deciding whether or not
to enter the labor force. The treatment of women, for example, under
our current tax laws and social security and private pension plans pro-
vides little incentive for many women to become employed. Child care
deductions are limited. They are not considered a business expense.
Now full deductions are permitted for those earning joint incomes of

(581)
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$18,000 per annum and 50 cents of every dollar may be deducted for
those who earn under $27,000. Inflation has driven up the dollar figures
of salaries and wages, while at the same time keeping real income either
the same or lower. Additionally, there are an inadequate number of day
care centers, both in quality and quantity. Women whose working years
are interrupted by childbirth are penalized in social security benefits.

Contrary to popular opinion that most women work to bring in
money for extras, outside the normal course of life, the Bureau of Labor
Statistics reveals that 42 percent of all women workers are single,
widowed, divorced, or separated from their husbands. Nineteen percent
of the women workers in this country have husbands whose incomes
are under $7,000. These women-the ones who must shoulder either all
or a significant part of the financial responsibility for the entire house-
holds-are the same people who find it difficult to obtain credit to buy
a home, who pay higher rates and receive less coverage from many
insurance companies, and who may be denied the right to have a major
credit card.

This State, I am pleased to say, has just passed a most progressive
law to deal with many of these problems. There is still a need for
national legislation which would correct many inequities. Last week
I voted for a bill which prohibits discrimination based on sex or marital
status in connection with any consumer or commercial credit. We are
now waiting for action by the House.

Some of today's witnesses will address the important issue of the
woman who works a lifetime in the home, providing services of rec-
ognizable necessity and importance, yet who has no opportunity to be
covered by either a private pension or social security.

Our purpose in today's hearing is to air suggestions for national
legislation which would address the important issues I have mentioned,
and also to discover loopholes in the existing Federal legislation which
must be corrected in order for Federal laws to be truly effective.
Legislation must insure that discrimination is no longer allowed;
and enforcement is needed to continue at much more rapid and effec-
tive rate. The Department of Labor has found that less than half of the
back pay owed to women, because of violations of the Equal Pay Act,
has been paid. The Equal Employment Opportunity Commission must
be adequately staffed and funded to prevent a backlog of compliance
cases for fiscal year 1974. We must remain vigilant as we try to continue
in the tradition of the 1967 Civil Rights Act, the Bank of America
agreement, and the Equal Rights Amendment.

That ends the Chair's statement.
The Chair would appreciate it if witnesses would limit themselves

to 5 minutes in a direct statement leaving some time for questions.
And we will start from left to right.

Mr. McClaurin, who is an old friend, very distinguished New
Yorker, president of the Professional Household Workers Associa-
tion, would you proceed.

STATEMENT OF BENJAMIN F. McOLAURIN, PRESIDENT,
PROFESSIONAL HOUSEHOLD WORKERS ASSOCIATION

Mr. McCLAuI~mN. Thank you.
The Household worker occupation is one that cries out for sus-

tenance and continued development at city, State, and the national
level. A dual need for our entire society is represented here: (1) The
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employer needs competent, trained household workers, and (2) the
employees are seeking the ways in which they may develop careers
of both distinction and dignity within the frame of their chosen
occupation.

Oveir the years, this society has witnessed a declining number of
much-needed household workers. Conversely, the need-the demand-
for competent, well-trained household workers has been sharply in-
creasing for the past quarter of a century. Twenty-five years ago, the
ratio of working women in this country was one out of nine. The
number of working women has steadily increased until now the ratio
stands at one out of three. That singular statistic is just oie of the
major indicators of why the demand for competent, well-trained
household help is on the increase. As there are more and more working
mothers in the business and commercial job markets, there is an ever-
increasing, corresponding need for household workers.

For decades-even generations-the household worker occupation
has suffered in terms of its image. It has traditionally been degraded,
discriminated against, downtrodden, and made to appear servile and
unwanted. This image-this general attitude-has produced within
this much-needed occupation generations of frustrated and lowly paid
workers. Thus the diminishing numbers within the occupation.

This image-this general attitude-has put untold thousands, and
perhaps even hundreds of thousands, on welfare relief roles. And,
therefore, our total society suffers not only the loss of household work-
ers, but our economy suffers the increasing burden of welfare costs.
Most household workers have never known the benefits which most
other workers take for granted. Such benefits as health, accident, and
life insurance-sick leave-vacations with pay-retirement benefits;
these are practically unknowns in the lives and careers of household
workers. And I emphasize most strongly that household workers suffer
the most blatant of economic and social discrimination. There is in-
deed an ongoing and dastardly irony in the plight and suffering of the
household workers of this city, this State, and this Nation: While
there is an ever-increasing cry-growing louder with each passing
day-for competent, well-trained, household help; the affluent in our
society cry for such help, the ever-increasing numbers of working
mothers cry for such help, the aged-the handicapped-all constitute
an ever-growing demand for such help; and yet the numbers of work-
ers diminish because of discrimination and lack of any semblance of
parity with other workers in the labor force.

Clearly, this Nation can no longer afford to ignore the ever-rising
demand for the services of household workers and simply offer con-
scious sympathy for their plight. The cost to this Nation in terms of
pure economics and loss of jobs that need to be filled is much too great
a price to pay-and the resulting loss and suffering accrue to all seg-
ments of our society. Rather than witness a decreasing number of
much-needed household workers. the leaders of this Nation should feel
constrained to move away from the rhetoric of the past and start now
to make powerful efforts to attract and help to provide additional
workers in this increasingly essential occupation.

The Professional Household Workers of America, whom I serve
as president, has set forth a plan-a design-a structure that would
upgrade, professionalize, give dignity and economic gain to an entire
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vocation while simultaneously giving ever-growing support to the
ever-increasing needs of employers.

The Professional Household Workers of America has set forth
objectives for the express purpose of designing a structure for the
economic and social upgrading of an entire vocation having a mem-
bership of more than 11/2 million in this country; a design that would
give an economic uplift, not only to that vocation, but to other tan-
gential business interests; a design which gives to the members of
that vocation economic benefits which, as a group, they have never
had: A design that gives to that vocation-and to its people-a sense
of dignity, pride, and statute which they have never enjoyed; a design
that would pose no threat to the employer, but rather work in behalf
of both the worker and the employer.

The design of the Professional Household Workers of America is
two-pronged:

(1) A multicourse training program for household workers struc-
tured to afford the worker the opportunity to climb a career ladder
within the frame and scope of the vocation.

(2) A society of peers would be formed for household workers in
order to bring about the accrual of economic benefits to be derived
from group health and accident insurance, group life insurance, bond-
ing, pension plans, and public recognition of the household worker as
an individual skilled in an honorable occupation.

The training program for household workers is a most important
vehicle in the development of skills and professional attitudes. The
program further serves to add to the numbers of competent and much-
needed household workers. As pointed out earlier, the demand for
competent household workers is high and increasing out of propor-
tion to other ccupations. An effective training program directed es-
pecially to include the young and unemployed produces dividends in
all sectors of our society.

Skills and competency relating to the upkeep and maintenance of
the home or apartment are essentials valued most highly by the em-
ployer. The professionally trained household worker more fully de-
velops and understands wise budgeting and shopping, the use of the
most effective cleaning compounds, oils, polishes, and other house-
hold cleaning agents. The well-trained worker more fully relates to
the needs and the well-being of the elderly, the handicapped, and
children in the home. The trained household worker has knowledge
of safety factors and precautions to protect the health and well-being
of both children and adults.

It should also be emphasized that few employers of household help
have a clear understanding of either the skills or the time required
to complete tasks. In addition, relatively few employers of household
workers have the desire and required competence to teach and train
household workers. Generally, the household worker is deprived of
the opportunity to learn the basic and upgrading skills while being
tutored and trained on the job. Further, the household worker is nor-
mally subject to the appraisal of an employer who may neither know
how to perform household tasks nor wish to instruct the worker. The
training program thus serves a real need for both entry-level workers
and for those who wish to upgrade their occupational skills.

Should governmental agencies at city, State. and national levels aid
in the subsidization of career ladder training programs for household
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workers for a period of not less than 1 year and no more than 3 years,
the Professional Household Workers of America could then be given
the opportunity to formulate a society of peers. That grouping would
be developed for the express purpose of creating and sustaining a self-
help benefit program that would give to household workers that which
they have never had as a group: Insurance programs, bonding, re-
tirement plans, their own credit unions, and a host of other self-help
benefits to give the household workers of this city, this State, this
Nation, a greater sense of economic and social status.

Should we poll this public forum on this occasion to determine the
most debased, the women in our society who encounter the adverse
effects of discrimination every day of their lives, that most down-
trodden of women would most likely be the 93 percent of the labor
force of the household workers of America. It is ironic that this is
one of the most essential vocations within the frame of the entire
labor market. These women are representatives of a vocation who hold
the responsibility for the most valued and prized possessions we have:
our homes, our children, parents, grandparents, our sick, our handi-
capped, and such tangibles as our prized paintings, antiques, and
other accoutrements to be found in our homes.

And now in concluding this presentation on behalf of household
workers, allow me to present to this committee a format-a method-
ology-for governmental agencies to help to advance the economic
status of household workers.

A most logical and eco ormucally sound beginning would be tO allo-
cate funds at city, State, and national levels to establish research and
demonstration programs of outreach, training, and placement of
household workers. Offer programs of training that would both up-
grade and professionalize the skills of household workers; programs
that foster and develop a society of professionals, having the respect,
the admiration, and the economic benefits which they have never
had but which is rightfully theirs. I would urge you to profoundly
consider the plight of women who know the meaning of economic dis-
crimination better than most; those who simply choose homemaking
as a career.

This country badly needs household workers; and the need grows
greater every day.

Give them career ladder training programs to upgrade and profes-
sionalize their skills. Give them an opportunity to formulate a society
of well-trained professionals. Give them a chance, for the first time
in their lives, to be a part of the Americani dream. Thank you.

Senator JAVITS. Thank you very much, Mr. McClaurin.
Ms. Cunningham, would you come forward. Ms. Cunningham is

director of the Women's Unit, Office of the Governor of New York.
Would you please make your statement now.

STATEMENT OF EVELYN CUNNINGHAM, DIRECTOR, WOMEN'S
UNIT, STATE OF NEW YORK

MIS. CUNNINGHAMr. Thank you.
Senator Javits, I deeply share your concerns with the economic

problems of women, and I welcome your invitation to testify specific-
ally in the area of employment.

79-970-76 2
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Much research and reading. many interviews with knowledgeable,
well-informed people have made one strong point with me. Everybody
is in favor of job training for women. The who, what. -when, where,
how of this training is not as clear as the declaration of support.

What is quite clear, as Edmund Burke said, is that "The only thing
necessary for the triumph of evil is for good men to do nothino." I
would add that the triumph of evil is doubly assured when good women
do nothing.

And there is no question that too many good women are doing
nothing-in the job market.

Grim pictures were drawn last year during a seminar of the Council
of Economic Advisers, by a number of distinguished economists.

Hilda Kahne, assistant dean of the Radcliffe Institute, reported that
"Relatively few companies include women in their training program
and many entry level jobs open to women do not permit an evaluation
of managerial capability."

She pointed out that the qualities and skill growths needed to
justify advancement for women are still demonstrated only in recog-
nized, traditional ways-that criteria from work and life experience
to permit identification of talent have not been set-that little if any
use has been made of the application of the role model concept in re-
cruiting and training women.

At the same symposium, Eli Ginzberg, another prominent economist,
noted that:

... since you move to middle management and from middle management to
top management, through education and training opportunities within an organi-
zation, and through the external training programs, I have been very distressed
over the years that I have been doing external training that you almost never see
a woman at the senior management seminars.

For 10 years, I had all the technical personnel in one of the largest chemical
companies in this country come through my hands, about 1,100, and we had
one women in those 10 years. I have been a member of the faculty of the Graduate
School of Business, we ran a big in-house management program for 22 years, and
we have had two women in 22 years.

So I submit, that unless the question of training, both in the more important
internal company programs and in the more important external training pro-
grams, are opened up to women, women are not going to be available for senior
appointments, because a large number of the companies choose their appoint-
ments from these programs.

Despite the fact that employers are required to develop written affirmative
action plans for recruiting, hiring, training and promoting women, few have
even reviewed the access of women to management training programs, as well
as to jobs at all levels.

Neither industry nor government have made many efforts to recruit from the
existing sources where women are likely to be trained. They have not really
opened up their occupational structures. Top management has not yet become
seriously involved in the task of communicating to lower management that it
take this seriously.

Meanwhile, the cost of discrimination in employment and promotion is high.
In the last 7 years, -the Department of Labor has collected from employers about
$56 million in job discrimination cases. In the last year and a half they have
collected $31 million. Court decisions have shown that good intentions are not
enough.

The Equal Pay Act of 1963 notwithstanding, women are still earning only 59
cents for every dollar earned by men in comparable full-time positions.

The class of persons most deeply affected by such employment discrimination
consists of minority women-who suffer from dual discrimination by virtue of
both their race or ethnic background and their sex.

In the words of Commissioner Frankle M. Freeman, of the U.S. Civil Service
Commission, "Sex and race unite to render minority women most discriminated
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against. This doesn't, of course, deny the severe discrimination which both
minority men and white women also suffer However, further data reveal that-
in addition to having lower incomes-minority women are more likely to be in
the labor force and to have higher rates of unemployment than any other group
of persons. This is especially devastating to black families, as 32 percent of our
families are headed by women. Because of the double jeopardy which minority
women face in regard to employment, education, and the granting of credit, 54
percent of these families must exist at or below the poverty level.

The number of employed women has increased by 6 million since
World War II, while the number of licensed day care centers has
decreased by 83 percent. This clearly has a serious impact on the
minority w oman who must work to support her children-or accept the
welfare system, without adequate provisions for the care of those chil-
dren, and without adequate income to provide for them.

The advancement of the most qualified people, women as well as men,
black as well as white, into managerial, professional, and technical posi-
tions will be the key advantage of tomorrow's winners over the losers
who remain locked in rigid, traditional notions about the roles of
women and the roles of blacks in the world of work.

The world of work is an ideal testing ground to assess one's personal
worth, and this world desperately needs women-not only for their
potentials, their special skills and talents, but also for their special
spirits.

I find little evidence that women are being encouraged to plan and
train for better jobs, that there is any real effort to speed up the process
of eliminating the discriminatory and illegal sex labels attached to
jobs, that some job training is not farcical, and thRat women are being
prepared for nonexistent jobs.

I am especially depressed and concerned about black working women
who seem to be caught in the middle of a hurricane of white women's
rights rising on one side-and a tornado of black men's rights blowing
up a storm on the other side.

They know the possible tragedy of black women working side by side
with black men to achieve civil rights, only to discover that they are still
second-class citizens within their own race because of their sex. Black
women, perhaps more than any other American women, need and seek
the instruments that can assure their personal worth. They have the
most to gain from the equality of opportunity for women and they
recognize their potential for bringing both the women's groups and
minority groups together for unified approaches around basic issues.

Thank you.
Senator JAVITS. Thank you very much, Ms. Cunningham.
The Chair has some questions of the witnesses.
Ms. Torton, I'd like to point out, for the record, that we have a letter

from the Office of Management and Budget, which commits the Federal
Government to part-time employment as a matter of Federal policy,
so the Tunney bill, which I support, simply tries to implement a policy
which we have already adopted.

My suggestion would be that if you have had actual places in the
Federal Government called to your attention where part-time work
could be a factor, that you call it to our attention. And I will undertake
to pursue it and find out whether part-time work could suffice.

Would you be good enough to do that?
Ms. TORTON. Surely.



588

Senator JAVITS. Second. what is the impact of day care on the part-
time employee business, and is the day care network adequate?

You just heard testimony from the State level that day care centers
have decreased 83 percent. I assume you meant day care slots; is that
right, Ms. Cunningham?

Ms. CUNNINGHAMI. Yes.
Senator JAvrITS. It is a long standing grievance of mine, I have

worked with Eleanor Guggenheimer, who is the angel of day care, 20
years ago. and I thought we had made considerable progress. Obvi-
ously, we haven't.

Would you give us your view on it, Ms. Torton?

TESTIMONY OF INA TORTON, DIRECTOR, NEW TIME

Ms. TORTON. I would say that the progress is actually negative. For
one, the slots have been cut back terribly. They are insufficient to fill
all the needs of women going to work.

Dav care is terribly inadequate in all subburban communities. It is
terribly inadequate in the inner cities. It just doesn't even begin to
account for the needs of women who must go to work and yet with
children that would be. left unattended, and therefore job possibilities
are impossible for them.

But bevond the issue of day care is the whole issue of school-age
children, whose school schedules end at 3 o'clock or somewhere around
there, and at the same time the regular work schedule runs from 9 to
5 o'clock.

Senator JAviTs. Now, we have the elementary and secondary edu-
cation bill, which is in conference right now, a provision for com-
munity schools, which is designed to keep schools open 24 hours a day,
including weekends. Now, has any thinking been done as far as you
know as to how this type of plan might be utilized for the children
who go to school and then are free to roam after 3 o'clock?

Ms. TORTON. I think that is a very touchy sort of issue. I mean, I
don't know how people will really respond to that notion, the idea
that school is a place children go all the time.

It seems a little frightening to me, and not terribly realistic in
terms of solving real needs, needs for parents to be with their children
and to participate in other activities in their community together.

I still think that time needs to be allotted for the adult world and
child's world to come together at normal periods of time such as after-
noons and early evenings. I think that would really be the most effec-
tive measure for most people except in times of dire necessity.

Senator Jvrrs. What does the organization do, New Time, that you
are connected with?

Ms. TORTON. It is an employment agency, basically, which I started
in 1970, dedicated to the idea that part-time employment is a neces-
sity for women, in particular, if they are to reenter the labor mal-
ket and for men in order to have access to alternatives to full-time
employment.

Senator JAVITS. And your testimony is based on that experience?
Ms. TORTON. That is right.
Senator JAVITS. Thank you.
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Mr. McClaurin, I gather that the organization that you head, Pro-fessional Household Workers of America, does not have a large mem-
bership; is that correct?

Mr. MCCLAURIN. That is correct.
Senator JAVITS. I don't want to restrict your opportunities by ask-ing you how many members you have, but if it would not embarrass

your organization, we'd appreciate knowing the percentage of theuniverse being served, the universe being all of the household workers
in a given area.

Are you national in scope or are you local to this area?
Mr. McCAIuRIN. At the moment we are confined to the area. andthe reason for that is the fact that we have not been able to establish

a full-time staff to service these people. We are hopefully expanding
our program in the State.

There are 160,000 of these people in the State. There are 11/2 million
in the country as such. And what we are hoping to do is to devise aprogram that will relate to the needs of these people around the Nation.

Senator JAVITS. Have you gotten any foundation support for yourorganization?
Mr. MCCLAUIUN. As of this time, no.
Senator JAVITS. Are you seeking any?
Mr. McCLAUmIN. We are seeking funds from both the foundation,

State, city, and Federal level. We have had a 13-week pilot projectthat has been most successful. As a matter of fact. we think we hovethe answers to the needs to improve the lot of household workers.
Senator JAVITs. You say a pilot project. Could we have a detaileddescription in writing concerning the number of people, what youhave done, precisely how you have operated, and any end results?
Mr. MCCLAUIUN. We'd be very happy to.
Senator JAvrrs. You know I was the chief proponent for household

workers getting the minimum wage, so I am rvery deeply interested.
Mr. MCCLAuRIN. One of the reasons we are not proposing newlegislation in the field is we would like to apply the legislation thatis now on the books. And, truthfully, with a little help from theFederal, State, and city governments, and sufficient funding, webelieve this group will be in a position to fund its own programs

in a year or two and actually become a part of the job market.
Senator JAvw's. Have you tried getting other unions to supportany organization drive? Of course, I have known you for years inthe trade union field-have any unions shown any interest in givingyou some backing?
Mr. MCCLAURIN. This is a long story, too long to tell. At this pointthe trade union movement as such, I don't believe, is particularly

concerned about this group. And one of the reasons for it is that they
don't see at the moment how they can get a quick return on theirinvestments, because they are dealing with individuals. And theyhave not been close enough to us to know that once we are organized,
we will have a sustained organization that will be comparable to thetrade unions as we know it.

I believe that in time we will get support from our friendly unions,but as of now; no.
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Senator JAVITS. The manpower training programs, and I have been
associated with them for at least 15 years or more, which included
household training; did they not? What's happened there?

Mr. McCLAuiRisr. The pilot project was sponsored by the manpower
training program.

Senator JAvrrs. That is the MDTA?
Mr. MCCLAURIN. That is right. We are now seeking long-range

support. Hopefully this will come quickly, because we want to main-
tain the momentum that was generated as a result of our pilot project.

Senator JAVITS. That is, your pilot project was done under a man-
power training program of the Federal Government?

Mr. MCCLAURIN. That was done under the city agency with city
funding.

* Senator JAvrrs. With any Federal help?
Mr. McCLAu1RiN. No.
Senator JAvrrs. Has the Federal comprehensive manpower train-

ing program been in this field?
Mr. MCCLAJuRIN. As of now; no.
Senator JAVITS. Well, it was.
Mr. McCLAu-RIN. Some time before, but in recent years almost

nothing has been done.
Senator JAvrrs. I will look into that. I am very interested in what

you say, but there are so many aspects in the Federal establishment
that even we who are very active don't always keep up with all of
them, but I promise you that we will take a good hard look at this
to see why, what there was, why it was phased out, and whether it
should be phased back in.

Mr. MCCLAURIN. .1 think one of. the important things that we must
keep in mind here is the fact that until very recently there's been very
little organization in this field. I think the time has come, I think
the idea's ripe, I think overnight we could have thousands of these
people in an organization. And with an organized group, they would
certainly be in a better position.

Senator JAvrrs. You know, household work is by no means low pay
now, unless people are being cheated. Like so many other families
we have a good deal of part-time help, and it is quite expensive. That
is fine, and I have no quarrels with it. But it seems to me that whereas
you dealt with people who were really very marginally skilled, today
it doesn't have to be that way.

Mr. McCLAuRiN. The real truth, Senator, grows out of the fact
that there are very few skilled workers in the field. Those that are
skilled are being well paid, but the majority of them are not.

We have had a very recent situation where people in Miami, for
instance, were getting as low as $3 a week. These were the Cubans
who came over from Cuba. And, of course, food, and a place to stay,
and $3 a week meant a livelihood.

But even in our own city, we have had a great deal of exploitation
in this field, with the aliens who come in. Of course, the people who
hire them understand that they are here illegally, and they exploit
the aliens because for them a job paying a dollar a day is better than
going back to someplace where they get almost nothing.

But I do think the key to all the ills of this forgotten group lies
in the success of an organized group.
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Senator JAVITS. Alien domestic workers-are they a major problem
for you?

Mr. MCCLAFRIN-. It is a major problem.
Senator JAVITS. You have no estimate of the number of thousands

who might be around?
Mr. McCLAuIRIN. It is difficult to estimate.
Senator JAVITs. The immigration authorities might be able to help

us with that.
Mr. MCCLAuRiN. They have some estimates, but I doubt that they

would have any up-to-date figures.
Senator JAvrrs. What about the minimum wage, you haven't had

a chance to appraise the effect of the minimum wage yet, have you?
Mr. MCCLAURIN. The minimum wage in New York certainly has

been helpful outside of the city of New York. In New York most
of the household workers are getting a minimum of $2.50 to $3, but
upstate it has definitely helped because though we had a State mini-
mum wage of $1.85, most of the workers were getting $1.50 to $1.75.
The $2 minimum certainly changed the lifestyles of a lot of workers.

Senator JAVITS. And will it result in bringing more people into the
household work force?

Mr. McCLAuRIN. It definitely will.
Senator JAVITS. It should.
Mr. MOCCIAURIN. It definitely should.
Interestly, our pilot project gave us some inside information which
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more, have been 40 and over. But in the pilot project, the majority
of workers were 25 to 30, which indicates that if we improve the
conditions under which these people work, a lot of young people will
return. This is very definite.

Senator JAVITS. Of course, I personally feel that the "call me
Mister" aspect of it is the most important of any; that is, the dignity
of this work.

Mr. MOICCTAURIN. That is important. That is why the training pro-
gram must be tied up with any effort we make at this time. One of
the most exciting things that came out of our pilot project was the
fact that at the end of 2 weeks we gave a certificate, and many of
these workers felt as if they were getting degrees in a college. It was
just that important to them. And so we are hopeful of getting the
State to set up training criteria and give certificates. The certificate
will improve the attitudes of the people who hire them, because it
will indicate that these people have skills and have been trained in
certain fields, and can assume certain responsibilities.

Senator JAVITS. My last question relates to social security, to the
deduction for domestic workers from taxes. Has that had any effect?
For example, the child care deduction?

Mr. McCLA4,uRRIN. This has been one of the most important aspects
of our program. - - i

As you perhaps are aware, many' household workers have been a
little leery about giving a social security number, largely because they
have not been paying Federal income taxes.

They are now beginning to realize that they don't make sufficient
funds to pay income tax. They also are beginning to realize that pen-
sions and the unemployment insurance is also tied up with paying into
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the fund, and we are having no problems attempting to get social

security numbers and to relate to the workers the importance of paying
into the fund.

As a matter of fact, one of the aspects of our program is to assist a

lot of employees in helping to keep records for them. This, too, will

also enhance the mutual benefits that will come from a program such
as we have outlined here.

Senator JAVITS. I forgot one question that I'd like to ask you. Have
you tried getting bonding for household workers?

Mr. MCCLAURIN. Not at the present time, but we have been in touch

with bonding companies. It is not going to be a difficult task.

One problem now is to maintain the kind of organization that will

relate to the workers' needs. One of the reasons why we have hesitated

to get bonding is because there is such a shortage of good help in this

field. We didn't want the public to know we were training people until

we had adequate funds to develop the training. As soon as we know

that we have long-range funding, we will go the bonding route.

We will also inform the people who hire workers as to the kind of

social security benefits and the other aids which should go to workers.
Senator JAVITS. Thank you, Mr. McClaurin.
Professor Epstein, we'd like to ask a couple of questions of you.

Is there any Federal law or any strengthening of the Federal law

that you could suggest, either now or give us a memorandum for the

record, to deal with what you call informal employment discrimina-

tion and all the subtle ways which you have described? For example,

I have little doubt that the reason for the good settlement of Bank of

America, that they had a pretty good idea that the proof against them

on that very point would be very strong, and so the lawyers un-

doubtedly did a very good job. I just wondered if there's anything

other than the actual practice in the case that you could suggest to us.

TESTIMONY OF CYNTHIA EPSTEIN, PROFESSOR, QUEENS COLLEGE,
NEW YORK, N.Y.

Ms. EPSTEIN. Well, I think that there are no laws at this time that

actually guard against the informal kinds of discrimination other

than the insistence on goals and timetables. And the goals, for in-

stance, which were part of the legislation in the case of the telephone

company, should be made in order to promote women from within the

company, and bring in women into managerial levels within some kind
of minimum number.

But, of course, these efforts have been very limited, and as I men-

tioned in my testimony, there seem to be infinite ways of getting

around those various kinds of job titles and job designations. One

thing that can be done is to insist that companies devise job profiles

and perhaps work definitions which could be objectively appraised to

see whether or not the job changes were real moves toward actual

promotion rather than just being changes in titles.
Senator JAvrrs. Have you any direct relationship with the Equal

Employment Opportunity Commission by way of experience or con-

sultant work?
Ms. EPsTEIN'. I have had a peripheral relationship with them, just

in testimony and in conferences on research.



593

Senator JAVrrS. I would like to inquire of the Commission on that
score and I will tell you why. Because, really, what you are saying, and
please tell me if you disagree, is that once you establish a basic case
for discrimination that you can design remedies which will meet cer-
tain criteria. But until you get the companies into court, or somehow
get them to face the basic problem, the remedies become very elusive
themselves.

In other words, if you prove any discrimination against women,
then one can cover your subject very well by fashioning appropriate
remedies, but until you do get them into court, or, to a point where
they have got to admit basic discrimination, it is very difficult.

Would you agree with that?
Ms. EPSTEIN. Yes; I do. I think what strides we have made have

come from the fact that some teeth were put into EOC's ability to
confront companies.

But, of course, the backlog is so huge, perhaps additional funding
might be considered, and additional staffing for agencies such as that.

Right now they are carrying, as far as I know, the major burden
which is-as you pointed out-fashioning guidelines for people in
other industries. But I think the minute that policing of incentive is
let down, evidence shows that corporations feel a change in the wind
and nothing more has to be done.

So the minute you find the decisions are not coming through in a
fast and furious rate, then generally the companies deintensify their
own efforts to conform to the guidelines, for example, as on Federal

Senator JAVITS. We tried the so-called Philadelphia plan, which
is similar to what you are talking about and I argued for its consti-
tutionality against the General Accounting Office. Of course, their
view prevailed.

But the plan is not popular enough that it could be easily extended
to the women's field. No one has tried.

Will you be good enough, if we arranged it, to confer with the
Equal Employment Opportunity Commission, and be a consultant
for me or for all of us in our committee, and see what they are doing,
and how you could help them? Would you do that?

Ms. EPSTEIN. Sure.
Senator JAVITS. Ms. Cunningham, one thing I'd like to ask you, and

that is, where are we failing in the minority women's classification?
After all, that is about the clearest law we have in the Civil Rights
Act. Where are we failing?

Ms. CUNNINGHAM. I think-
Senator JAVITS. When I say "we" I mean federally, where are we

failing?
Ms. CUNNINGHAM. OK. I think generally we are just not taking

the law seriously as it applies to minority women. Really, I hate to
oversimplify, but increasingly, in my encounters with people from
the Federal Government, they do not seem to take it seriously.

On the other hand, I believe minority women need to know a little
more about what their rights really are. This is a problem.

Senator JAvITs. But you are connected with a State agency.
Ms. CUNNINGHAM. Yes.

79-970-76 3
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Senator JAVITS. And our State certainly is very favorable to this
general policy.

Is there anything we could do to beef up the State's furnishing of
information, and so forth?

MS. CUNNINGHAM. Well, the State right now has a working task
force which was appointed by the then Governor Rockefeller, a task
force on equal employment opportunity for women in State govern-
ment. It is composed of about nine heads of State agencies. And I
happen to be a member of the task force. And we are delving inti-
mately into the problems, the psychological problems, the philosophi-
cal problems, not only of women, but minority women. And I think
because we have uncovered many new problems we are able to more
clearly define what the current problems are.

I think we are going to come up with a task force for what will
be a national model.

Senator JAVITS. Could you then undertake to keep us apprised of
whatever recommendations the task force has regarding Federal lezis-
lation and Federal practice?

MS. CUNNINGHAM. Yes.
Senator JAVITS. Will you do that?
MS. CUNNINGHAM. Indeed I will.
Senator JAVITS. And then we will try to profit from that experience.
Is there anything about day care that ought to be said in the par-

ticular area in which you testified, Ms. Cunningham?
Ms. CUNNINGHAM. No more than what I testified. I think that is

rather devastating.
Senator JAVITS. It is devastating.
Well, it has been a long-standing campaign of mine, and we thought

we had made considerable progress under the amendments to the
Social Security Act, but obviously until we have something like family
assistance plan or an intelligent universally applicable program that
puts money in the hands of the client, as it were, I gather the prob-
lems will only diminish slowly. Have head start and all those things
helped particularly?

MS. CUNNINGHAM. They have helped. The demise of them cer-
tainly-not head start-has been very, very painful.

Senator JAVITS. There won't be any demise for head start.
MS. CUNNINGHAM. I do understand that.
Senator JAVITS. The jeopardy is to the community action agencies

of day care programs. and even there I am confident that for the next
few years we will carry them on somewhere. I want a separate agency
instead of plunging them into Health, Education, and Welfare. But
they will be carried on whether I win or not, or people like me
will win.

Thank you all very much. You have been very gracious. I appreciate
it.

Your testimony will be extremely helpful.
Now Ms. Norton.
Ms. Norton, you have been a great leader in this field with the New

York Human Relations Commission, and I appreciate very much your
general knowledge of what we can do in the Federal Establishment
regarding these questions of discrimination, and so forth, as they
affect women, if you please.
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STATEMENT OF ELEANOR HOLMES NORTON, CHAIRPERSON,
COMMISSION ON HUMAN RIGHTS, NEW YORK, N.Y.

Ms. NoRroN. When I was first appointed chairperson of the New
York City Commission on Human Rights 4 years ago, the caseload
barely reflected women's concerns. Only one or two complaints a
month were brought by women. The overwhelming preponderence of
cases were brought by blacks. Race cases still comprise the majority
of complaints received by the commission, perhaps reflecting the 300
years of conscious-raising in the black community made virtually un-
avoidable by the oppressive nature of American racism. But it is sex
discrimination cases from women that have accelerated most rapidly,
reflecting the coincidence of the commission's own outreach efforts and
the phenomenal growth of the movement for women's equality.
Women's complaints continue to be the fastest growing category of
complaints received at the city commission, with, it would seem, no
end in sight.

Though these complaints are brought under the city human rights
law, our interpretations of municipal law must be consistent with title
VII of the Federal Civil Rights Act. The Federal courts have made
title VII a new and useful tool, redefining discrimination to reflect
modern understanding of the causes of exclusion. Exclusion of entire
groups such as women does not flow from malevolent design against
individuals nearly so much as it is the product of artificial barriers
that exclude entire groups. Non-job related tests anud qualilcations,
recruitment from narrow pools, and failure to consider skills and on-
the-job experience are examples of barriers that work against entire
groups and must be broken if we are to have any impact on millions of
people locked out by discriminatory systems.

ahe courts did not reach this more complex plateau of interpreta-
tion all by itself. The credit for this leadership must go to the Equal
Employment Opportunity Commission whose own regulations, guide-
lines, and briefs filed before the courts have been the single most
important impetus to improved enforcement of equal job opportunity
in the United States in the past 8 years.

Considering the greater impact of enforcement as against other
strategies, the single most important thing this joint committee can
do is to reinforce and strengthen the EEOC. Under Chairman Wil-
liam Brown, the Commission for the first time became a national force
in dismantling discrimination, and the record and forthrightness of
Chairman John Powell would seem to indicate a continuation of high
quality leadership.

The fact is that the Nixon administration, whose record on matters
of equality is generally dismal, has nevertheless made the EEOC and
employment discrimination an exception to the backward civil rights
direction it has generally chartered. The administration must be
credited with perfecting "affirmative action," the only tool thus far
developed that has a reasonable chance of eliminating discriminatory
hiring and promotion practices. Affirmative action requires Govern-
ment agencies and contractors as well as private employers to remedy
systems that are neutral in appearance but discriminatory in effect,
such as recruitment only from white male sources or the use of a
masters of business administration degree as the only entree for women
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to corporate employment at the upper levels. Affirmative action
technology calls for monitoring the results often through goals and
timetables, used where a finding of discrimination has been made;
it remedies the legal wrong of exclusion by gaging the available work
pool among the excluded groups and encouraging remedial recruit-
ment for a stated period, usually 2 years. By that time the excluded
group should be included in sufficient numbers so that most neutral
practices such as word-of-mouth recruitment no longer have a dis-
criminatory effect.

Commission-initiated affirmative action has had a greater impact on
the employment of women and minorities in New York City in the
past 4 years than all the individual complaints brought during the
entire history of the commission. Figures show a doubling and tripling
of minority and female workers in companies which the New York
City commission has sued, in all cases by initiating complaints against
the largest companies without waiting for a complainant. This work
has been done pursuant to grants from the EEOC.

Ironically these highly successful results are threatened because
EEOC is under pressure to revert to the case-by-case approach to
relieve its burdensome caseload. The caseload problem should not be
underestimated, and it must be relieved if complainants are to be
afforded justice before the Federal commission. But it would be tragic
to accomplish the reduction of the caseload by a complete reversion
to the slow 1950's and 1960's case-by-case approach. This approach
guarantees that we will reach no more than a tiny fraction of the
excluded. Pattern and practice remedies, as contrasted with individ-
ual. cases, necessarily have impact on the entire class, wiping away
whole systems of inequality.

This is especially true of sex discrimination. What keeps women
in the lower reaches of the job market are barriers that cannot be
touched except through systemic pattern and practice agency-initiated
complaints. Such discriminatory barriers as the failure to provide
maternity leave, the clustering of women in clerical jobs with no
mobility to other categories, and the use of unjob-related credentials
are systemic problems that require reform of the entire personnel
system, not the ad hoc case complaint procedure.

I urge this committee through its influence on funding and em-
phasis to help EEOC find a balance between case complaint handling
and systemic pattern and practice work. Grantees such as the city
commission should be encouraged to do both, including systemic work
in a job market such as New York City in which agency-initiated
pattern and practice work has been highly successful.

F~inally, on another important matter, the commission is seriously
concerned that most Federal money comes to this and other cities with
only the vaguest requirements for its use in a fair way to avoid discrimi-
nation. Only LEAA has issued formal regulations requiring affirmative
action plans to be submitted for the receipt of Federal money. Most
other agencies rely only upon an innocuous statement of nondiscrimin-
ation. eThis can only reenforce discriminatory patterns in local and
State governments. These patterns are hard enough to dismantle with-
out reenforcement by Federal money. Something similar to revised
order 4, the Presidential Executive order relating to the construction
trades, is in order for all Federal agencies who disburse Federal funds
to cities and States.
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In summary, let me urge that Congress and the Senate give greater
oversight to enforcement practices and priorities. There are, of course,
areas of needed legislation, and enabling legislation will be necessary
even when the ERA is passed. But increasingly, legislation is not where
the action is.This does not mean that the legislative process has no role.
On the contrary, legislative input into enforcement concerns can mean
the difference between ri diflcation and elimination of job barriers.

Thank you.
Senator JAVITS. Thank you very much, Ms. Norton.
How do you work with the EEOC? How does your agency work with

them?
Ms. NORTON. My agency is a contractor of the EEOC, and we receive

about $200,000 a year to do equal opportunity work. We have recently
become the first city agency in the country to get so-called 706 status,
meaning we are a deferral agency.

Normally Federal complaints are deferred to the specific State agency
before the EEOC then looks at the complaint. I think New York City is
now the only city to have that same deferral status along with our own
State agency here in New York.

Until this time our Federal money has gone exclusively into affirma-
tive action work. We have sued the largest companies in New York
and almost none of them, upon being sued by commission, have chosen
to go to public hearing. Instead they conciliate the complaint and the
results of 'this conciliation and monitoring have been spectacular in
some cases.

Companies that didn't believe there was a pool of minority people
in women soon had sufficient impetus to find them, because they would
have been subject to sanctions and hearings if they did not.

Moreover, we recently had hearings on integration, in which we
are grateful that you were able to testify, Senator Javits,.and we heard
from a vice president of A.T. & T. who testified that the recent affirma-
tive action, rather extensive affirmation action of EEOC on that com-
pany had not been burdensome to the company, had caused no reduc-
tion in standards of employment, and in many ways had a salutory
effect upon the personnel of the company.

Now that EEOC in fact does have such a burdensome caseload,
agencies like our own are under pressure to use the Federal money to
process cases on the case-by-case basis.

We certainly believe it is fair for deferral agencies such as the city
and State commissions, to use some of their Federal money in this
way, but it would be tragic if we were to undermine the efforts of
the sixties in creating the affirmative action technology which alone
has impact upon large numbers of 'people, because the caseload had
forced us to throw away that technology and revert to the case-by-case
process entirely. This means that if someone comes in-with a com-
plaint in a company where there are 5 people, that the agency's time
and effort goes as much on that case as it did when we were suing
companies where we'd have impact on 5,000 people. That's wasteful,
and some balance has got to be found.

We, of course, are always ready and anxious to receive complaints
from the public, but the public is increasingly sophisticated about
where effective remedies 'are to be found, and the public knows full
well that its affirmative action reaches to large numbers of people that
has produced the gains we have seen in the last 5 or 6 years.
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Senator JAvITS. What proportion of your total operation is this
$200,000?

Ms. NORTON. Well, this-a budget of the commission is something
like a million dollars with accruals of about $800,000. The EEOC
money has been extremely helpful because it has meant that no city,
.tax levy money, had to go into affirmative action work.

Senator JAvrrS. Mr. Mercado, I think is here, the Regional Director
of the EEOC, in the back of the room. I just wondered, have you as
yet worked out a close liaison with their local office ?

Ms. NORTON. Very close, and very cooperative one. Indeed, I think
New York City in working with its region is one of the few cities or
States that was doing affirmative action work, that was able to keep
a significant amount of EEOC funds devoted to affirmative action
work during this funding year, and that was entirely because of the
cooperation of the regional office.

Senator JAvrrs. So, really your recommendations are two: one that
the efforts to clean up the tremendous backlog of the EEOC-and it
is an enormous backlog; some 60,000 cases-should not in the case of
local applicability preempt the pattern and practices which you are
engaged in, which have much more widespread effect.

Ms. NORTON. That is precisely right.
Senator JAvrrs. And second, that you would like to get us to try to

get a Federal order relating to all agencies, not just the LEAA, which
will give considerable care to the same policy respecting the contrac-
tors with which they operate.

Ms. NORTON. But beyond that, Senator, I think no Federal money
should come into New York City unless the agency receiving the
money is required to present an affirmative action plan.

Fortunately, this city is doing that in a comprehensive way, since
Mayor Beame signed an executive order in May that requires every
city agency to come up with an affirmative action plan, and the city
will produce a comprehensive one, under the direction of the city com-
missioner, and the law department and the personnel department.

But what bothers me is that if Federal agencies don't reinforce the
city initiative, then a lot of my work is going up the hill only to be
pushed back down again.

Senator JAVITS. It is going to drift?
Ms. NORTON. Yes.
Senator JAvITS. What is the effect on your work of this recent Bank

of America agreement?
Ms. NORTON. The Bank of America agreement, I think, takes us two

or three steps beyond where we were. We work in the same way that
the agreement was achieved, in the sense that we initiate a complaint
and normally an agreement comes out of it rather than having to go
to hearing and have a remedy enforced in that way.

And normallv the agreement is as efficacious as would have been the
result of a hearing.

I think such parts of the agreement that have indicated steps to
make up for the failure of providing women with training oppor-
tunities are an important new ingredient of it and that would be very
helpful to us in this city.

Senator ,TAXITS. My last question, Ms. Norton, is what type of firms
and businesses do you find are the greatest offenders which need
affirmative action plans? You mentioned the telephone company,
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where apparently considerable progress has been made. Do you find
any other areas of business which cry out for the application of this
kind of approach?2

Ms. NORTON. Yes. I could list some, although I don't want to, be-
cause by listing some gives anyone the impression that the problem
isn't extraordinarily across the board. I would say that the worst
offenders are companies that already have large numbers of women
employees. Because the pool is there and easily reachable.

We find that people like banks and stock exchange companies are
special offenders because they do not have the same kind of problems
that architectural firms or law firms, hospitals, and other places, where
even the educational apparatus has tended to exclude women. The
only way that women could have failed to achieve vice presidency
status, in, for example, banks, would have been through deliberate
discrimination.

Senator JAVITS. So that you would say that our target should be,
in New York, of course, the principal banking center today of the
world, those banks-

Ms. NORTON. Banks and other financial institutions.
Senator JAVITS. Which have huge numbers of women employees and

have really not given them the chance they should have?
Ms. NORTON. Yes.
Senator JAVrrS. Are you going after any of those? Do you have any

pending cases, without reviewing any?
Ms. NORTON. Yes. We could let voUr office confidentiallYT -Mow pre-

cisely where we are working. The Federal law keeps us, of course,
from disclosing.

Senator JAVITS. Very good. Thank you so much.
Is there anything else you wish to add?
Ms. NORTON. No, thank you.
Senator JAviTs. Well, you are very able, and we all owe you a great

debt of gratitude for the job you do.
Ms. NORTON. Thank you.
Senator JAVITS. Our next panel will please step up. Carlyn Mc-

Caifrey, Nancy Seifer, Kathleen Peratis, and Marguerite Platt.
Could we identify you from left to right.
Ms. PERATIs. Kathleen Peratis.
Senator JAVITS. Next to Ms. Peratis is Ms. Seifer.
Ms. SEIFER. Nancy Seifer, director of community relations, Amer-

ican Jewish Committee.
Senator JAVITS. And Ms. Platt.
Ms. PLATT. President of Working Mothers for Fair Tax Treatment.
Senator JAVITS. And Ms. McCaffrey.
Ms. MCCArFERY. Carlyn McCaffrey, assistant professor of law, New

York University Law School.
Senator JAVITS. Would you proceed, Ms. Peratis.

STATEMENT OF KATHLEEN PERATIS, DIRECTOR, WOMEN'S RIGHTS
PROJECT, WOMEN'S CIVIL LIBERTIES UNION

Ms. PERATIs Thank you.
I am director of the Women's Rights project of the 'Women's Civil

Liberties Union. One of the goals of the project is to achieve equality
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between the sexes through various means. One, unfortunately, is liti-
gation, which is often necessary.

We have identified as one of our priority matters the elimination
of unfavorable sex discrimination on the social security laws as well
as the discriminatory effects of social security laws. Among the more
obvious examples of sex discrimination in social security laws, is of-
ficial sex discrimination which discriminates both against men and
women.

The social security laws provide that husbands, fathers, divorced
husbands, and widowers can often not obtain social security benefits
on their wife's account even though they are identically situated to
women who would be able to receive such benefits. The only reason
that men in these positions are not permitted to receive benefits is
because of their sex.

This not only discriminates against the men, it also results in dis-
crimination against the women; women whose contributions to the
fund did not purchase the same protection to the family as similar
contributions by a male wage earner.

In addition to this sex discriminatory effect upon men and women,
the system reflects a traditional and often inadequate attitude about
the status of women and the role of women in the society. This atti-
tude is that women are typically dependents and no heed is paid to
the possibility and often the probability that women are not in that
traditional role any longer.

There are a number of discriminatory effects of neutral policies in
the social security laws. For one thing, the contribution structure of
social security is regressive and, therefore, tends to fall more heavily
on people who make less money. Contributions to social security are
only made up to the first $12,000 of earned income, and because women
typically earn less than men, the burden of social security contribu-
tions falls more heavily upon them and other low-wage earners than
people who make more money.

Another effect of the social security system is that benefits are based
largely upon contributions. Women, because they earn less than men,
end up being entitled to less social security benefits than they seek to
recover under the system. Women often have a higher entitlement to
social security benefits as wives and dependents than they do as
workers, largely because they earn less money and work more sporadi-
cally than men do, as the system tends to encourage that kind of work.

Disability benefits under social security are also directed to male
employment patterns. That is, disability benefits are based upon cur-
rent employment, and because women tend to be employed more spo-
radically in order to serve the traditional function which many women
often and continue to do, a worker who works for years, then drops
out of the labor force for a while, and then becomes disabled is not
entitled to disability benefits under the social security system.

Women tend to recover under social security as dependents if they
recover at all. This dependent status of women has a number of nega-
tive effects.

For one thing, people recovering as dependents have no survivor-
ship rights in their social security entitlement. And dependents are
entitled to no disability benefits.

Finally, I'd like to mention that two-income families, families in
which the husband and the wife both work, often end up receiving
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less in social security benefits than a one-income family making pre-
cisely the same total amount of money, and having made precisely the
same social security contributions.

Senator, I think the whole contribution system and the whole bene-
fits system should be based upon need rather than based upon sex,
as it currently is, and should be addressed to the needs of the people
of this country, and not reinforcing and supporting a traditional
notion of a family structure which does not exist for many people.

Senator JAVITS. Thank you very much.
Ms. Seifer.

STATEMENT OF NANCY SEIFER, DIRECTOR, COMMUNITY

RELATIONS, AMERICAN JEWISH COMMITTEE

MS. SERB.. Thank you very much.
Mr. Chairman, committee members, let me first express my appreci-

ation for your invitation to address the Joint Economic Committee
today on the issue of pensions for housewives. The concerted atten-
tion; which your committee is serving to bring to this issue, will help
both to impress its urgency on the public mind and to lend added
impetus for the passage of badly needed legislation-legislation em-

bodying provisions such as those in H.R. 12645, introduced by

Congresswomen Jordan and Griffiths in February of this year, which
would amend the Social Security Act to assure that retirement income,
disability insuranee; survivor, and medicare benefits be provided to
homemakers.

I speak to you today from a background in social policy. I am not
an economist, and therefore cannot offer assistance in solving some of
the many avowedly complicated economic problems which the need
for pensions for housewives gives rise to. There is, however, clearly
no dearth of economists, many of them women, who have already
done significant work in this area. Several, I believe, have spoken be-
fore this committee in the past. If I may, I would like to address my-
self solely to the social policy aspects of this issue.

For the past 2 years, I have been on the staff of the National Proj-
ect on Ethnic America-a project of the American Jewish Committee,
designed in 1968 to explore means of depolarizing the growing ten-
sions between minority and neighboring lower middle income white
ethnic communities in our cities. I have concentrated much of my
effort during this period on the problems of working class women in
America-a group which constitutes between 40 and 50 percent of
American women, whose problems have grown in severity over the
past decade, but who until recently were quietly tucked away under
labels such as the "Silent Majority."

Prior to joining the project staff I was on the staff of the Lindsay
administration in several capacities, the last of which was as aide to
the mayor for ethnic affairs. I established a small office designed pri-
marily to provide linkages between highly alienated white working
class communities throughout the city, sorely in need of a variety of
programs and services, and the agencies of government which could
provide those services. It was in working with those communities,
that I first became highly conscious of the needs of working class
women.

79-970-76---4
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My work at the project, which has involved travel throughout the
country, meetings, and conferences, where the needs of lower income
women have been focused, have reconfirmed the extent and the re-
markable similarity of problems.

At several of these meetings, the discussion has revolved around a
series of some 80 recommendations to government, educational insti-
tutions, corporations, labor unions, foundations, the media, and other
institutions, listed in a booklet I wrote, entitled "Absent from the Ma-
jority: Working Class Women in America." Repeatedly, in Phila-
delphia and Dallas, in New York and Chicago, and elsewhere, the
issue of greatest concern to the many working class women I have
spoken with was pensions for housewives. Most had never thought it
would be possible. Once they learned it might be-the intensity of sup-
port, enthusiasm for the concept, and willingness to do whatever had
to be done to get such legislation passed was remarkable.

These are women who mav have worked a few vears in a factory, as
a clerk or in a typing pool before getting married, and then spent the
majority of their lives as housewives, unless, once the kids were in
school, the added income that they could provide was absolutely essen-
tial to making ends meet. Abundant evidence now shows that partic-
ularly if they worked part time, they will receive no support from
private pension plans in their own right, no matter how many total
years they may have worked.

These are women who wil I suffer from the cruel inequities built into
most pension plans, particularly those affecting their husbands who
are blue collar and lower level white collar workers, and will most
likely be among the 98 percent of women who never receive the sur-
vivors' benefits to which they should be entitled.

They are women whose lives are the pawns of the vicious cycle of
inflation, who live in constant fear of not being able to pay their bills,
who live with the knowledge that in the economic crunch, they, if they
work, and their husbands are likely to be the first to be laid off.

Finally, they are women who, like the affluent and the poor, are
increasingly affected by the social disintegration which has pervaded
our society-and by divorce. They, like the poor, are unlikely to receive
alimony, because they lack the funds to hire lawyers to press their
case in court. They, like both poor and rich are not entitled to share
in their husbands' social security retirement pensions, unless they have
been married for 20 years-a law which is easily one of the most out-
moded on our Federal books.

Whether they are in the labor force as presently defined or not,
during much of their lives-and 9 out of 10 women spend about 25
years in the labor force, I think and hope that perhaps we have prog-
ressed as a society to the point where the work that women contribute
as homemakers will finally have the chance of receiving due
recognition.

It is true that homemaking as a full-time and life-time career is
likely to become more the exception than the rule among all economic
groups, given the likelihood that current trends towards fewer chil-
dren, longer lives, and greater educational opportunities continue.
But it is equally true that a large percentage of American women will
continue to feel that homemaking and mothering are the most impor-
tant contributions they can make to their family and to our society.
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It is time that our society stop penalizing women for that choice and
find the nieans of assuring them financial security for their later years,
based on a lifetime of hard labor in the home.

The Chase Manhattan Bank was one of the first institutions to point
out just how much that work was worth in terms of dollars and cents
and the results were astonishing. I submit for the record, along with
this testimony, an article excerpted from my booklet which appeared
on the op ed page of the New York Times on this and related sub-
jects. But I would like to point out that the figures I used have since
been updated. According to Chase Manhattan, which is now in the
process of again updating its figures, the monetary worth of the 12 or
so different jobs performed regularly by the average housewife for
nearly 100 hours each week is currently in the neighborhood of $14,000
a year. If included in the gross national product, the total would in-
crease by over 35 percent.

Regardless of which figures are eventually utilized by the Govern-
ment as a base on which to calculate an equitable pension for house-
wives, it should no longer be a question in anyone's mind that the need
is pressing. As social institutions, particularly the family, crumble
around us, the anxiety and insecurity of lower income women about
their old age is severely enhanced. I am not now talking about low
self-esteem, and feelings of worthlessness experienced by so many
older women due to the lack of value which society presently attaches
to the housewifes contribution. I am talking.< about fear. Fear of lack
of food and shelter. The fear of a mother having to burden and often
move in with her children in difficult circumstances, but having no
choice but that or taking welfare. I am talking about the fear of being
left alone late in life, totally alone, with no pension, no savings, and
perhaps even no social security. And I am also talking about pride-a
great deal of pride in providing for a family for a life time which
leads millions of women to say: "I won't go begging for handouts. I
only want what is mine. But shouldn't I be entitled to some income in
my own right, based on my own work all of these years?"

As for the Government's response and our economy as a whole, it
seems to me there is little choice. The average income for women over
65 is less than $1,800 a year. That is the average. Six out of every ten
older women and widows have incomes well below the poverty level.
They are the most destitute segment of the entire population. As long
as we continue to ignore the monetary value of the work of home-
makers as a rightful base for a pension later in life, we, as a society,
will be straddled with a welfare system for the aged, which forcibly
denies from large segments of our population, men as well as women,
the kind of dignity they deserve.

Thank you.
Senator JAVITS. Thank you, Ms. Seifer.
Ms. Platt.

STATEMENT OF MARGUERITE PLATT, PRESIDENT, WORKING
MOTHERS FOR FAIR TAX TREATMENT

Ms. PrArr. Thank you, Senator. And thank you for allowing me to
testify on behalf of working mothers for fair tax treatment.
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Our organization is composed of working or would-be working
mothers opposed to the discrimination in the tax code which limits
deduction for work-related child care expenses.

Section 214 of the current tax code limits deductions for all work-
ing mothers to some extent, but it totally excludes from any deductions
for child care married mothers who work part time and married
mothers whose incomes jointly with their husbands exceeds certain
levels.

The hard facts are that without tax deductions for working related
child care, it simply does not pay for most women to work.

This is easily documented and illustrated in a married couple's in-
come statement which I offer herewith. It is that of a professional
couple whose income is $28,000, above the maximum for child care
deduction. The husband earned $16,000; the wife $12,000, but sub-
tracting from the wife's income taxes, the cost of child care and
minimal other costs of work in New York City, the wife realizes no
net gain for her labor.

The current tax law is wrong on three counts. One, it discriminates
against women because they have the child care responsibility in
society.

Two, it results in lost jobs, both for mothers and for the child care
workers they would hire, and some of these are on welfare.

And, three, it results in lost tax revenues because of the lost jobs.
The laws now provide for equal opportunity in employment regard-

less of sex. Yet, the tax laws make these opportunities meaningless for
married mothers.

We urge legislators to eliminate discrimination against working
mothers in the current tax law by recognizing work related child care
as a necessary and ordinary business expense.

Senator JAvrrs. Thank you.
Ms. McCaffrey.

STATEMENT OF CARLYN McCAFFREY, ASSISTANT PROFESSOR,
NEW YORK UNIVERSITY LAW SCHOOL

MS. MCCAFFREY. Thank you. I appreciate the opportunity of speak-
ing to you today about one aspect of the economic problems confront-
ing women. I have been asked to speak about the ways in which the
income tax laws contribute to these economic problems.

The tax law has long provided different tax treatment for married
and single taxpayers. Until the Tax Reform Act of 1969, this disparity
in treatment generally worked in favor of married taxpayers. Married
taxpayers were permitted to aggregate their incomes and file a joint
return computing their tax liability at twice the tax that would he
imposed on a single taxpayer who had half of their combined taxable
incomes. This process primarily benefited the married couple that fell
into the traditional pattern-a husband who earned the family income
and a wife who remained at home caring for the children and perform-
ing housekeeping chores. It was of little, if any benefit, however, to
the two-earner family, particularly if the spouses' incomes were ap-
proximately equal. Because of legislative changes in 1969 and 1971, the
two-earner married couple now finds itself at a substantial tax dis-
advantage vis-a-vis single taxpayers.
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At least 40 separate provisions of the Internal Revenue Code pro-
vide disparate treatment for married and single taxpayers. With the
exception of the joint return, which continues to provide substantial
benefits to the one earner married couple, the vast majority of those
provisions work to the disadvantage of all married taxpayers. These
provisions can be divided roughly into three categories: (1) those
that alter the tax consequences of a particular transaction because it
occurs between spouses or between one spouse and an economic entity
such as a corporation or trust in which the other spouse has a sub-
stantial interest; (2) those that deny or limit deductions and credits;
and (3) those that provide different tax rates.

The first category of provisions is the most easily justified because
most of these provisions do not single out the marital relationship.
They apply equally to transactions that take place between the tax-
payer and other members of his family such as his children or his
parents. Section 267 is an example; it disallows a loss deduction for
sales between a taxpayer and his spouse and for sales between a tax-
payer and his/her brothers, sisters, parents and children. The disal-
lowance reflects a legislative determination that a taxpayer who makes
a sale to a close relative does not actually terminate his economic
interest in that asset because of his assumed close family ties with the
purchaser. This assumption may or may not be true in a particular
case but is arguably true in the majority of cases that fall within the
provision. The other provisions in this category are based on the same
kind of rationale. Since Lhe spousal relationship is at least as likelv
to result in a close family tie as are filial and sibting relationships, the
inclusion of spouses within the list of related taxpayers to which these
provisions apply sems justifiable. The provisions within the other
categories, however, apply only to spouses and are difficult if not im-
possible to justify.

In the second category, denial or limitation of deductions and
credits, the two most important provisions are sections 141 and 214,
the standard deduction and the child care deduction, respectively. Sec-
tion 141 gives every single taxpayer, except certain dependents, the
benefit of a $1,300 low-income allowance ora 15-percent standard de-
duction up to a maximum of $2,000. The same section goes on to pro-
vide that the low-income allowance of a married taxpayer filing a sep-
arate return is limited to $650. Similarly such taxpayer's maximum
standard deduction is limited to $1,000. In addition, if one spouse uses
the percentage standard deduction, the other is not permitted to use
the low-income allowance; if one spouse chooses to itemize, the other
is not permitted to use either the low-income allowance or the percent-
age standard deduction. These provisions alone can result in a loss to
a married couple of up to $200 worth of deductions.

Section 214, since its revision by the Revenue Act of 1971, permits a
taxpayer to deduct up to $400 per month for expenses for the care of
certain dependents and, in some cases, expenses for household services,
when these expenses are incurred to enable the taxpayer to be gain-
fully employed. This provision, I believe, goes a long way toward re-
moving some of the tax disincentives many mothers face when decid-
ing whether to remain at home and care for their families or to return
to the labor force. Prior to the 1971 revision, the maximum deduction
permitted by section 214 was $900 and, it was unavailable to married
taxpayers with combined adjusted gross incomes of $6,900 or more.
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As a result, if a wife stayed at home and produced services worth
$5,000 for her family, neither she nor her husband paid any tax on the
value of these services. If she went to work outside the home, earned
$8,000 and paid someone else $5,000 to perform the household services
she had previously performed, she would have to pay tax on the full
$8,000 even though $5,000 in a sense represented the cost to her of earn-
ing the $8,000. Her problem of course can be seen as part of a much
larger problem-the exclusion from the tax base of all types of im-
puted income. The ideal solution is perhaps to tax everyone on the
value of services he performs for himself, but such a solution is prob-
ably unworkable in the real world. Section 214 attacks the problem
from the other side; instead of taxing the housewife on the imputed
value of her services, it gives some employed wives and husbands a
deduction which is roughly equivalent to the replacement cost of
home services.

Nevertheless, the availability of section 214 is significantly more
limited with respect to married taxpayers than it is to single ones. A
full $400-per-month deduction is permitted to all single taxpayers
whose adjusted gross incomes are $18,000 per year or less. Above that
point it phases out at a rate of $.50 for each additional $1 of adjusted
gross income, disappearing completely at $27.600. For a married tax-
payer to get the full deduction however, the combined adjusted gross
incomes of both the husband and wife must be taken into account in
calculating the $18,000 limitation. While you may not have much
sympathy for taxpayers whose incomes reach this level, it does mean
that the tax law continues to act as an economic barrier to a married
woman's employment if her husband's earnings are much over $18,000.
Moreover, it may act as a disincentive to marriage itself. A woman
with a small child and an annual income of $15,000 a year who is con-
templating marriage to a man earning $13,000 or more might, I sup-
pose, take into account the fact that marriage will result in the loss
of a $4,800 deduction.

Section 214 discriminates against marriage in another significant
way. A single taxpayer is entitled to the deduction regardless of how
many hours during the week he or she is employed. For a married tax-
payer to get a deduction, both husband and wife must be employed on
a substantially full-time basis.

The other provisions that fit within the second category are less
dramatic but probably equally unjustifiable. Section 217 limits the
deduction for certain kinds of moving expenses to $2,500. Married
taxpayers who both move to the same new principal place of employ-
ment are limited to $1,250 each. Section 1211 gives single taxpayers
the right to deduct $1,000 of capital losses against ordinary income.
Married taxpayers get only $500 each. Section 1201(d) limits the rate
of tax imposed on the first $50,000 of a taxpayer's net long-term capital
gain to 25 percent. A married taxpayer gets the 25 percent rate only
on the first $25,000. Similar kinds of limitations apply with respect
to the investment credit, sections 46 and 48, the minimum tax on tax
preference items, section 58, the credit provided for wages paid to
work incentive program employees, section 50A and the deduction per-
mitted for excess investment interest, section 163 (d).

Once the married couple has computed their taxable income, they
may find that the limitations imposed on the use of the rate schedules
similarly work to their disadvantage; their tax liability may be equal
to a greater percentage of taxable income than it would be if they were
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single. The rate schedule differentiation is a fairly recent phenomenon.
In 1969 Congress acted in response to complaints they had heard for
years from single taxpayers. A single person with a taxable income
of $28,000 paid a tax of $10,090, whereas a married couple with the
same taxable income paid only $7,190. The single person at this level
paid 42.1 percent more than the married taxpayer. Congress felt that
some differential was justifiable because the married couple's income
had to support two people while the single person's income had to
support only one. They decided, however, that the then existing dis-
crepancy was too large. Their solution was to create a new, lower, rate
schedule for single taxpayers which now appears in section 1(c) of
the code. Under this schedule, single taxpayers pay a maximum of 20
percent more than the tax payable on a joint return showing the same
taxable income. Married individuals were not given the privilege of
using this rate structure. Nor are they permitted to use head of house-
hold rates even where there is a dependent in the household. Accord-
ingly, if a married taxpayer wants to file separately, he or she must
use the rate structure that applied to single taxpayers prior to the
1969 reforms.

Chart 1 illustrates the potential. extent of the tax cost of marriage
due to the combined effect of the rate tables and the limitations imposed
on the standard deductions. The figure indicated is the amount by
which the tax bill is higher because the two taxpayers are married. It
is ansiimed that the husband and wife have no dependents and that
they both use the standard deduction.

CHART 1

Husbands adjusted gross income

$5,000 $10,000 $15,000 $20,000

Wife's adjusted gross income:
$5,000 . ......... . . . - _-_- _. 200 130 203 110
$10,000 .... __ _ ------ ---- - - .- _ - _ _130 350 633 780
$15,000... .. .. .. 203 633 1,155 1,508
$20,000 - . ... 110 780 1,508 2,055

Chart 2 illustrates the potential extent of the tax cost of marriage
attributable to the combined effect of the rate tables, the standard
deduction, and the child care deduction. The chart makes the following
assumptions: (1) The husband and wife have one dependent child
under 15; (2) they spend $4,800 for child care; (3) in addition to the
child care deduction, they have itemized deductions equal to 15 percent
of adjusted gross income, if adjusted gross income is less than $20,000;
18 percent, if adjusted gross income is $20,000 or more. The figures
indicated in the chart are the amounts by which the tax liability is
higher because the two taxpayers are married. If the figure is in
brackets, it represents the tax savings of marriage.

CHART 2

Husband's adjusted gross income

$5,000 $10,000 $15,000 $20,000 $25,000 $30,000

Wife's adjusted gross income:
$5,000 .. .... (283) 117 268 821 595 89
$10,000 _ _ - ---.. . _ 117 155 929 1,459 1,042 1,080
$15,000 - - - - --........ 268 929 1,363 1.621 1,815 1,904
$20,000 ... . . . _ 821 1,459 1,621 2,158 2,418 2,632
$25,000 ------. - .----- .---- 595 1,042 1,815 2,418 2,370 2,711
$30,000 .... __ __ ..... 80 1,080 1,904 2,632 2.711 2,909
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The provisions that provide differential tax treatment for married
taxpayers work to the disadvantage of taxpayers with low incomes

as well as to the disadvantage of middle- to high-income taxpayers.

The limitation with the greatest impact on low-income taxpayers is

probably the one imposed on the low-income allowance. Two single

taxpayers with adjusted gross incomes of $2,000 each pay no tax

because of the combined effect of the $1,300 low-income allowance and

the $750 personal exemption deduction. If these two individuals get

married, their tax liability will increase from $0 to $170, because of

the loss of one $1,300 low-income allowance.
While the provisions dictating disparate treatment for married and

single taxpayers have the potential for adversely affecting all married

taxpayers, since the one earner family benefits substantially from the

joint return, in reality, the adverse impact of these provisions is lim-

ited to the two earner family. This pattern of tax discrimination
against two earner families appears to reflect the failure of Congress
to recognize the economic characteristics which distinguish these

families from one earner couples rather than a conscious decision to

impose higher tax burdens on them.
The two earner family is probably closer, from the standpoint of

ability to pay, to unmarried taxpayers than to one earner married

couples. While married taxpayers may be more likely to enjoy the

economies of shared household expenses than are single taxpayers,

the two earner family and the single taxpayer generally do not enjoy

the benefit of the household services performed by the nonemployed
spouse in the one earner family. Nevertheless, the two earner family

is treated for tax purposes not as if each spouse were single but as if

only one spouse produced the income despite the extra work related

expenses generally incurred by two earners and despite the loss to

the two earner family of the economic value of services that the second

member of the one earner family usually performs at home.
The principal justifications offered for the status quo stem from an

arguably reasonable assumption that spouses perceive themselves as

single economic units. The joint return is necessary because husbands
and wives pool their resources and separate returns would represent

an economically artificial allocation of income and deductions between
them. The fact that a joint return and the other provisions described

above may produce a greater combined tax liability than the husband

and wife would have if single is justified because of the assumed econ-

omies of sharing a household. While the first point -may have some

validity, it is arguably possible to require husbands and wives with

separate sources of income to maintain separate records not only in

income but also of those expenditures that give rise to deductions. Such

a requirement would impose little if any burden on the one earner
family and would be a relatively minor burden for two earner families

if it were imposed as the price for their attaining the right to

be treated as individual entities for tax purposes. The second point

seems to be less substantial. Although there are undoubtedly economies
achieved by sharing'households, the relationship of such economies to

the scope of the higher tax burden imposed on married taxpayers is

unclear. Moreover, a substantial number of single taxpayers do not

maintain their own households but achieve these same economies by
sharing their homes with other relatives or friends.
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The solution to the problem depends on one's perception of its scope.
If the increased tax burden on two earner families is seen as one aspect
of the larger problem of the proper choice of the economic unit to be
taxed and it is decided that the individual rather than the spousal unit
is the proper unit, the solution to the problem would be to eliminate
from the code all provisions which provide differential treatment be-
cause of marital status. Marriage would be neither a tax advantage
nor a tax disadvantage. In my opinion, this is the appropriate long
range solution. It recognizes the individuality of each spouse and

eliminates the present tax disincentive faced by a second earner whose

income is now effectively taxed at rates at or above his or her spouse's
highest marginal rate.

Since, however, this would mean the elimination of the joint return
and a rather substantial tax increase for all one earner families, this
solution may be politically infeasible. An intermediate step, which
I support, is to give married taxpayers the option of being treated for
tax purposes as if they were single. This solution would eliminate the

tax disadvantage of marriage and would also eliminate much of the
second earner's tax disincentive. Taxpayers who so elect, however,
should be required to conduct their financial transactions as if they
were actually single. Accordingly, each should be permitted to take a

deduction on his or her separate return only for his or her actual
expenses.

There are three important exceptions to this broad option that I
would also suggest.

First, all provisions which apply to other family members as well
as to husbands and wives should continue to apply to married tax-
payers whether or not they elect to be treated as single.

Second, residents of community property States who elect to be
treated as single taxpayers should be required to report their own
earnings.

Third, to eliminate tax-motivated interspousal property transfers,
income from property gratuitously transferred from one spouse to an-
other for the purpose of minimizing taxes thereon should be reported
by the spouse who made the transfer.

Senator JAVITS. M1s. McCaffrey, that is very excellent testimony, and
we are really grateful to you.

The Chair has some questions for the witnesses.
Ms. Peratis, earlier you said that social security tax was a regressive

tax. I agree with that, and, as a matter of fact, one of the elements of
the tax reform with which I am going to be concerned is the effort to
make the social security tax progressive, like the income tax. And that,
I gather, you would feel would be of considerable help, would it not ?

Ms. PERATIS. Yes, Senator. It would be of considerable help, but it
is only half of the economic problem. The other problem is that benefits
are not keyed to need, but to the regressive contribution structure.

Senator JAVITS. We will look at that very carefully too, the benefit
side, and when I come to Ms. Seifer, please break in if I say something
that interests you.

Ms. Seifer, I was very interested in your presentation for this reason.
I am the author, with Senator Williams of New Jersey. of the private
pension reform bill. That bill is now in conference, and will undoubt-
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edly result in law sometime within the next, oh, I'd say as little as 2
months. It is well along and looks very good.

Now, of course, that will go a long way toward dealing with the
woman who has worked for short times, because vesting begins at a
years.

And in view of the fact that there are also funding provisions and
insurance, the situation for her brightens very considerably.

Now, under those circumstances; that is, with a material reform and
private pension plans, it has, nonetheless, -been charged that our legis-
lation does not do all it should for women who worked in bits and
pieces of 'time, much more than men do. I would like to tell you that
we have strengthened the part-time aspects of the measure, taking the
best out of House and Senate bills, so that in that regard it is improved.

Ms. SEIFER. In terms of pensions, are you dealing with any other
benefits?

Senator JAVITS. We are dealing only with private pensions.
The real problem there, of course, is that essential conditions

respecting private pensions are still made by employer-employee
under collective bargaining, or even just by the employer alone, if
it is, what, you know, we call a fixed benefit plan. But there is some
improvement. And I would just like to suggest to you that there is
no use in trying to do anything now. It is pretty late.

But when we come out with the law, if you would study it care-
fully and let us know what you see there which could stand additional
legislation, this law will be constantly amended and changed because
it is about the biggest thing that's happened since social security.
So there will be an opportunity to strengthen the provisions respect-
ing women as we go along.

But I will be the first one to tell you that it has been charged that
we are not doing enough.

MS. SEIFER. Can I ask you one question?
Senator JAvrrs. Yes.
MS. SEIFER. Does it address itself at all to women's work in the

home, known as housework?
Senator JAVITS. No; it cannot do that, and I am coming to that

in a minute.
Now, as to the 20-year proposition, you have to be married for 20

years, I am going to look into seeing what amendment is possible.
I have just given those instructions. As a matter of fact, we will
examine social security very carefully, and Professor McCaffrey, also
taxes. I will see what amendments I ought to sponsor respecting that.

MS. PERATIS. Senator, divorced husbands are not permitted to
receive social security on the wife's account at all. So you can consider
that problem.

Senator JAVITS. I'll tell you, we have to be realistic and practical.
The Congress is not nearly as favorable toward buttoning this thing
up for men-you know, they are not nearly as interested in the
principles involved as we are. You and I and others like us.

But, nonetheless, let me look at that. I can only sponsor so many
amendments, but I will look at it.

The question I'd like to ask you about pension plans is this: We are
providing in the new pension reform bill the opportunity of each
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individual worker not under a pension plan, that means half the
workers-roughly 35 million-to build his own pension plan. This
same right to have $1,500 a year tax-free to build up a pension plan
we now give the professional. That is, the so-called Keogh business.

Now, that will introduce a new equation altogether, a new oppor-
tunity for banks to aggregate these funds and invest them, a new
opportunity for insurance companies to sell annuities on the same
basis, conditioning the premium on the deductibility of the individual
from his wages or salary.

That could be conceivably, Ms. Seifer, analogized to the housewife.
Using your work and research, can you comment on the legal possi-
bility and collectibility of these payments from housewives? This is
critically important when you are dealing with such enormous
numbers.

MS. SEIR. Unfortunately, as I said in my testimony, I was invited
here as a social policy person and not an economist. I have read
something about different proposals for plans which include the
$1,500 coming out of the husband's salary as the wife makes it possible
for the husband to work. I really don't have any idea about what the
possibilities for collectibility would be.

Senator JAvrrs. How would husbands feel about it?
MS. SEIFER. Obviously, a good percentage of them would be against

it, you know, at first for obvious reasons, until they saw the benefits
that might accrue to them and, obviously there would be benefits to
them.

I could look into that and see if there is any work done on that.
But at this point I don't know anything that would indicate
Senator JAvITs. Of course, the husband has the solace today of

feeling that his wife will get social security benefits.
Ms. SEIFER. If she is married to him for 20 years, she can share

as a dependent in his benefits. She gets nothing in her own right.
In other words, a woman who works, according to Chase Manhattan

Bank, for 100 hours a week in her own home, at age 65, can end up
with nothing that she can say she has achieved or accomplished.

Senator JAVITS. But she gets survivorship benefits.
Ms. SE=FER. Ninety-eight percent of women apparently don't,

through private pension plans. Through the social security system,
yes. But, then again, $1,800 a year is the average income for women
over 65. So, you know-

Senator JAvrrs. Entirely inadequate.
Ms. SEIE-ER. Right.
Senator JAVrrS. As I say, I will scrutinize this bill when it comes

down as law. There is no use fussing with it now. It is just too far along.
And let me have your views on what could be done to amend it.

That law will be like Magna Carta.
But beyond that, there will be changea, and I appreciate your letting

us know what changes you feel would be helpful in this field. I am very
sympathetic.

Ms. SEIrmt. Thank you.
Senator JAVITS. MS. Platt and Ms. McCaffrey, I think you really have

dealt with two parts of the same problem. We have been frustrated
in this effort. It was very hard to get the child care deduction, and the
compromise on the whole was pretty fortunate.
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It was so difficult to get it at the start. Now, I think it should be
easier, progressively easier, although we have had a lot of trouble,
to get a reform of the tax law as to women.

I really believe that the heavy discrimination comes in the areas
which you have mentioned. I don't think too many citizens are going
to lose too much sleep over the $28,000 couple earners limitation of
their child care deduction.

I don't say it is fair or unfair, but just the facts of life.
But I do think that you are absolutely right when you couple that

contributing factor, with the real tax disadvantage of being married,
and I have heard, and all of us in Congress have heard, people seriously
discussing whether they should be married at all or just live together,
because it didn't make any economical sense because of the tax laws.

That is a very countersocial stability factor. And so I really am
deeply impressed with the clarity with which you have laid this before
us, and I will do my best to see what we can do about it.

Now, do I gather correctly from you that the key two points are
the standard deduction factor, which you feel is highly invidious, and
the option for the married couple to take the single rate, if that works
out better?

MS. MCCAFFREY. I think that those two provisions coupled with the
discrimination built into the child care deduction will do.

Senator JAVITS. Yes; I said that.
Ms. MCCAFFREY. They will probably do 90 percent of the job.
Senator JAVITS. Fine.
MS. MCCAFFREy. There are 40 some-odd other provisions, however,

in the law that provide the same kind of discrimination, with a smaller
economic impact.

Senator JAVITS. But these are the highlights?
MS. MACCAFFREY. Yes.
Senator JAVITS. Would you agree with that, Ms. Platt?
MS. PLArr. I would.
May I ask you a question?
Senator JAVITS. Please.
MS. PLArr. I am distressed to hear you say that not too many peo-

ple would lose sleep over the couple that earns $28,000.
In addition, is work a privilege for women? How about the women,

such as I myself, who struggled through much education to become a
professional, went through 12 years of a career, and now with a child
finds that I simply cannot make enough money by going back to work.
Is that something that you say, well, no one should lose sleep over it?

We need the money. This is the middle class that is always being
squeezed out.

Senator JAVITS. Ms. Platt, if I may say so, I find this disadvantage
always with me. If I lay a proposition before a witness to get that
witness' reaction, I am alwvays accused of being the author of the
proposition, which is untrue in my case.

I told you to begin with that I am looking at the realistic facts of
the Congress. not at me. I wouldn't be here if I didn't agree with you.

But to look realistically at Congress, what I have said is true, and,
therefore, the case has to be extremely strong. And that is really what
you and Ms. McCaffrey are asking me to take back to my colleagues,
that you do make a very strong case. And I am just trying to get the
highlights from both of you.



613

But what I told you about the normal outlook by my colleagues is

correct. And that is why I was so tough to get this child care deduc-
tion to begin with.

So I appreciate what you say.
MIs. PLArr. Thank you very much.
Senator JAVITS. It doesn't apply to me. I am not insulted about it,

but I just say that I cannot always remedy the difficulty. When you

examine the witness, the witness always identifies you with the
problem you put up to your witness.

MIS. MCCAFFREY. iaybe some of your colleagues would lose some
sleep if they took into account the fact that the same $28,000 a year
couple, instead of getting married, decided to live together unmarried
so they could enjoy the benefits of these deductions.

Senator JAVITS. You are right. I have said that.
We are not children, and we understand that these things go on in

this life. But it certainly should not be at the direction of Government
policy.

One of my staff suggests also, which I think is very sensible, if we
had more jobs like that available, they would tend to attract a higher
level of compensation and a higher level of person and more people.
That's an advantage based upon the testimony that we have heard
about domestics.

We certainly thank you very much, and what you have done will
be extremely lielpful, and I will do my best to use it very well.

The committee will take a 5 minute recess, but it wvill be strictlv 5
minutes.

Before we take the recess, may the Chair announce that we will
not break for lunch. We are going to go right through and finish all
of our work before we break, -and then we will adjourn the hearing.

I have other problems of time in New York, so witnesses, please
don't go away as you will be recalled.

[Whereupon, a short recess was taken.]
Senator JAvrrs. The hearing will come to order.
W~Ye have now a panel on credit and insurance, and the members are

Amalia Betanzos, Barbara Shack, and Carol DeSarem.
Would you proceed, Mls. Betanzos.

STATEMENT OF AMALIA V. BETANZOS, VICE CHAIRPERSON,
NEW YORK CITY HOUSING AUTHORITY

MAs. BETANZOS. Certainly. Thank you.
MNr. Chairman, members of the Joint Economic Committee of the

Congress, my name is Amalia V. Betanzos, and I am the vice chair-
person of the New York City Housing Authority, the agency in New
York which builds and maintains low-income public housing.

I am most grateful for the opportunity to testify briefly on the
question of sex discrimination in the general area of housing. Most of
my comments will be directed to the problems encountered by women
in the private housing market.

Housing discrimination has many dimensions; it extends into such
fields as credit, insurance and pensions, and raises some very basic
questions as to whether this country seriously intends to alter the
courtly bigotry that characterizes its public and private view of
women.
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Social movements in this country, particularly those which raise
the question of group discrimination, have common histories. Regard-
less of the righteousness of the cause, these movements appear to be
sharply limited in their duration. The classic example, of course, is
the black civil rights movement which began in earnest in 1960 and
was virtually extinct by 1966. The reasons for these limits appear
historically to have something to do with the public's ability to sustain
an interest in social tragedy and social change, and the attention-span
of the public media. As far as government is concerned, all social
movements are largely painful interruptions which must be waded
through so that government can get back to the business of governing.
The hope, of course, is that the social movements leave behind them
fundamental changes, both in legislation and attitude, that will in the
course of time set things right.

Another common characteristic of social movements in this country
is that they begin on a highly unsubtle level in that much of the
precious time we are allotted by history is consumed by the high drama
of violence and confrontation. We are now almost 3 years into the
current edition of the movement for women's rights. The incredible
fact of the matter is that for all of the consciousness-raising, for all
the high dudgeon about politics, stereotyping and abortion, virtually
nothing is known in any systematic way and very little has been done
in the field of housing discrimination. If history tells us anything, we
have used up half our precious time already, and the deep substrata
of sex discrimination as it manifests itself in housing, employment
and education has been largely ignored.

Let me tell you how I know this. In preparing this document, I
made inquiries at the appropriate human rights agencies and organiza-
tions. An analysis of the New York City Commission on Human
Rights housing complaints in the year 1973 shows that there were
exactly 11 complaints filed by women and adjudicated by the commis-
sion charging discrimination in housing accommodations. That in
itself speaks volumes about the degree of consciousness that women
generally have about their housing problems. The fact of the matter is
that hundreds of thousands of single women are systematically dis-
criminated against in New York City and State in a variety of ways.

Getting apartments in the first place is difficult and hazardous.
Being treated fairly on leases is rare. This is to say nothing about the
efforts of any single woman in actually purchasing an apartment or
a house. Attempts at home ownership by single women are met with a
barrage of discrimination that starts with the landlord (note that the
second syllable is "lord" not "lady") and ends at the bank, where an
affable official with courtly manners insists on a male cosigner. It is
not too much to say that any woman over the age of 15-regardless
of who she is, suffers some form of sex discrimination in the housing,
credit and related fields.

Do you know, for example, that there is a Federal regulation which
prohibits my own New York City Housing Authority from making
federally-subsidized public housing available to single people until
they reach the age of 62? Eighty percent of the impact of this regula-
tion is on women.

Divorced and widowed women simply disappear into a kind of
housing purgatory in this country. Regardless of their personal stand-
ing in the community, most divorced and widowed women are without
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credit standing and are considered ipso facto poor risks. And this is
only the tip of the iceberg.

Male oriented insurance handcuffs the widow. Employment dis-
crimination ultimately lowers incomes and results in small pensions-
if retirement benefits are provided at all.

When women try to deal with their problems of low income and low
pensions in creative ways. they are often met by new and different
obstacles. The Supreme Court's decision, upholding the village of
Delle Terre's zoning regulations against more than two unrelated
people living together was discussed in terms of communes, but will
probably have its most substantial impact once again on women.
Sometimes I wonder if the men who run this country believe that
when they die or are divorced, their wives simply disappear from the
Earth. Further, the housing and real estate industries employ a vast
labor force that reflects the classic discriminatory pattern against
women, and all of this is deeply ingrained into the American psyche.
Think for a minute: the word "landlord" evokes a picture of owner-
ship, while the word "landlady" evokes a boarding house matron
serving cold soup.

Having painted this rather grim picture, let me amend my own
argument to some degree by suggesting to the committee that they
study local law No. 7 of the city of New York for the year 1973, which
was passed unanimously by the New York City Council and signed
into law on February 7, 1973. The law goes to some of the questions I
have raised in this paper, namely, the very serious matter of direat
discrimination against women, most specifically, single women, in
acquiring apartments in the city of New York. It is a remarkably
enlightened law which also addresses itself to discriminatory prac-
tices on the part of banks, trust companies, savings and loan associa-
tions, credit unions, and so forth.

I have, however, serious doubts as to whether or not this law con-
stitutes a real force for change in the city of New York, and would
warmly recommend that comparable, even stronger, Federal legisla-
tion be drafted and passed paralleling this document.

If I may, let me give you just a little chapter and verse about hous-
ing discrimination against women in the city of New York. A year
ago, it was shown that over one thousand buildings on the East Side
of Manhattan had a clear record of discrimination against women
tenants and would-be tenants. There are even cases on record where
a woman tenant who is divorced or widowed is refused lease renewal
when her lease expires. Because of the complicated systems of maxi-
mum and minimum incomes used in much of the publicly subsidized
housing in the city of New York, a host of discriminatory devices
have surfaced to prevent women, particularly single women, from
getting a decent home. And I could go on, but as I have said before,
there simply isn't sufficient public attention being paid to these more
subtle forms of sex discrimination in our society. I must say in all
candor, that I believe that despite the current official vogue in wo-
men's rights, despite this excellent hearing, nobody is going to do it
for us. No government official, no public agency is going to settle this
question without enormous pressure from organized women. And the
work we have to do is not all picket sign art and opening all male
saloons. Right now, without a moment's delay, we need an army of
analysts to identify our targets; and we must understand the subtle-
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ties that centuries of mindless bigotry about the role of women in this
society has produced.

I can only hope that you will respond.
Senator JAviTs. Thank you very much.
Ms. DeSarem, with your permission we will go right to Ms. Shack.
Ms. Shack is the assistant director of the American Civil Liberties

Union.

STATEMENT OF BARBARA SHACK, ASSISTANT DIRECTOR, NEW
YORK CIVIL LIBERTIES UNION

MIS. SHACK. New York Civil Liberties Union, Senator, and I direct
the women's rights project of that organization.

The insurance industry, on its own and in conspiracy with em-
ployers, has systematically discriminated against women and denied
women and their families the economic security that equitable and
humane insurance practices should provide.

The protection of life and property that insurance provides is so
fundamental to economic security and well-being that discrimination
in its availability represents a serious deprivation.

In July 1973, I testified before this committee on the same subject
and presented substantial documentation of discrimination in insur-
ance. That full statement and exhibits appear in the record of the
hearings. I will only summarize them today.

Trwo-thirds of the population have health, accident, and life in-
surance coverage through plans partially or wholly paid for by
employers as a salary fringe benefit. Federal and New York law
require that equal fringe benefits be provided regardless of cost and
without discrimination because of race, creed or sex. Yet a recent
survey of the 50 largest employers in New York State revealed that
discrimination against female employees exists in each plan-that
employers and insurers are accomplices in devising insurance plans
that discriminate.

Much of the inequity in insurance coverage in group plans is the
result of agreement between employers and insurers to formulate
plans that cost less by reducing the coverage for women.

From complaints received by the NYCLU and other groups and
agencies, it is possible to identify more than 30 common insurance
practices that discriminate against women.

Since the hearings last summer, the problem has become noticeably
more miserable and as a result women from all over the country have
been contacting us and other agencies complaining that they are not
getting a fair share, so we have been able to categorize them.

Senator JAVITS. Has there been any improvement?
MTs. SHACK. Yes. In one particular area, and I think that is the

result of a lawsuit that was brought in New York and Pennsylvania,
challenging the unavailability of disability income protection insur-
ance to women on the same conditions as to men. So a lot of com-
panies in the past few months have changed their policies dramatically
and made available some of the coverage that was not available before.

That is the only area that I sense any real nervousness.
In the area of disability income policies, males are offered coverage

to the age of 65, and females can often by policies that will only give
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them benefits for 1 year or 2 years or 5 years, but many companies
won't offer them coverage to age 65. Premiums for women in that
area are often as much as three times higher than men.

Limits on the amount of insurance a woman may buy are lower
than men of similar age and occupation and salary.

In the area of hearth insurance-I am just picking up a few sam-
plers-females may be restricted from including husbands as depend-
ents even though males are permitted to include their wives in many
plans.

Maternity benefits are not provided on the same terms and condi-
tions as the male employee spouses, and maternitv related coverage
is often sharply limited.

Prenatal and postpartum care is not covered by insurance in most
instances. Maternity coverage may be subjected to a flat maximum
benefit unrelated to true expenses while other conditions are covered
on an indemnity basis.

Annuities and pensions, individual annuity programs are sex-
segregated, leading to lower monthly benefits for women, based on the
longer life expectancy of the female group, even when they have made
equal contributions to those made by men.

In life insurance, the most dramatic discrimination is that in the
one area where women would benefit from the actuarial benefits
where they live 6 to 8 years longer, the average setback in rates is
only 3 years.

In automobile insurance, women, divorced and widowed, often find
it very difficult to purchase policies, and in New York are put in
assigned risk pools, or their rates go up.

Senator JAVITs. What about no-fault, will that help?
Ms. SHAcK. I don't think so. It doesn't seem to have helped. That

is a more subtle kind of discrimination.
It is more the judgment of the individual broker than a divorced

woman has, after he checks through his manual and discovers the
warning, "Watch out for divorced folks."

The other problem is that married women are covered under poli-
cies that are owned by their husbands. If the husband dies or leaves
the family, she goes out as a first time consumer with no insurance
history, and since the policy was never jointly owned, she's treated
almost as a new driver, so her rates go up.

Forty percent of all women over 16 hold jobs-A1 percent of these
are single, widowed, or divorced, and another 21 percent have hus-
bands. whose income is less than $7,000. So, for a majority of working
women and their families, health care costs and loss of earnings could
mean financial disaster. Yet, the underwriting manual of the North
American Re-Assurance Company warns:

* * * women's role in the commerical world is a provisional one * * they
work not from financial need, but for personal convenience. The subjective
circumstances which create "convenience" tend to change, and if a woman has
disability coverage, the temptation exists to replace her earnings with an insur-
ance income once work loses its attractiveness.

The attitude that women are too risky or too expensive to insure
prevails in the industry and underwriting manuals for many com-
panies warn brokers about female risk. The insurance industry also
reflects the societal view that a woman's anatomy is her own destiny
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and that the risks inherent in childbearing are her own responsibility
and not an insurable interest.

Maternity coverage is usually excluded from coverage or severely
limited in most group policies, and so expensive in individual policies
that the costs are prohibitive.

Insurance premiums excluding maternity coverage are usually
higher for women, sometimes three times higher, than for men be-
cause the industrv has the historical habit of using the convenience
of sex-based actuarial tables to predict risk and set rates. Whether
or not these tables are really accurate is a matter of great dispute.
However, assuming their accuracy, I believe that the convenience of
sex classification does not justify the resulting discrimination.

If, for example, 0.5 men and 1.5 women out of 1,000 claims disabil-
ity benefits, it means that all women will be charged a premium three
times higher than their male equivalent. It places the full cost of the
statistical difference on every woman simply because she is a member
of the female class.

Senator JAVITS. So you want the men to share the actuarial load
really ?

MS. SHACK. Well, I am saying there are other criteria that more
accurately predict disability or ill health, such as smoking, alcohol
habit, weight, prior medical condition, family history.

I point out that in many States, historic concern for protecting
racial minorities against insurance discrimination was not qualified
by permitting statistical differences between the races to justify dif-
ferent premiums. In 1970, the life expectancy of whites was 7.1 years
longer than blacks. Yet it has been the public policy of New York
since 1892 to prohibit different premiums for life insurance based on
actuarial computations of black and white longevity. Therefore, just
because sex classifications based on actuarial computations are sta-
tistically valid, it does not mean they ought to be legal. There is no
business necessity that would be severely compromised if sex classifi-
cations were replaced with other classification schemes which do not
compromise economic rationality.

Until now, there has been no Federal regulation of the insurance
industry. The McCarran-Ferguson Act of 1945 exempts the insurance
industry from Federal antitrust laws and leaves regulation entirely
to the States. State insurance departments have been negligently lax
in requiring fair treatment for women and are usually without any
legislative mandate to do so.

For example, the New York Civil Liberties Union recently filed a
class action in Federal court against the superintendent of insur-
ance of the State of New York for systematically approving the sale
of insurance policies that discriminate against women.

One insurance writer points out:
The social responsibility of insurance regulation, then, is to recognize thatchanges in and out of insurance are constantly altering the social responsibilityof insurance regulation; that its goals should change accordingly; that some-times it falls to government to lead the industry toward change; and that italways falls to government to make the conscious effort to order Its own houseby current thought and not by habit.
In closing, we would like to suggest that the Federal Government

order its own house by at long last regulating an industry that obvi-
ously cannot regulate itself.
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We urge the enactment of an Insurance Equality Act which would
prohibit any discrimination or distinction because of race, religion, na-
tional origin, sex or marital status in the sale of insurance with
respect to:

One, the availability of insurance; two, the scope of coverage or the
terms and conditions of any policy; three, the cost of premiums.

This legislation should also spell out that equal coverage for women
means that maternity-related care should be as fully covered as all
other kinds of medical care and should include:

One, treatment associated with voluntary control of reproduction;
two, normal obstetrical care; three, all complications of obstetrics;
four, pre-natal care; five, labor and delivery; six, newborn care from
moment of birth through first year of life.

Thank you.
Senator JAVrrs. Thank you, Ms. Shack.
I gather you are late for an appointment and want to go, and I have

asked you the questions I had in mind to ask you, so if you wish to
leave, please do.

MS. SHACK. Thank you.
Senator JAVrrs. Ms. DeSarem, would you please proceed.

STATEMENT OF CAROL DeSAREM, VICE PRESIDENT FOR EMPLOY-
MENT LEGISLATION AND EDUCATION, MANHATTAN NATIONAL
ORGANIZATION OF WOM5EN (NTMOWI)

Ms. DESAMEM. Mr. Chairman, members of the Joint Economic Com-
mittee, my name is Carol DeSarem, vice president of NOW. New York
and National Task Force Representative on Credit for the New York
City chapter. I will speak to you on discrimination against women in
the extension of credit and employment.

Women are 40 percent of the work force and 53 percent of the popu-
lation; therefore, we feel that women should have their own credit
rating when they are employed or choose to do so. Discrimination in
employment and credit makes the women of this country second-class
citizens.

Denying credit prevents women from owning businesses or property
therefore, bcoming women of "no property."

I have received over 100 case histories from women across the
United States on credit discrimination. Some illustrations how a fe-
male is discriminated against is as follows:

In the case of a married woman who was told by a bank her income
would be counted if she produced medical papers to prove she had a
hysterectomy. When she stated she could produce papers her husband
had a vasectomy she was told she still could become pregnant, insinuat-
ing she would commit adultery. This attitude affects the lower-middle
income class the most because with a combined income of husband and
wife, a family can own a home, otherwise they are forced to live in
lower income neighborhoods or slums.

The National Health Services were given a Federal grant to set up
a clinic to help women in birth control, pap tests, and self-examination,
et cetera. It is housed in the New Yoik Stock Exchange. The banks
and the brokerage firms have refused to notify the women in this
area that these services are available by the U.S. Government at a
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low cost of $10 for a full examination and $2.50 for pregnancy tests,
the reason being that they consider this controversial. It is con-
troversial to them to deny women in New York City this service given
by the Government, but it is not controversial for them to give women
mortgages or, say, a husband and wife.

Home improvement loans are denied to widows or divorced women
which prevents them from maintaining their property, and in some
cases lack of maintenance forces these women to sell their homes at a
loss.

A female editor with an income over $10,000 and a $5,000 savings
account applied for a car loan and was told her husband would have
to cosign plus she would need another cosigner. They would not accept
her sister-in-law who had a personal worth of $900,000 because she
was a woman, but they accepted her father whose income was $15,000.

A woman was denied a loan to start a small business, while men
offering the same amount of collateral were accepted. Most banks will
not even offer to fill out an application.

A dean of a college whose income is $30,000 plus, sought a home
improvement loan of $3,000, was given a runaround and insulted
later when she found out they were waiting for her husband to return
from vacation to approve the loan even though they were divorced.

These are just a few of the many ways a female is discriminated
against in credit. This type of discrimination makes it impossible for
women of this country to become financially independent. What we
have now in this country is the select few deciding who should make
it and who should not. Women receive the lowest paying jobs. They
are hired last and fired first. Women and children make up the group
of poverty in this country. A major department store in this country
who, by the way, is under investigation by the EEOC leads women
to think if they pay the outstanding bills their husbands left they can
still keep their credit cards. After they pay the bill out of their small
source of income their credit is canceled. This leaves these women who
live in the rural areas of this country without the service of ordering
from the catalog for inexpensive quality goods. Now they either do
without clothing for their children or are forced to buy at high prices.

I request that this committee issue guidelines and regulations as
well as enforcement provisions that will make it unlawful to deny
credit to qualified women. There are no statistics that show women are
credit risks. This whole attitude is based on myths that women's role
is to bear children. This is not so today. Women have control over
their bodies and on the average spend 43 years in the labor market,
according to the U.S. Department of Labor.

Women have helped build this country from the sweatshops in New
York to the building of the West. It was women who went to the fac-
tories during World War II. Yet they are denied free opportunity. in
employment and credit.

If you allow this system of discrimination to continue that excludes
53 percent of the population, then the United States can no longer be
called a democracy -because democracy is the absence of arbitrary
class distinctions or privileges.

I urge prompt action on this issue which subjects women to these
demeaning standards.

Senator JAvrrs. Thank you very much, Ms. DeSarem.
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Ms. Betanzos, about the housing, your purpose in directing our at-

tention to local law No. 7 of 1973, I gather, was as a model leading to

possible amendment of the Federal antidiscrimination and housing
laws; is that correct?

Ms. BETANZOS. It certainly is, Senator. We feel that this is some-

thing that should be done.
It was a grievous omission, and hopefully will be corrected as soon

as possible.
Senator JAvrrs. What precisely would this law do if followed on the

Federal level?
Ms. BETANZOS. It would prohibit discrimination of renting, because

of sex, which is something I alluded to in the testimony, and is just so

prevalent in the whole State of New York and probably in the whole
country.

Senator JAvrrs. But mainly its impact will be on rental housing?
Ms. BETANZOS. Yes, it will be.
Senator JAvrrs. What about the various cooperative programs which

give some kind of subsidy, have you-
Ms. BETANZOS. Yes. The subsidy programs, of course, the regula-

tion that single people under the age of 65 cannot be given apart-
ments is particularly damaging to women. We would like to see this

.regulation done away with. It affects both men and women who are

single, unless they are handicapped. But certainly women are the ones
who suffer most hv this regulation.

The State regulation, incidentally, provides for under 5O years.
Senator JAVITS. So we should check into that. Thank you very much.

We will study that local law very, very carefully.
Ms. BETANZOS. Thank you, Senator.
Senator JAVITS. Mr. Shackeuer raises this question, Ms. Betanzos,

maybe you could help us with it. Is the reason for the Federal housing

discrimination against single people because there is not enough to

go around, so, for example, would such an apartment be available to

two single people living together?
Ms. BETANzos. It would seem to me that whether or not an apartment

is available in federally subsidized housing to single people under 65

should be determined by their housing priorities, which includes hous-
ing that they are presently living in, whether they are being displaced

because of governmental action, and whether the housing is substand-
ard rather than by the person's age.

Senator JAVITS. Rather than existing criteria which is strictly the
physical standard?

Ms. BETANZOS. Yes, sir.
Senator JAVITS. Ms. DeSarem, there is a bill which passed the Senate

relating to credit discrimination. I supported it and joined in it-the
Fair Credit Billing Act.

Now, there is also a bill in the House of Representatives sponsored
by Representative Griffiths, who was supposed to be here this morning
with me. It is the bill of Mrs. Sullivan, of Missouri.

Have you studied those bills? Can you give us any views on them?
Ms. DESAREMi. Yes. A lot of my documentation went down to Wash-

ington that aided in this bill with Senator Brock and Senator Williams
from New Jersey, because the letters that I received from hundreds
of women across the United States brought this type of problem to
the surface.
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Now, what has happened is, this bill has gone through the Senate
90 to 0 which everybody said was great. However, the rest has been
tied up in committee. There have been lobbying groups exercising a
great deal of pressure on this committee to water down this bill with
amendments that make it totally unworkable, the lobbying groups be-
ing mainly businesses and banks.

This is what we could now consider a serious economic threat to
women, because in New York State the credit bill was just re-
cently signed by Governor Wilson. Already we are getting now com-
plaints still in granting women loans and mortgages through banks.
They have devised, now, a new system of discrimination. They will not
come forward and say to a woman, "We will not give you a loan or
count part of your income for a mortgage on a home because you are a
woman." What a major bank in New York City that already has cases
filed against them in the courts for this type of practice is doing is
that they are counting only half of the husband's income.

Well, when we sat down and we figured out the total loan, we found
out what they were really doing was counting the husband's income
100 percent and only half of hers.

This woman, by the way, happens to be assistant controller of one of
the largest department stores in New York City whose income is well
over $25,000. So even with individual State laws we have what is
commonly known in National Organization for Women a running
battle against these financial institutions.

We are now equipped to handle this. We are not funded by any-
body. This is all volunteer work. And, therefore, this legislation is
extremely important to women in the United States because the women
are the poverty group in this country.

And, OK, women in New York City can stand up and fight for their
rights, but what about the women who live in Alabama, Texas, and in
the ghetto areas of California? They are the ones that suffer the most.
Because where it affects them is mostly their children.

Senator JAvITS. What really you want me to do is
Ms. DESARETA. We have to have Federal legislation. As Barbara

Shack pointed out, these industries will not police themselves. They
will not do their own internal housecleaning on their own. The only
thing they will listen to is Federal legislation.

Senator JAVITS. We will get the record of the hearing that you have
just referred to, and we can try and use them in the House to push for
action. And I will advise Representative Griffiths about your
testimony.

Ms. DESAREM. Thank you.
Senator JAVITS. I am sure we can call that to your attention. And we

will put in the record your testimony so as to form some kind of in-
centive to the House to move.

But your complaint now, really is not against us in the Senate; it is
in the House.

Ms. DESAREM. Yes. I would be glad to supply any of these letters, by
the way, if you are interested.

Senator JAVITS. Ms. Bander will discuss that with you.
Ms. DESAREM. Thank you.
Senator JAVITS. Thank you so much, ladies.
We now have a panel of parents mainly directed to the day care

issue; would you mind coming up. Gertie Hodges and Dolores Rad-
cliff, Lucille Williams will sit with the panel.
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And, Ms. Hodges is the director of the Seabury Day Care Center.
Ms. Hodges, would you proceed in your own way.

STATEMENT OF GERTIE HODGES, DIRECTOR, SEABURY DAY CARE
CENTER

MS. HODGES. Mr. Chairman, members of the Joint Economic Com-
mittee, I welcome the opportunity to appear before the committee.
With me at the table is Ms. Lucille Williams, a parent whose child is in
our school-age program.

This hearing, like others that have gone before and others that are
sure to follow, demonstrates not only heightened public awareness to
the needs of women and children, but also official awareness of Govern-
ment's responsibility for meeting those needs.

The New York City day care program is the largest publicly sub-
sidized program in the country. It is administered by the agency for
child development whose fiscal year 1974 budget is $i24 million. Fed-
eral funds account for half of the budget, State and local funds each
account for 25 percent.

The group day care program serves approximately 35,000 chil-
dren in 426 centers; 25,800 are preschool children, 8,600 are school
age and 360 are infants. Family day care serves approximately 6.000
infants, preschool and school-age children in approximately 1,500
family day care homes.

When you consider that in 1966 there were only 93 publicly fudlued
day care centers in New York City serving only 6,700 children, the
significance of title TV-A funding becomes obvious. Indeed, only the
continued flow of Federal funds allocated under the Social Security
Act has made this growth possible.

My day care center, Seabury Day Care, serves 85 preschoolers and
40 school-age children.

Traditionally, publicly subsidized day care in New York City has
been provided as a service to the working poor for no fee or for a
fee ranging between $2 and $25 graduated scale. The fees, as mandated
by the New York City fee schedule established in 1965, are based
on an analysis of a family's income, taking into consideration such
costs as food, clothing, shelter, medical and other work-related
expenses that are absolute necessities.

By basing the fee schedule on a family's disposable income after
deductions for basic expenses, what the family pays reflects its real
ability to pay. In this way, we maintain the priority of low-income
families for day care services and, at the same time, do not penalize
the upwardly-mobile family.

An analysis of the incomes of the families served and the fees they
pay, indicates the following: 42 percent of families are public assist-
ance recipients and pay no fee at all. Most of them work but still need
supplemental assistance. Another 40 percent pay $2 because they earn
less than $8,000; the remaining 18 percent pay anywhere from $3 to
$2o a week, depending on their income which may go up to $13,000.

In all, there are probably no more than 600 children out of the
42,000 served in the group and family day care program that are at
the $25 level and the State and city share the cost of their child care
services.
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Senator JAvrrs. How many did you say? What was that last figure?
Ms. HODGES. 42,000 served in the group and family day care

program.
Senator JAVITS. No, that last figure.
Ms. HoDGES. Six hundred.
These are families where the child's need outweigh the family's

financial status.
Of the 87 families Seabury serves, 73 are working, 6 are in training

and 35 receive some form of public assistance. Of the remaining 6
families, 5 mothers are looking for work and one child was placed with
us because the mother is an addict. In this case, as in most of the cases
where the child is placed in the program because of social needs, day
care is an alternative to foster care; a service which keeps families
together instead of pulling them apart. As you know, day care is less
expensive than foster care, often one-fifth the cost.

At Seabury, most of our families pay $2 per week. The highest fee
paid is $13.75.

The average cost of child care in the private market is about $95 to
$105 per week under the minimum wage requirements. In most cases
child care in the private market in Newv York City can be defined as
being in-home care of the child by a neighbor or relative, or outside
care in an unlicensed facility that provides little more than custodial
or babysitting services. In the latter case, it must be noted that most
privately-funded child care centers are not open for the full work day.
At present, there are only about 20 privately-funded, licensed child
care centers open from 8 a.m. to 6 p.m.

The problems we face here in New York City. and I am sure every
woman faces, with regard to day care, concern the following: One,
assuring an adequate supply of day care service; two, determining
who is going to be eligible for publicly-subsidized day care; and, there,
assurin~g child care services provided are quality services.

In New York City there are approximately 300,000 children that
are currently eligible for the day care program, but with the ceiling
that was placed on title IV-A funds in October 1972, the City's efforts
to expand the program beyond the current level of enrollment has
been curtailed.

Senator JAVITS. What was that figure, of how many needed?
Ms. HODGES. 300,000.
Senator JAVITS. 300,000 as against 36,000 spots?
Ms. HODGES. Right.
Senator JAVITS. About 1 to 10?
Ms. HoDGES. Right.
Senator JAVITS. Where do you get the 300,000 figure, Ms. Hodges?
MS. HODGES. Well, from the different day care centers.
Senator JAVITS. You mean to the number of applicants, et cetera?
Ms. HODGES. That is right. Those who have applied.
Senator JAvITs. OK.
Ms. HODGES. Last year the State gave the city $10 million to make up

for the loss of Federal dollar. This year Governor Wilson refused to
reappropriate the special appropriation. The city, unlike the State
which has a budget surplus, is strapped for funds.

In view of this and the need for publicly subsidized services for
those mothers who cannot afford it in the private market, I recommend
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that title IV-A be exempt from the funding ceiling on social services
spending.

Day care is an essential service, especially for women who want to
go to work. In fact, it is as much an income maintenance program as
public assistance itself in that New York City day care offers publicly
subsidized health, nutrition, educational, and social services as well
as child care to families who cannot otherwise afford them.

Though many mothers will not be able to go to work if they cannot
get child care, some mothers who have to work because they are the
sole support of the family or because their family income is below the
minimal level needed to survive, will have to go to work anyway. and
may leave their children in inadequate child care arrangements or
home alone. This in itself is discrimination against women. As you
know, most poor families are headed by women. One-half the families
using publicly subsidized child care services in New York are one-
parent families.

This brings us to the second problem, who should be eligible to receive
publicly subsidized child development services. Though most of us
would agree that the Government should provide subsidy for the poor,
there seems to be a wide disparity as to how you define poor.

As you know. HEW, and in fact New York State department of
social services as well, have proposed regulations that would severely
limit the access of poor women to child care services. The financial
eligibility criteria they established was nationwide and this did not
take into account the differences in the cost of livinlg in diferent parts
of the country. The income cutoff levels were so low that in New York
City where the cost of living is high, many working women, especially
the upwardly mobile families, would be penalized. In many cases, a
woman who had received a job and thus gone off welfare as a result
of day care would then become ineligible for day care services under
the proposed HEW guidelines. We won the battle temporarily against
HEW; the regulations were postponed. But we've not been so fortunate
vis-a-vis the State department of social services. As of July 1, 1974,
the State has mandated that the city will have to conform to the state-
wide fee schedule.

The day care community as a whole in New York has been fighting
this because the State eligibility criteria, unlike the city's, does not take
into account the cost of living in the city. About 13 percent of the
current families would be ineligible for Federal and State
reimbursement.

Therefore, I would recommend that eligibility for publicly subsi-
dized day care be based on the families' true ability to pay and thus
take into account the cost of living in the area.

Senator Javits, with your permission, Ms. Williams, a parent at
Seabury Day Care, would like to take a minute to tell you what day
care has meant to her.

Senator JAVrrS. Please.

STATEENT OF LUCILIE WITTIAMS, SEABURY DAY CARE PARENT,
BRONX, N.Y.

Ms. WmLIAmS. My name is Lucille Williams and I am a mother of a
school-aged child.
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Senator JAVITS. Where do you live?
MS. WILLIAMS. I live at 1555 Seabury Place, in the Bronx.
Senator JAVITS. Go ahead.
Ms. WILLIAMS. And I am the mother of a school aged child en-

rolled in the Seabury Day Care Center.
My daughter's name is Cheryl Williams, and when she was admitted

to Seabury on December 1970, she was 4 years old-not exactly 4.
I must say that I can truly be proud of the progress that Cheryl

made as a result of being in Seabury. When she graduated from thie
kindergarten at Seabury, she was reading on a first grade child's level.
Nowv Cheryl is in the second grade at P.S. 61 in the Bronx, and receiv-
Jng above average grades.

She still attends Seabury Dayeare after school. She will attend
after that for the summer program. She is also receiving tutorial
services from the teachers there.

Before Cheryl was admitted to Seabury, I was unable to work as
a result of not having anyone to care for her. I was completely sup-
ported by the department of social service.

After receiving proper child care service for Cheryl, I applied to
the board of education for a job and got it. I am now employed by
the board as a paraprofessional at the early learning center number 2,
also in the Bronx.

After a short training period, I am proud to say that I am now
the main source of income for my family.

If day care had not been available, I am sure I would not have been
able to work.

Knowing there are many other mothers in New York faced with
the same sort of situation, I have more friends that would be able
to be available for the day care program. Without the Government
subsidy, many mothers like myself would not be able to afford day
care.

Finally, I feel that day care is to all mothers who use it and the
ones that should have the use of it been allowed-if allowed to use it,
I am sure it would be like light is to darkness, what water is to thirst
and, last of all, what food is to hunger.

Senator JAvrrs. Thank you very much, Ms. Williams.
Ms. Radcliff, you have been patiently sitting by. We don't want to

deprive you of the chance to say a word if you want to.

STATEMENT OF DOLORES RADCLIFF, EAST H1ARLEM DAY CARE
PARENT

Ms. RADCLIFF. My name is Dolores Radcliff, and I live in the East
Harlem area, and we are not as fortunate as the people in the Bronx
because I am here to testify about more money for day care facilities
in Harlem which we need desperately.

When a child becomes 8 years old, or in the third grade, day care
no longer provides service for that child. We are saying in east
Harlem that an 8-year-old needs some kind of supervision because he
cannot carry a key around his neck, and he is not old enough to take
care of responsibilities such as opening a door, and taking care of
himself, until the parents come home.

We are in desperate need of day care money for an extensive com-
prehension after school program for children from 8 to 12 years old.
East Harlem does not have that, and we need it so desperately.
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Because when I came home 2 weeks ago, I had to go to the nearest
police precinct to pick up my kids from wandering around the street,
whereas if I had day care service for my 8 year old, I wouldn't have
had any need to do this.

We need extensive day care planning immediately for the children
of east Harlem, and this is what I would like to see in the next session
of the Congress and the Senate.

Senator JAvITS. Thank you. I will be back to you with a question or
two if you will just stand by.

Mis. Hodges. do you have any official responsibility for all the day
care centersa. You testified to some broad figures. I just wondered how
you came by those figures.

Ms. HODGES. Well, I got this from different sources and from the
agency for child development.

Senator JAVITS. But really you are confined to your particular
center as far as official responsibility is concerned; isn't that true?

Mis. HODGES. Riight.
Senator JAVITs. My office tells me that I am on the board of your

center.
Ms. HODGES. That is right. You are.
Senator JAVITS. I am an honorary member.
Now, the main question I'd like to ask you, Ms. Hodges, is this:

There are two types of day care centers now. One you have described.
That is, it is partially supported by social security. The other, a com-
munity action agency center which get their support under the
poverty program.

Do you have any acquaintance with those at all?
Ms. HODGES. No. I think you are referring to the head start

programs.
Senator JAVITS. Well, the head start and other community action

agency programs.
Ms. HODGES. No. I work with the "Day Care."
Senator JAVITS. So that your program is a social security program

essentially?
Ms. HODGES. Yes.
Senator JAVITs. And you are not oriented to the other?
Ms. HODGES. No.
Senator JAVITS. There is another program, and we are now engaged

in -an enormous effort to be sure that the community action agencies
which conduct day care centers are kept alive.

Now, the $25 that is the maximum pay that centers like your own,
that is. $25 a week

Ms. HODGES. That is right.
Senator JAVITS. Does that pay the cost fully?
Ms. HODGES. No; it doesn't.
Senator JAVITS. Within that group. I am talking now not of what

you said about $95 to $100 a week if you brought somebody in your
home, minimum wage, et cetera. I am talking now only about a group
operation.

Will $25 a week per child pay for a group operation with, let's say,
the same number of children you have, roughly a hundred?

Ms. HODGES. No; I wouldn't think it would.
Senator JAVITS. What do you think it would cost to really pay its

.way?
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Ms. HOnGES. I would not be able to say offhand. But the services
that we offer, we have certified group teachers; that is, the personwith a B.A., maybe an M.A. and this person would have to consider
the salary of these teachers by three per class.

We have a group teacher, assistant, and aide. Then you have all of
the other staff like family counselors and bookkeepers, cooks, janitors,
besides the services that the children get, which includes one hot lunch,
three snacks, including breakfast, and materials to work with in the
classroom.

I would say that the $25 would not-
Senator JAVITS. What would you think it would be? What's your

estimate?
Our figures show that it would be $3,300 a year, in round figures, tolook after a child in a day care center.
Ms. HODGES. Well, I would hate to give a figure not being sure of

myself, but I know the $25 would not cover it.
Senator JAVITS. You see, the figure we have would be a very sizable

figure, you know. Almost three times that. But you are not prepared
to give us a figure?

Ms. HODGES. No.
Senator JAVITS. Do the parents take kindly to the sliding scale?
Ms. HODGES. Yes.
Senator JAVITs. The figures you gave us were 1965 fees. And, of

course, the dollar is worth probably 50 percent of what was in 1965.
Shouldn 't those fees now be readjusted ?

AMs. HODGES. W1ell, if you consider who is paying those fees, and
what they are making, you know, their income, I don't know if it
would be worthwhile to have it.

Senator JAVITS. Then it is a fact, is it not, Ms. Hodges, that fees
which are the result of political decisions, you find it very hard to in-
crease, and people complain?

Ms. HODGES. Right.
Senator JAVITS. That is a very real problem for us, it really is. Be-cause if we could get more money, we could take more children andhave a bigger operation. But somebody has to have the courage to do

it. For those who could afford to pay.
Are you a professional yourself ?
Ms. HODGES. Yes, I am.
Senator JAvrrs. And this is your sole job?
Ms. HODGES. Yes, it is.
Senator JAVITS. You are a very intelligent woman and we shouldall be very grateful to you for undertaking it.
Will you have any suggestions for Federal legislation aside fromthe increase in coverage?
Of course, the key to it is, you know, one slot for 10 children.Ms. HODGES. Well, that is the main thing. If we could get thisincrease and maybe if-more of you were really aware of what'sgoing on in the day care centers and the services that are beingprovided, then maybe we'd get this in right away.
Senator JAVITS. So it is the increased number of slots or placesthat you feel is the key?
Ms. HoDGEs. Right.
Senator JAVITS. Ms. Williams, you raised a very interesting ques-tion. Could you calculate for us how much per week, per month, orper year you were getting when you were on welfare?
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Mr. WILLIAMS. Oh, I could-
Senator JAVITs. Just give us an approximate figure.
Ms. WILLiAms. A rough figure?
Senator JAvrTs. Yes.
Ms. WnLLIAMs. What I was getting from social services when I

started was around $56 for myself and a child when I first started.
Senator JAVrFS. Then what has that grown to?
Ms. WILLIsAS. Then it went up to $64. And from $64 to $86, and

at the top scale, it went from $100 and-I think it was $120 to $134.
Senator JAVITS. That was the most you got, $134?
Ms. WILiLAMS. That's the most.
Senator JAVITS. That was $134 what?
Ms. WILLIAMS. Dollars, biweekly.
Senator JAVITS. Every 2 weeks?
Ms. WILLiAMS. Right.
Senator JAVITS. And what year was that?
Ms. WILLiAMS. It started I'd say in 1961.
Senator JAvrrs. What year did you get the $134?
Ms. WILLIAms. Two years ago.
Senator JAVITS. Now, then you got a job?
Ms. WTLLITA s. Yes.
Senator JAvrrs. Plus day care made that possible. What do you

earn on the job?
Ms. WnLLIAMs. With getting my high school equivalency diploma

last year, I go now to $96 biweekly.
Senator TAVITS. You get $96 every 2 weeks?
Ms. WnLLIAms. Right.
Senator JAVITs. Does that have to be supplemented now by any

kind of public welfare?
Ms. WILLIAms. Yes.
Senator JAVITs. How much do you get in public welfare?
Ms. WILLIAMS. $138 biweekly.
Senator JAVITS. So you are getting about the same as you did

before?
Ms. WiLLiAms. Right.
Senator JAVITS. Except that if you had only that to depend on,

you couldn't live on it.
Ms. WiLLiAMS. No.
Senator JAVITS. So that with the improvement of your situation

you didn't have to get an increase over the last 2 years and, still with
your job, you can live on what you have; is that correct?

Ms. WILLIAMS. Well, I am managing on what I have.
Senator JAvnTS. I realize that. No one says you live opulently. But

I am just trying to figure out, so it is fair to say, therefore, that day
care has helped you to the extent of $50 a week which, otherwise, would
have to come from welfare?

Ms. WILLIAMS. Right. And which I couldn't get from welfare.
Let me say this: With as much as I make as do other people, I can

see that unless people are taught how to use the money, they are not
surviving. I see it every day.

Senator JAvIrs. Your high school equivalency you got in the adult
education program?

Ms. WILLIAMs. Right.
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Senator JAviTs. You will be interested to know that I am the
author of that program, and just the other day, after a terrific struggle
in the conference committee on this subject, which finally will make
the law, we succeeded in getting what New York needs and what more
rural areas of the country didn't want to let us have.

Ms. WILaLAMS. Thank you. We need more people to be encouraged
to get into it now.

Senator JAvrrs. You encourage me too.
Ms. Radeliff, about the situation in east Harlem, aren't the schools

open after hours for exactly the purpose that you named?
Ms. RADcLIFF. Certain schools. But, again, a child must be recom-

mended to go there for one reason or another, such as if he's a slow
reader or if he is a slow learner, but that's an after school program.
But if a child is used to beingf in day care, from age 3 until 8 years
old, I think some provision should be made in that same day care
center to give adequate service. Because I have seen many after school
programs which are good, and I am not knocking them. It is other
teenagers who need this service in reading, writing, and so forth.

But I think younger children need-a much more sophisticated kind
of supervision.

Senator JAVITS. Than they would get in the after school program?
Ms. RAfl6i'F=. Right. More than a more mature kind of child.
Senator JAVITS. Are you acquainted with any community action

agency operation of that kind in east Harlem?
Ms. RADCLIFF. *Yes. The church -has one. The Protestant Parish

Church.
Senator JAVITS. And what about joining into that?
Ms. RADCLIFF. They are always overcrowded.
Senator JAVITS. Too few of them?
Ms. RADCLIFF. Right.
Senator JAVITS. In other words, it is a good idea, but there is just

not enough of them?
Ms. RADCLIFF. That is right. They don't have the space.
They have the space; they don't have the teachers. There is always

some problem. They don't have the money.
It is something that they just don't have to make this service-and

this is a most needed service.
Senator JAvITs. And when you had to go to the police station to

pick up your 8-year old you probably shuddered thinking that would
happen to him as he got older.

Ms. RADCLIFF. Well, when I got there, an hour later, they were on
their way to the shelter, and I wanted to know what for. You know,
I am a neglected mother who when I was sent to work, an assistant
knew that I 'had these difficulties, because they knew I had these chil-
dren, but I was still forced to go to work.

There are many mothers that are still forced to go to work, but there
are no kind of provisions made for them.

I was home, but I was told I had to go to work at this point. Now
that I am working, they don't make the provisions for the children's
need.

Senator JAVITS. Do you still get any welfare?
Ms. RADCLIFF. No; I do not.
Senator JAvITs. You are fully employed?
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Mis. RADCLIFF. Yes.
Senator JAVITS. Do you do fairly well?
Ms. RADCLIFF. Not really. I go to school part time. I am the mother

of three and I work full time.
Senator JAVITS. You are quite a girl.
*Well, thank you very much, ladies. We greatly appreciate your testi-

mony. You have been very helpful.
Our final witness of the day, to conclude the hearing, is Ms. Brenda

Feigen Fasteau.
Will you take the stand, please.

STATEMENT OF BRENDA FEIGEN FASTEAU, DIRECTOR, AMERICAN
CIVIL LIBERTIES UNION

'Is. FASTEAU. I would like to just present some, more or less
random points mostly by way of summary of the hearings and also be-
cause there is really no coherent way to tie together some of the things
I would like to touch on.

One of the issues I have been working on as a lawyer and as director
of the women's rights project of the American Civil Liberties Union,
has to do with a man who suffers discrimination on the basis of sex
and employment. The reason I'd like to mention it briefly to you is
because I think it highlights the kind of damage that sex role stereo-
tvping can produce for both women and men, and how it really is two
sides of the same coin and really a double-edged sword.

The man is Gary Ackerman who applied for a child care leave. He
was a schoolteacher in the New York City school system. The board of
education informed him, through its officials, that he was ineligible for
such a child care leave because he's a man.

We went into Federal court here in the southern district to try to
get the court to make a statement that such a policy by the board was
unconstitutional.

Meanwhile, we also filed -a complaint with the Equal Opportunity
Commission and determined that there was probable cause for sex
discrimination.

The regulation which the board has originally provided for a 4-year
leave for women, up to 4 years for women who had children and wanted
to stay home with the child; men couldn't take any such leave.

Now, the value of that was they could come back to their jobs with
the same tenure and seniority that they had before and lose nothing.

I emphasize this because I think it shows that society has decided
that men should not stay home' with their children even if they want
to, or even if their wives -work or the women in their lives work, and
what we are saying is these kinds of opportunities have.to be made
available to men as well as women, and it cannot be -assumed that be-
cause a women has a child she will be less employable.

Too many employers take the position when a woman has a child
she isn't as easily employable.

The ACLU has produced a book on public pregnancy, and it is quite
a comprehensive book on all kinds of discrimination that arise vis-a-vis
women.
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Senator JAVITS. Would you give us the exact title of that book?
Mis. FASTEAU. "Public Preginancies."
Senator JAVITS. By the American Civil Liberties Union?
Mfs. FAsTEAU. It is written by Trudy Haven.
It is quite comprehensive. I think that this reads well into what has

to be, I guess, the focus for all of us, still, and that is the equal rights
amendment. Most people are of the opinion that the equal rights
amendment won't have much of an impact on employment and vari-
ous other areas that have been covered somewhat at least by legisla-
tion. The first thing to recognize is it will affect any employment by
State or Federal agencies of governments.

I think that much more significant, perhaps. than the direct effect
it -will have of the impact on the country of a national mandate passed
by Congress and ratified by all of the States, or by 38 of the States.

I raised this because I don't think any of us, and that includes
people who have voted the right way in the Congress, can afford to
sit back and wait until the States ratify. There is a really rather
vicious, in my opinion, campaign by the-I don't know what, happi-
ness of womenhood and, God knows what else they call themselves,
to try to distort the truth and to essentially prevent women and men,
to the extent that men are discriminated, from getting equality.

I would like to, rather than go into any more about it, say that we
simply have to begin once again a national campaign that will hope-
fully end by the time of the Bicentennial that will draw leaders in
both parties, and that will draw men as well as women into the leader-
ship role for ratification of equal rights amendment.

It is not adequate to say that because there are only five States to
go and those States are working on it, or 17 States have not yet rati-
fied, and they are working on it, that we can just sit back and wait.
I think it is something that all of us, even though we live in States
that have ratified, have to turn our attention. And as a man, and a
Republican, I think your participation in that fight and in a leader-
ship role would be extremely valuable.

One other matter. Again, somewhat unrelated, but very important
to what's happening right now in Congress. is the Tower amendment
to title 9, with which I know you are familiar. That amendment, as
I understand it, has now been deleted at least temporarily, but that
amendment essentially prevents coverage of title 9-title 9 prohibits
discrimination in educational programs. It is my understanding
that the guidelines to title 9 will be coming out tomorrow.

I also understand-I am not sure what kind of coverage there will
be for athletics, but our concern is that the Tower amendment will
essentially make title 9 not cover athletic programs which bring in
revenue. And that would essentially mean that there can continue to
be rampant discrimination by women in athletics, by colleges and uni-
versities, that continues to go on.

I think it is important to observe that the excuse given by the Tower
amendment, or the statement essentially that they have to be able to go
on so that they can continue to make revenue to pay for themselves.

We have to ask ourselves what is the purpose of educational insti-
tutions, what is the purpose of the educational program. It certainly
is not supposed to be a moneymaking proposition. And I think that
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the prospective in sports is totally distorted, not only for women, but
for men as well.

Finally, I'd like to conclude with yet another issue that really is
quite separate from what I have just been talking about, and that is
abortion. There is no way that any of us can talk about ending dis-
crimination in this country against women unless we recognize that
cutbacks on the Supreme Court decisions in Row v. Way, and Row v.
Bolton, which provided that a woman has the right to an abortion,
unless such cutbacks are prevented, already leaves very serious
setbacks.

As you probably know, the medicaid bill has amendments float-
ing around, one of which would not allow medicaid funding to be
used for abortions. Another is an amendment to the legal services bill,
which would not allow any legal services lawyers to help women get
abortions. Women who need legal services.

I think it must be underscored, if we are going to consider the kinds
of issues that the women before me were talking about, if we are
going to address ourselves to the problems of women who are barely
able to earn a living and on welfare, we must recognize that if we
prevent those women from getting abortions if they want them, then
we are doing nothing more but putting us back to where we were
before, making abortions for the rich, and not at all available to
women who cannot afford to get them.

T think those. ware, abhorrent and verv disturbing unconstitutional
bills or amendments that have been attached to those bills, and I think
that it is fair to say that we will be challenging such amendments and
any others that come.

But I cannot understand the complete lack of regard for the Con-
stitution, for the Supreme Court decision that has so far been evidenced
by the Congress on this very serious issue. Suffice it to say my point
on abortion is we cannot talk about any discrimination unless we
recognize that discrimination goes much farther than the simple, eco-
nomic issues which are very important, but not the end-all or be-all
of what we are talking about.

Senator JAvrrs. Thank you, Ms. Fasteau, for your testimony.
I might say by way of comment that I am a member of the confer-

ence committee-indeed, I am the ranking member of the committee,
on the minority side, on the Tower amendment-and that problem has
been dealt with already on my motion, and I think satisfactorily, to
women's groups.

Ms. FASTEAU. I understand on Friday, I got a call in the afternoon,
that that was accurate, but there was a chance that there would be an
attempt made to put that back in.

Senator JAVITS. It is perfectly proper to raise it. Because in a con-
ference, until everybody signs, and this conference will go on for at
least 6 weeks, it could be changed.

But at this time it is tentatively settled, and we will do our best to
hold it.

The other thing which I think is of interest, is these various abor-
tion amendments, I think it should be said, just in illustration for
yourself, that it is one thing to endeavor to interfere with women's
rights to which the Supreme Court has found validated and certified-
and an amendment was just rejected the other day, made by Senator
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Helms, of North Carolina, endeavoring to do that. It was decisively
tabled.

There are some amendments that have crept into affirmative pro-
grams of the Congress on this subject, dealing with various types of
medical care, including hospital operations. Mostly they have been
amendments dealing with the right of conscience. of the individual
doctor, nurse, of the client, if it is a welfare client, to refuse to have
an abortion. I don't think anybody can quarrel, or hope,.-

Ms. FASTEAU. If you will forgive me for interrupting, that I can
quarrel with, the statement that a hospital, and that includes, I might
add, in the Church-

Senator JAvITS. That is in hospitals 2
Ms. FASTEAu. But the Church amendment to the Hill-Burton

Funding Act, which is now law, and since last July specifically says
"in the hospital." It does not say any private or denominational hos-
pital. It implies a public hospital can have a religious belief.

Senator JAVITS. It is any hospital which has Federal aid.
Ms. FASTEAU. That's right.
Senator JAVITS. That's the pattern. But it is a constant struggle, and

I appreciate your point of view, and I am glad to have it.
We certainly appreciate very much, Ms. Fasteau, your views on

the law, and I assure you I am one Senator that will be very vigilant
on those subjects.

The Chair wishes to sum up by saying the hearing has been tre-
mendously useful, and that the record of the testimony will, of course,
be published. But I will call the most important elements as empha-
sized by the different witnesses to the attention of my colleagues, both
in the House and Senate, as the Joint Economic Committee is a joint
committee, and I am sure that both by action of the committee, which
will undoubtedly make legislative recommendations on this score, and
other committees, which are concerned, like Labor and Public Welfare,
in both the House and Senate, that very serious weight will be given
to this testimony. And I wish to thank all the witnesses and all who
have participated, and to note for the record that Ms. Liz Robins,
who served on the staff of the Senate Committee on Labor and Public
Welfare is present today, has been familiar with these problems and
has been a diligent advocate of increased federal funding for day careprograms, and has helped us in the city as a volunteer in putting this
hearing together, producing the witnesses and preparing it.

The hearing will stand adjourned.
[Whereupon, at 1:05 p.m., the committee adjourned, subject to the

call of the Chair.]
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