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Inflation Control Under the Economic
Stabilization Act

Public Law 93-28, the Economic Stabilization Act Amendments
of 1971, as amended, requires that the Economic Report of the Presi-
dent include a section "describing the actions taken under this title
during the preceding year and giving his assessment of the progress
attained in achieving the purposes of this title." This appendix is in-
tended to fulfill that requirement. There is, however, no intent to rep-
resent the description of the control regulations contained herein as
legally binding interpretations.

Price and wage controls were administered by the Cost of Living
Council (CLC) under authority of the Economic Stabilization Act until
April 30, 1974, when the act expired.* The Administration did not pro-
pose that authority for mandatory controls be extended (except in the
construction and health sectors), nor was there substantial support in the
Congress for extension. The Administration did propose, however, that Con-
gress adopt legislation continuing certain functions of the CLC, including
monitoring of compliance by firms which had made commitments when
exempted from controls; review of Government and private actions which
might inhibit the supply of materials; working with labor and management
in sectors having special problems; conducting public hearings to highlight
inflationary problems; focusing public attention on the need to increase
productivity; and requiring business to report data relating to inflationary
factors. At the request of President Ford, legislation was passed in August
1974, establishing the Council on Wage and Price Stability with authority to
conduct several monitoring functions.

*The existence of the Cost of Living Council was extended to June 30, 1974,
by Executive Order 11781, to permit orderly termination of the stabilization pro-
grams, including monitoring of voluntary commitments made by companies prior
to decontrol. After June 30, the remaining legal activities and records of the stabiliza-
tion program were transferred to a small staff in the Office of Economic Stabilization,
Department of the Treasury. This organization in turn was terminated at the end
of 1974.
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THE CONTROLS PROGRAM IN 1974

At the start of 1974 the CLC was administering a controls program
known as Phase IV, which had been established in August 1973 following
the temporary price freeze begun on June 13, 1973. In general, standards of
Phase IV limited price increases in most manufacturing and service indus-
tries to the dollar-for-dollar pass-through of allowable cost increases incurred
since the last fiscal quarter ending prior to January 11, 1973. Profit margin
limitations related to base-year averages remained in effect for the most
part. Prenotification of price increases was required of firms with annual
sales exceeding $100 million; implementation was permitted after 30 days
unless the CLG ruled otherwise. Firms with annual sales of more than $50
million were required to file quarterly reports with the CLC.

The dollar-for-dollar pass-through and limitation of cost reach-back to
late 1972 made price regulations in Phase IV more restrictive than earlier
phases which had permitted maintenance of profit margins. In another
respect, however, Phase IV was designed to be more flexible through a pro-
gram of regulation more closely adapted to conditions in each sector and
through progressive decontrol of industries.

For employees, the general standard of an annual 5.5 percent increase for
wages and an additional 0.7 percent for qualified fringe benefits, adopted in
Phase II and put on a self-administered basis in Phase III, remained in
effect. But after the beginning of 1973 the operating philosophy of the wage
control program had been to achieve a moderation of wage rate increases
entailing less disruption of industrial peace or interference with the collec-
tive bargaining process than would result from uniform application of a
mechanical standard. Emphasis was therefore placed on restraining settle-
ments which might have had major "ripple effects" on the wage structure
through their influence on bargaining situations in related industries, areas,
and occupations, rather than on rigid adherence to a simple standard. The
Labor-Management Advisory Committee had recommended this policy to
the Cost of Living Council on February 26,1973.

An important part of the work of the CLC in 1974 was its program of
progressive decontrol (Table A - l ) . A major objective of the decontrol pro-
gram was to provide for a smooth transition to free markets. By making de-
control a selective process and spreading the impact of large price increases
over time, it was thought that the extent of any "bulge" in prices when con-
trols ended could be lessened. Another objective was to avoid or reduce
adverse effects of controls on the supply of products. Decontrol began in
1973 when Phase IV was put in place; but the process was accelerated
toward the end of the year and into 1974.

Two approaches to decontrol that were considered were sector-by-sector
decontrol and decontrol through a gradual easing of Phase IV rules. The
sector-by-sector approach was adopted on a flexible basis related both to the
particular conditions in each sector, and to voluntary company commitments
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TABLE A- l

Date

January: 4
14
2 1 . . . .

2 3 . . . .
2 5 . . . .

30

February: 1

1 1 . . . .

12
1 5 . . . .

1 9 . . . .
20
2 2 . . . .
2 6 . . . .

March: 1
5

6
7
8 . . . .

1 3 . . . .

1 5 . . . .
18
on£u_ . . .
2 1 . , . .2 6 . . . .
27
2 8 . . . .

2 9 . . . .

April: 1 5 . . . .

.—Selected exemptions of industrial sectors from wage and price controls, 1974

Exemption

Nonferrous alloys
Ferronickel (prices only)
Mobile homes and recreational vehicles
Semiconductors
Miscellaneous health service providers
Nonprofit tax exempt organizations
Selected steel products
Rubber tires and tubes
Most basic petrochemical feedstocks

Retail trade except: food; petroleum products; motor vehicles, parts, and equipment; large eating and
drinking facilities

Checker Motors Corporation
Steel drum reconditioners
Stevedoring and marine terminal services (prices only)
Rendering industry
Ferrous and ferroalloy scrap metal
Nonrubber shoes
Postcards
Iron and steel foundries
Furniture
Valves
Mining and oilfield machinery

Toys
Opthalmic goods: scientific, mechanical and optical instruments
Jewelry and silverware
Fabricated lumber and wood products
Engineered fastener products
Paper and allied products
Fabricated rubber products
Petrochemicals (medium- and small-sized firms)
Printing, publishing, broadcasting, advertising, and other communications media
Canned fruits and vegetables
ociccieQ macninciy
Ferroalloy metals (prices only)Cordage and twine
Coal
Aluminum
Musical instruments
Aerospace and general aviation

Food retailing and wholesaling

Source: Cost of Living Council.

to restrain prices for specified periods after decontrol, or in some cases to ex-
pand production capacity. Both wages and prices were usually decontrolled
simultaneously in each sector. Many sectors had, of course, been exempted
from controls prior to Phase IV. Less than half the value of items included in
the consumer price index (CPI) and of wages and salaries were subject to
Phase IV on September 10, 1973; on the other hand, 69 percent of the whole-
sale price index (WPI) was covered, with farm products the major exemp-
tion. The speed at which decontrol progressed is shown in Table A-2.

As noted above, a major concern was that widespread maintenance of
controls until their legal termination on April 30 would result in a post-con-
trol bulge of price increases. The progressive decontrol program was designed
to spread the bulge in two ways. First, price increases that were likely to be
bunched just after that date were instead phased over the preceding several
months. Second, in exchange for earlier decontrol, commitments were ob-
tained from some companies to restrict price increases to specified amounts
at the time of decontrol, with no further price increases to be implemented
for various periods extending beyond April 30; the GLC thus sought to defer
further into the future some of the post-control price increases. (In some
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TABLE A-2.—Coverage of price and wage controls under the Economic Stabilization Program,
selected dates during Phase IV

Date during Phase IV

Percent covered

Consumer
price
index
(CPI)

Wholesale
price
index
(WPI)

Civilian
labor

force»

1973: September 10..

1974: March 1 .
Apri. 3 l . ;

42.6

28.0
24.2
2 8.6

69.4

54.2
37.4

2 27.6

44.1

37.4
26.8
24.1

* Percent of the civilian labor force whose wages and salaries were covered.
An additional 3.5 percent of the CPI d 40 t f th WPI d

which remained in effect after April 30.

Source: Cost of Living Council.

an labor force whose wages and salaries were covered.
2 An additional 3.5 percent of the CPI and 4.0 percent of the WPI were under price controls of the Federal Energy Office,

i h d i effect f t A i l 30

cases other commitments were obtained, such as agreements to allocate sup-
plies to unaffiliated domestic firms, even though such supplies could com-
mand higher prices in export markets, and to make certain efforts to expand
production capacity.) Most such commitments relating to actions subse-
quent to controls were kept, but later on some prices rose more than had been
anticipated in the commitments.

EFFECTIVENESS OF THE CONTROLS
PROGRAM IN 1974

The last two Reports have made clear the difficulty of assessing the effec-
tiveness of controls in 1972 and 1973. In trying to provide an assessment for
a period so short as the 4 months of 1974 when controls were in effect, these
difficulties are magnified, particularly since this was the period in which the
economy sustained the impact of the oil embargo and the approximate
tripling of the landed price of imported crude oil. This increase and the
steep rise in farm prices at the beginning of 1974 led to an acceleration in
the pace of inflation. The Phase IV regulations may have played a role in
delaying the pass-through of increases in prices of these two major raw
commodity-producing sectors to the prices of final goods.

However, the special inflationary impact of the oil price increase and its
effect on aggregate output during the first half of 1974 make it unrealistic
to attempt an assessment of the stabilization program in the final months.
More significantly, economic conditions of both 1973 and 1974 differed
markedly from those prevailing when the Economic Stabilization Program
was introduced, and no feasible controls program could have significantly
restrained the resulting inflation. The conclusion of last year's Report on
this point must apply to 1974 with even more relevance: although inflation
might have been more rapid in the absence of controls, in the light of the
actual experience both before and after their termination, it is difficult to

226

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



accept that thesis. The lack of widespread support for extension of the con-
trols program, not only in Congress but among business and labor representa-
tives and the general public, suggests broad acceptance of this judgment.

Probably a more meaningful assessment relates to the results of a major
thrust of the 1974 program, the phased sector-by-sector decontrol of prices
and wages aimed at facilitating the return to free markets, and in particular
at leveling the bulge in prices and wages that was feared when controls were
terminated on April 30, 1974. Price increases as measured by the CPI com-
ponent for commodities other than foods and the WPI industrial commodi-
ties component (generally the controlled prices) showed little acceleration in
the May-August period as compared with the first 4 months of the year
(Table A-3). However, increases in various measures of wage rates and the

TABLE A—3.—Measures of price and wage change during and after the Economic Stabilization
Program

Price or wage measure

PRICES

Consumer price index:
All items

Food
All items lessfood

Commodities less
food...

Services^

Personal consumption expendi-
tures deflator2

Wholesale price index: 3
All commodities

Farm products and proc-
essed foods and feeds.

Industrial commodities 4 .
Finished goods, con-

sumer and pro-
ducer 5

Crude and inter-
mediate materials5

WAGES«

Average hourly earnings, piivate
nonfarm economy:'

Monthly series
Quarterly series 2

Average hourly compensation:
Total private economy2

Nonfarm2

[Percent change;

Freeze and
Phase II

Aug. 1971 to
Jan.1973

3.4
5.9
2.7

2.2
3.5

2.8

5.9

13.4
2.9

1.9

3.6

6.2
6.4

5.8
5.9

seasonally adjusted annual rate]

Phase III
Jan. 1973 to
June 1973

8.3
20.2

5.0

4.8
4.3

6.7

22.2

48.9
12.3

7.2

15.1

6.3
5.9

8.9
8.8

Second freeze
and Phase IV
June 1973 to

Apr. 1974

10.7
16.2
8.7

9.2
8.6

10.8

15.2

6.3
19.6

13.4

23.3

6.9
7.0

7.0
7.5

Phase IV
Dec 1973 to

Apr. 1974

12.2
12.8
11.8

14.9
8.8

13.9

21.9

.4
33.9

23.4

39.1

6.5
6.3

7.0
7.9

1974

Apr. to
Aug.

12.7
7.0

15.3

16.4
13.3

11.8

31.8

24.5
35.5

25.8

40.9

11.9
10.3

11.2
10.7

Aug. to
Dec.

11.8
17.0
9.7

8.6
11.7

11.4

10.2

9.5
9.4

14.6

7.1

9.3
9.7

9.0
9.3

* Not seasonally adjusted.
2 Percent changes based on quarterly data: 1971-111 to 1972-IV (col. 1), 1972-IV to 1973-11 (col. 2), 1973-11 to 1974-1

(col. 3), 1973-1V to 1974-1 (col. 4), 1974-1 to 1974-111 (col. 5), 1974-111 to 1974-1V (col. 6).
3 Seasonally adjusted percentage changes in components of the WPI do not necessarily average to the seasonally ad-

justed percentage change in the total index because adjustment of the components and the total are calculated separately.
*Includes a small number of items not shown separately.
4 Excludes foods but includes a small number of items not in the industrial commodity index.
6 Average hourly earnings are for production workers or nonsupervisory employees and average hourly compensation

for all employees.
7 Adjusted for overtime (in manufacturing only) and interindustry shifts.

Sources: Department of Commerce (Bureau of Economic Analysis) and Department of Labor (Bureau of Labor Statistics).
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WPI farm and food component (generally uncontrolled) did speed up
markedly in the 4 months after decontrol. The GNP deflator, the most com-
prehensive measure of prices of final goods and services, rose more slowly in
the second quarter of 1974 than in the first, but then more rapidly in the
third. It would appear, therefore, that no pronounced increase in the aggre-
gate inflation rate for all goods and services was directly traceable to the
April 30 termination.

But the comparatively constant rate of inflation in 1974 both before and
after decontrol does not justify the conclusion that there was no price bulge.
With output weakening throughout the year, the rate of inflation might have
been expected to slow. Indeed most forecasters thought it would slow after
the initial effects of the winter increases in crude oil and farm prices were
reflected in final markets. However, the prices of goods and services other
than agricultural products and fuel accounted for a substantial part of the
inflation after controls ended.

Part of these increases reflected the pass-through of earlier increases in
prices of fuels and petrochemical feedstocks and other crude materials.
The acceleration in wage increases, coupled with the decline in output per
man-hour, also contributed to the widespread price increases following the
end of controls. In addition, capacity shortages continued in certain primary
producing industries like paper and chemicals. In such industries, output
continued strong into the third quarter, even though overall economic
activity was declining throughout 1974. Earlier shortages in these industries
had apparently reduced inventories to levels below those desired; and pur-
chases of materials were intended to rebuild stocks, in many cases to hedge
against shortages or price increases. Finally, it is possible that frequent dis-
cussion about reimposing controls led to price and wage increases in antici-
pation of such an eventuality.

* * * * * * *
The final judgment on the effects of price and wage controls imposed

under authority of the Economic Stabilization Act beginning in August 1971
and continuing for more than 32 months will be long debated and may never
be resolved. The primary reason for an inconclusive judgment is that there is
no way of accurately simulating the course of events which would have
evolved in the absence of controls.

However, the evidence of the controls period—including not only the
behavior of the recorded rate of inflation but also materials shortages and
other significant market events—does support a partial but important judg-
ment about the experience with the controls system: regardless of the overall
effect of the program, whatever contribution it may have made was prob-
ably concentrated in its first 16 months, when the economy was operating well
below its potential. As various industrial sectors reached capacity operations
in 1973 under the stimulus of a booming domestic and world economy, the
controls system began to obstruct normal supplier-purchaser relationships,
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and in some cases the controls became quite unworkable. The sharply rising
costs of basic materials, often reflecting world market influences and dollar
devaluation, were largely uncontrolled; and when passed through to con-
sumers, they resulted in accelerating inflation. Thus, the net benefit of the
controls system, however evaluated, had become extremely small by the
beginning of 1974, and legal termination of controls only ratified the inevita-
ble process of dismantling them in response to public and market pressures.
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