
CHAPTER 3

Inflation Control Under the
Economic Stabilization Act

Public Law 93-28, the Economic Stabilization Act Amendments of
197.1, as amended, requires that the Economic Report of the President
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 chapter is intended to fulfill
that requirement. There is, however, no intent to represent the descrip-
tion of the control regulations contained herein as legally binding
interpretations.

PRICE AND WAGE CONTROLS, administered by the Cost of Living
Council (CLC) under authority of the Economic Stabilization Act,

remained in effect throughout 1973 but underwent several substantial
modifications. After the move to Phase III early in the year, the changes
were in the direction of greater stringency. They reflected the strain placed
on the program when economic forces caused a sharp acceleration of infla-
tion beginning early in the year and when this in turn generated public and
political demand for changes in the nature of controls. However, the extent
to which these changes could contain the inflation in 1973 was limited by
the serious risks of disrupting markets and adversely affecting supply.

THE ECONOMIC STABILIZATION PROGRAM IN 1973

As 1973 began, economic conditions seemed propitious for a substantial
modification in the Phase II system of controls. The rate of inflation had
been moderate in 1972. The consumer price index (CPI) rose 3.4 percent
during the year (Table 21). Wage increases had moderated from their
very high rates of early 1971, a sign that expectations of future price in-
creases had diminished. Industrial price increases had slowed to a 2.9 percent
annual rate in the last half of 1972 3Tij$$ fiscal and monetary policy supple-
mented by the controls program had approximately achieved their interim
goals by the end of 1972.
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TABLE 21.—Measures of price and wage change during the Economic Stabilization Program

[Percent change; seasonally adjusted annual rates]

Price or wage measure

PRICES

Consumer price index:

All items

'Food
All items less food

Commodities less food
Services

Personal consumption expenditures deflator *

Wholesale price index:

All commodities.

Farm products and processed foods
and feeds

Industrial commodities 2

Finished goods, consumer and
producer3..

Crude and intermediate materials3.

WAGES«

Average hourly earnings, private nonfarm econ-
omy s

Average hourly compensation:

Total private economy !

Nonfarm l

Average hourly earnings, private nonfarm
economy16

Freeze and
Phase II

Aug. 1971
to

Jan. 1973

3.3

5.6
2.7
2.0
3.5

2.4

5.7

13.3
2.9

1.8
3.7

6.1

6.3
6.5

6.2

Phase III
Jan. 1973

to
June 1973

8.3

20.3
5.0
5.2
4.3

6.7

24.4

49.8
14.4

11.7
16.2

6.3

8.4
8.2

5.8

Second
freeze and
Phase IV

June 1973
to

Dec. 1973

9.6

18.6
6.9
5.2
8.4

8.1

14.3

8.8
17.2

21.4
14.1

7.6

7.6
7.9

7.5

Calendar year during
which controls were in

effect throughout

Dec.1971
to

Dec. 1972

3.4

4.7
3.0
2.5
3.6

2.7

6.5

14.4
3.6

2.2
4.5

6.3

6.8
6.9

6.5

Dec. 1972
to

Dec. 1973

8.8

20.1
5.6
5.0
6.2

7.4

18.2

26.7
14.8

15.6
14.1

6.7

8.0
8.1

6.7

1 Percent changes based on quarterly data: 1971 III to 1972 IV (col. 1), 1972 IV to 1973 II (col. 2 ) , 1973 II to 1973 IV
(col. 3 ) , 1971 IV to 1972 IV (col. 4 ) . and 1972 IV to 1973 IV (col. 5).

2 Includes a small number of items not shown separately.
3 Excludes foods but includes a small number of items not in the industrial commodity index.
* Average hourly earnings are for production workers or nonsupervisory employees and average hourly compensation

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

Source: Department of Labor (Bureau of Labor Statistics) and Council of Economic Advisers.

With excess capacity declining at the end of 1972, there was a clear possi-
bility that continuation of the Phase II controls program would interfere
increasingly with production, productivity, and investment decisions, and
raise administrative costs, especially if the economy continued to expand
as expected.

PHASE III (January 11 to June 13, 1973)

Against this backdrop it was decided to modify the price and wage con-
trols program to make it more consistent with the further reduction in excess
capacity foreseen at the time and also move toward the Administration's
goal of eventually ending the controls. The new regimen of controls, known
as Phase III, involved some basic changes in the regulations (Table 22).
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(A more detailed presentation of the regulations of Phase III, the sub-
sequent freeze, and Phase IV can be found in the Quarterly Reports of the
Cost of Living Council.) To reduce the mounting delays and costs entailed
in submitting requests for price increases, having them reviewed, and seek-
ing detailed interpretations of increasingly complex rules, the basic prin-
ciples of regulation developed during Phase II were to be self-administered
in Phase III. The prenotification requirement was dropped in most sectors
of the economy. Report-filing requirements were maintained only for the
largest economic units. The Price Commission and Pay Board were ab-
sorbed into the staff of the Cost of Living Council; and this staff, together
with the Internal Revenue Service (IRS) enforcement staff, was reduced.
The Cost of Living Council retained authority, and subsequently used it, to
impose specific, mandatory regulations where restraint seemed lacking, but
in most sectors of the economy the system was not mandatory without
further action by the CLC.

An important reason for the change to a self-administered program was the
need for flexibility in administering the standards for wage and price be-
havior. Phase II had, in fact, provided important instances of flexibility, but
the changed economic conditions suggested that even more was needed. In
one of its first public pronouncements, on February 26, the newly formed
Labor-Management Advisory Committee to the CLC made the point that
no single standard or wage settlement can be expected to apply through-
out the economy at any one time. This aspect of Phase III was important in
the decision of leaders of labor, many of whom had earlier withdrawn
from participation in the program, to join the Phase III effort.

The profit margin regulations were also modified in Phase III. The basis
for calculating the profit margin limitation was changed to increase the
number of fiscal years from which a firm could choose the 2 years they
used in calculating their base. To permit firms to benefit from productivity
increases if they practiced price restraint, the profit margin limit was
waived if a firm's average price increase was no more than 1.5 percent
in a year. A third change was to permit price increases "necessary for ef-
ficient allocation of resources or to maintain adequate levels of supply."
Price changes were thus allowed in instances where economic growth led
to exceptional demand pressures in particular markets and the alternative
was shortages.

The Construction Industry Stabilization Committee and the Committee
on Interest and Dividends were continued, and new committees were estab-
lished in the field of health care. Special criteria were established for public
utilities, making the program voluntary and ending the requirement that
regulatory agencies obtain from the CLC certification that their actions
accorded with Phase III controls.

Special steps were also taken to counter problems emerging in the food
sector. Increases in farm product prices had led to a 7.1 percent annual
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T A B L E 22.—Regulations of the controls program, Phases II,

Program

General Standards:

Price increase limitations..

Profit margin limitations...

Wage increase limitations..

Prenotification:

Prices

Wages

Reporting:

Prices.. . _

Wages..

Special areas

Exemptions to price stand-
ards. _

Phase II
Nov. 14,1971 to

Jan. 11,1973

Percentage pass-through of
allowable cost increases
since last price increase,
or Jan. 1, 1971, adjusted
for productivity and vol-
ume offsets. Term limit
pricing option available.

Not to exceed margins of
the best 2 of 3 fiscal years
before Aug. 15,1971. Not
applicable if prices were
not increased above base
level, or if firms "puri-
fied" themselves.

General standard of 5.5
percent. Exceptions made
to correct gross inequi-
ties, and for workers
whose pay had increased
less than 7 percent a year
for the last 3 years.
Workers earning less
than $2.75 per hour were
exempt. Increases in
qualified fringe benefits
permitted raising stand-
ard to 6.2 percent.

Prenotification required for
all firms with annual
sales above $100 million,
30 days before imple-
mentation, approval re-
quired.

For all increases of wages
for units of 5,000 or
more; for all increases
above the standard re-
gardless of the number of
workers involved.

Quarterly for firms with
sales over $50 million.

Pay adjustments below
standard for units greater
than 1,000 persons.

Health, insurance, rent,
construction, public utili-
ties.

Raw agricultural commodi-
ties, import prices, ex-
port prices, firms with 60
or fewer employees.

Phase I I I
Jan. 11,1973 to
June 13,1973

Self-administered standards
of Phase I I .

Not to exceed margins of
the best 2 fiscal years
completed after Aug. 15,
1968. No limitation if
average price increase
does not exceed 1.5 per-
cent.

General Phase II stand-
ard, self-administered.
Some special limitations.
More flexibility with re-
spect to specific cases.
Workers earning less than
$3.50 per hour were ex-
empted after May 1.

After May 2, 1973, pre-
notification required for
all firms with sales above
$250 million whose price
increase has exceeded a
weighted average of 1.5
percent.

None.

Quarterly for firms with
sales over $250 million.

Pay adjustments for units
greater than 5,000 per-
sons.

Health, food, public utili-
ties, construction, petro-
leum.

Same as Phase 11 plus rents.

Ill, and IV

Phase IV
Aug. 12,1973 to date

In most manufacturing and
service industries dollar
for dollar pass-through of
allowable cost increase
since last fiscal quarter
ending prior to Jan. 11,
1973.

Same years as Phase I I I ,
except that a firm that has
not charged a price for any
item above its base price,
or adjusted freeze price,
whichever is higher, is not
subject to the limitation.

Self-administered standards
of Phase I I I . Executive
compensation limited.

Same as Phase II except
that prenotified price in-
creases may be imple-
mented in 30 days unless
CLC requires otherwise.

None.

Quarterly for firms with
sales over $50 million.

As Phase I I I .

Health, food, petroleum, con-
struction, insurance, ex-
ecutive and variable com-
pensation.

Same as Phase III plus man-
ufactured feeds, cement,
public utilities, lumber,
copper scrap, long-term
coal contracts, automo-
biles, fertilizers, non-
ferrous metals except
aluminum and copper,
mobile homes, and semi-
conductors.

1 In some of these sectors wages were also exempted.
Source: Cost of Living Council (CLC).

91

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



rate of advance in grocery store food prices in the second half of 1972, and
substantial increases were in prospect for early 1973. This development was
a major threat to the moderate price behavior that had been achieved, as
was obvious by comparison with nonfood prices in the CPI, which had
slowed to a 3.0 percent annual rate of increase in the last 6 months of
1972. Specific mandatory controls were therefore retained on wages and
prices in food processing and distribution in Phase III, a number of addi-
tional actions to expand supply were taken, and special committees were
established to help coordinate activities that would moderate the increases
in food prices. Prices of raw agricultural products continued to be exempt
from controls.

By the spring it was clear that three specific assumptions underlying
forecasts for 1973 had gone awry. In the first quarter of 1973, retail food
prices, propelled by sharply higher farm prices, were already 8.1 percent
above the first quarter of 1972, substantially higher than the average 3 per-
cent increase for the first half of 1973 over the first half of 1972 that had
been forecast by the Department of Agriculture in October 1972. The
official year-over-year forecast had been revised by February to 6 percent;
by May an earlier expectation that food prices would level off after mid-
year began to appear less certain.

The second assumption concerned economic expansion in early 1973 both
in the United States and abroad, which turned out to be much more robust
than had been anticipated. In December 1972, after consultation with
member countries, the Organization for Economic Cooperation and Devel-
opment (OECD) forecast that combined real GNP for its seven largest
member countries, including the United States, would grow at an annual
rate of 6/2 percent from the second half of 1972 to the first half of 1973.
By July 1973, before second quarter data were complete, the OECD had
revised the estimate upward to 8*4 percent, considerably above the growth
rate of potential output. The unexpected boom was widespread; the actual
rate of growth exceeded earlier forecasts in all but one of the countries. At
no time since the early 1950's had such strong expansion occurred simul-
taneously in the larger member countries of the OECD, and much more
pressure was placed on capacity than had been anticipated. (For a view of
the effect that rapid expansion had on inflation in OECD countries see
Table 23.)

The rate of expansion in the United States from the second half of 1972
to the first half of 1973 was fairly close to that predicted by the Administra-
tion, but the rise in output in the first quarter of the year was steeper than
expected. Production in some industries was pushed to its limit sooner than
had been anticipated, and unexpected shortages also occurred in others.

The third change in the economic outlook concerned the large decline
in the foreign exchange value of the dollar. The realignment of exchange
rates on February 12 resulted in a decline in the value of the dollar of about
5 percent with respect to our major trading partners. From March 19, when
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TABLE 23.—Changes in consumer prices in OECD countries, selected periods, 1958—73

[Percent change, annual rates]

Price item and country

All items:

United States
Other OECD countries:

Canada
Japan
France
Germany
Italy
United Kingdom
All other OECD countries..

Food:

United States
Other OECD countries:

Canada
Japan __
France
Germany
Italy
United Kingdom
All other OECD countries..

Nonfood items:

United States
Other OECD countries:

Canada____
Japan
France _
Germany
Itajy
United Kingdom
All other OECD countries..

1958-59
Average

to 1970-71

2.6

2.5
5.5
4.2
2.6
3.6
3.9
4.0

2.4

2.4
6.0
4.0
2.0
3.1
3.7
4.0

2.7

2.6
5.0
4.3
3.1
4.0
4.0
4.0

Dec. 1971
to

Dec. 1972

3.4

5.1
5.3
6.9
6.5
7.4
7.6
7.1

4.7

7.2
4.9
8.7
8.1
8.8
7.5
7.8

3.0

4.1
5.6
5.8
5.6
6.4
7.7
6.7

Dec. 1972
to

Sept. 19731

8.7

9.7
18.1
7.6
6.8

12.0
9.5

11.0

23.9

17.0
20.1
10.7
5.4

12.6
13.4
11.4

4.5

6.2
16.4
5.5
7.4

11.2
7.2

10.4

i Seasonally adjusted. Latest date for which comparable data are available.

Sources: Organization for Economic Cooperation and Development (OECD) and Department of Labor, Bureau of Labor
Statistics.

other major countries ceased to support fixed exchange rates, to July it
depreciated about 6 percent more. In a setting of rapidly rising demand and
output here and abroad, the extent to which these exchange rate changes,
and those that had previously occurred in the 14 months after the Smith-
sonian Agreement in December 1971, affected prices in the United States
was substantial.

Prices of imported commodities and products, which were exempt from
controls at first sale into U.S. commerce, rose as a direct result of the dollar
depreciation. U.S. exports were drawn out of the country at a faster rate
than before because they were less expensive in foreign currencies. The in-
creased export demand raised domestic prices of commodities, like raw
agricultural products, that were exempt from controls. In a growing number
of cases products that remained under price controls were also drawn out of
the country, because prices of internationally traded goods had risen mark-
edly, and controls prevented U.S. prices from rising to world market levels.

In the first few months of Phase III the observed increases in the con-
sumer price index and wholesale price index (WPI) showed that inflation
was accelerating for some important raw commodities—important not only
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to the economy but also in the sense that consumers' attention focused on
them. Retail meat prices rose 5.4 percent a month in February and March as
a result of a 39 percent increase in livestock prices from November 1972 to
March 1973. Shortages of crude oil pushed up retail fuel oil prices 7.4
percent during the winter, and a rise of 16 percent in prices of lumber and
wood products was reflected in the prices of new houses and indirectly influ-
enced the prices of existing houses.

As a result of the acceleration of inflation, pressures mounted to tighten
controls. While Phase II controls were in effect, public opinion polls in-
dicated that the popularity of a return to a price freeze diminished, reaching
a point in the last quarter of 1972 at which only about a fourth of the popula-
tion supported such an action. According to the polls, however, by February,
43 percent of the population wanted a return to a price freeze, and these
pressures for stricter controls were reflected within the Congress. One effect
of this sentiment among the public and the Congress may have been to en-
courage price increases in anticipation of a freeze.

The Administration was sensitive to the growing pressures from con-
sumers and Congress and was also concerned that the acceleration of in-
flation would undo the gains achieved by slowing the private nonfarm wage
rate increases, as measured by average hourly earnings adjusted for inter-
industry shifts and overtime in manufacturing, from a peak annual rate of
8.5 percent for the third quarter of 1970 to 5.0 percent for the first quarter
of 1973. The situation posed a dilemma for policy makers, however, because
the major source of inflation was in commodity markets, in which controls
have only limited usefulness. The problems of hides and lumber that were
encountered during Phase II had made this apparent. The most effective
way to slow price increases for raw commodities is to increase their supply.
Numerous actions, detailed in Table 24, were taken by means of agricul-
tural programs, foreign trade policy instruments, and stockpile policies to
expand supplies of lumber, agricultural products, metals, and petroleum
products. While some of these policies increased supply quickly, others re-
quired more time to take effect and had little immediate impact on the
rate of inflation.

PHASE III IS TIGHTENED

The Administration recognized that controls were unlikely to be effective
in holding down prices of those consumer goods that are derived almost
directly from crude commodities. Nonetheless, in the face of mounting
pressure, selected changes in the administration of controls were instituted
in order to assure labor and consumers that everything possible was being
done to contain price increases. Thus, on March 6, cost justification was
required of major producers of crude oil and petroleum products who
sought price increases yielding more than a 1 percent yearly addition to their
revenues; for increases greater than 1.5 percent prenotification was required.
This deterred price increases which would otherwise have been useful
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TABLE 24.—Supply-increasing actions of the Federal Government during 1973

Commodity Date of action Action

Food.

Metals..

Lumber..

Petroleum

January 11

January 31

March 8.
March 26

April5
April 19
April 25.

May 10

June 27

July 5. .

July 6
July 18. .

July 19

August 10

August 28

October 3

October 2 5 . . . .
November l . _
November 27.

December 20 . .
December 21_.

April 16

May 22

July 2

April 12

May 15

May 29

April 18

August 19

November 27..

Direct subsidies ended for farm product exports.
Mandatory wheat acreage set-asides suspended for 1973 crop.
Grain to be sold from Government CCC reserves.
Loans terminated on farm-stored grain.
Review of Federal marketing orders initiated to encourage additional supply of

fruits and vegetables.
Livestock grazing permitted on set-aside acreages.
Cabinet-level CLC Committee on Food established.
CLC public Food Advisory Committee established.
Feed grain acreage set-asides reduced for 1973 crop.

Dairy price supports increased to mandatory minimums.
Feed grain set-aside acreage further reduced.

Interagency Task Force established to coordinate grain transportation policies.
Rice acreage allotments increased for 1973 crop.
Cheese import quotas increased.

Import quotas increased on dry milk.

Temporary export restrictions imposed on oilseed crops.

Temporary export restrictions extended to 41 categories of agricultural commodi-
ties including edible oils, animal fats, and livestock protein feed.

Exports of food under P.L. 480 reduced to minimum levels.
Import quotas further increased on dry milk.
Wheat and feed grain set-asides suspended for 1974 crops.

Agriculture and Consumer Protection Act signed, establishing target price system
to support farm incomes.

Import quotas increased further for nonfat dry milk.

Agricultural production and food processing given high priority in propane allo-
cation program.

Fertilizer price decontrolled by CLC; export monitoring system established.

Butter import quotas increased.
Sugar import quotas increased.

Loans on 1973 crop wheat called for January 15,1974 delivery.
Meat import quotas suspended for 1974.

President requests authority to sell excess stockpile items; sales of tin, aluminum,
lead, zinc, magnesium, rubber, cobalt, manganese ore made throughout the year.

Reporting requirements imposed for ferrous scrap exports.

Licensing requirements set up for ferrous scrap exports.
Japan agreed voluntarily to limit imports of U.S. ferrous scrap in second half of 1973.

Japan agreed voluntarily to reduce imports of U.S. softwood logs in second half of
1973.

More efficient use of railroad cars as result of ICC changes in rail rates for lumber
shipments.

Increased sales of timber by Forest Service from national forests.

Mandatory Oil Import Program quotas and tariffs suspended by Presidential order.
Unlimited imports of crude oil and petroleum products permitted, subject to
license fees on imports above former quota levels.

Phase IV regulations removed ceiling price from "new" crude oil.

Ceiling price removed from crude oil from stripper wells.

Source: Council of Economic Advisers.

in encouraging additional supplies from domestic sources and signaling the
rising costs of petroleum products to consumers.

Meat prices were also singled out for additional control. Meats account for
about one-fourth of the consumer food budget. Consumer complaints about
high meat prices had become widespread; there was concern that they would
add to inflationary expectations and accelerate wage demands. On March
29, ceilings on prices of red meats at all levels of processing and distribution

95

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



were imposed, limiting prices to the highest price level that had prevailed
in the preceding 30 days for at least 10 percent of the sales of each meat item.
Farm prices of livestock were not controlled directly, but it was expected
that beyond some limit livestock price increases would squeeze margins of
processors and retailers and thereby constrain what they could pay for
livestock. It was recognized that the ceilings, while not binding at the time,
would probably become so for a couple of months in the summer and thus
create distortions, but after that meat prices were expected to drop below
the ceilings. The ceilings were not expected to interfere in any basic way
with incentives to expand production, because it was thought that livestock
prices were, and would remain, sufficiently high in relation to production
costs.

In the late winter and spring, prices of industrial commodities, which had
been increasing by about one-third of 1 percent per month in 1972, began
rising by somewhat more than 1 percent per month. These large increases
reflected the impact of spiraling basic commodity prices here and abroad,
stemming from the rapid expansion that occurred simultaneously in major
countries and the decline in the foreign exchange value of the dollar. This
development signaled the building up of cost pressures, particularly for pur-
chasers of industrial materials, which in turn accelerated a rise in finished
goods prices. To slow down the pass-through of these cost pressures, prenoti-
fication requirements were reinstated on May 2 for large firms that proposed
weighted average price increases 1.5 percent above price levels either author-
ized or in effect on January 10, 1973.

THE FREEZE (June 13 to August 12, 1973)

The disappointingly high rate of inflation in the first 5 months of 1973
continued to arouse public dissatisfaction, and few signs appeared that the
inflation would slow significantly in the second half of the year. Congress
and the Administration were urged to take stronger actions to contain in-
flation. In the circumstances it seemed necessary to establish a more stringent
controls system than Phase III, but one flexible enough to respond to eco-
nomic developments. This would be better than being forced into one so
comprehensive, rigid, and permanent that it would have adverse effects on
the economy.

On June 13, the President announced a freeze on prices, to be followed
by a new set of Phase IV controls. The freeze was to last no more than 60
days, ending just as soon as new controls could be put in place. Most prices,
but not wages, were prevented from rising above their June 1-8 levels.
Dividends and interest rates remained subject to voluntary controls. Rents
and raw agricultural products at the first sale were also excluded from the
action.

More instances of price increases turned up during the 1973 freeze than
in the one begun in August 1971, partly because of the extreme upward
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pressures on farm and some major nonfarm commodity prices. Bad weather
had reduced worldwide supplies of farm commodities in 1972. Rapidly ris-
ing incomes both in the United States and abroad and increased foreign
purchasing power, resulting from the dollar devaluation, lifted demand and
produced the largest increase in farm commodity prices since World War I.
Little could be done through the use of direct controls to stop the price
surge without interfering with production and inducing additional exports.
The meat price ceilings imposed on March 29 began to interfere with live-
stock production under these circumstances. Increases in livestock feeding
costs arising from the sharp increases in feed costs between midspring and
midsummer could not be passed on to packers, who were subject to ceilings,
and consequently some livestock producers limited their expansion or cut
back production.

Further negative effects on food production resulted from the extension
of ceilings in the June 13 freeze action to all food prices except those of
farm products at the point of first sale. Feed grain and oilseed prices
remained high, stimulated by strong foreign demand. Like meat processors
and distributors, processors of other food products requiring these grains
and oilseeds, either as feeds or as inputs for further processing, were caught
between rising costs and frozen prices. Poultry and egg producers began to
cut back production, although not to the extent believed by consumers.
Grain millers were especially hard hit by the rapid rise in prices of wheat.
Ganners of processed fruits and vegetables also faced cost problems. Their
selling prices were based on growers' prices a year earlier, but short supplies
had subsequently pushed these prices upward. The well-publicized grocery
store shortages during the freeze exemplified the developments in the food
industry which hastened the move to Phase IV.

PHASE IV (August 12, 1973 to date)

Plans for a fourth phase of the controls program were prepared and
either implemented or published for comment a month after the beginning
of the freeze. On July 18, Stage A of the Phase IV food regulations was
implemented because especially quick action was required in this sector.
The new regulations permitted the dollar for dollar pass-through of all
farm price increases and decreases except those for cattle, as the beef price
ceilings remained in effect until September 10. On July 19 plans for Phase
IV were announced and the health industry was returned to Phase III con-
trol. The final regulations were announced August 6-10 and put into effect
on August 12 for the wholesale, retail, manufacturing, and service sectors.

The regulations adopted in Phase IV were designed to serve a number of
ends. The main object, of course, was to slow the rate of inflation. It would
be achieved, in part, by postponing some price increases in the expectation
that monetary and fiscal policy would slow the rate of growth of demand
and perhaps make them unnecessary. It had to be acknowledged, however,
that holding prices down could have undesirable effects, among them the
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spurring of domestic inflation by encouraging exports and discouraging the
investment needed to ensure adequate supply in the long run. Plans for
decontrol were also needed to serve the ultimate goal of return to a free
market economy.

The considerations gave rise to a Phase IV system that was stricter than
that of Phase II, though it contained some regulations developed earlier
to deal with specific circumstances in particular industries. Phase IV was
stricter than Phase II in three ways.

1. Price increases in manufacturing and service industries were limited
to the dollar and cents amount of allowable cost increases, with no
add-on permitted to maintain percentage markups.

2. Only cost increases since the last fiscal quarter of 1972 could be used
to justify price increases. This rule wiped out some cost justification that
had been built up earlier in the controls period.

3. In Phase IV new base prices were established to which actual prices
could rise without cost justification; in some industry sectors these
new base prices were below those of Phase II.

Special regulations were drawn up for the insurance and petroleum in-
dustries. Phase B of the food regulations took effect September 10. New
regulations for the health industry were issued on January 16, 1974. The
major aspects of Phase IV are summarized in Table 22 and discussed in
more detail in the Quarterly Reports of the Cost of Living Council.

Phase IV also incorporated a new strategy for achieving a return to free
markets: decontrol of selected industries in appropriate cases. Lumber,
copper scrap, public utilities, and coal sold to utilities under long-term
contracts were decontrolled at the outset. In the administration of Phase IV,
each request for price and wage increases is reviewed individually. In suit-
able cases decontrol has been made contingent on agreements by the firms
to expand output or capacity or to limit exports. In these and other instances,
exemptions have been subject to a requirement that the firms furnish Gov-
ernment agencies with data on their prices, exports, and investment in new
facilities.

Likely candidates for decontrol have been industries producing basic com-
modities for which there was excess demand, since low domestic prices pro-
moted an unwanted rise in exports, as well as reducing supplies and providing
less incentive to expand production. Thus, fertilizers and most nonferrous
metals have been decontrolled during Phase IV.

In some sectors where there had not been a build-up of cost pressures,
decontrol would not lead to a spurt in prices. No advantages would be gained
by applying controls in these cases. Thus rents, which are difficult to regulate
for administrative reasons, were exempt from Phase IV controls, as they had
been in Phase III, and lumber was decontrolled for similar reasons. Partly
for the same reason, both wages and prices were decontrolled in the auto
industry, after a new wage contract for auto workers had been signed and
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after three of the four automobile companies agreed not to raise prices of
1974 model year cars beyond those already approved by the CLC, unless
economic conditions changed drastically.

Prices were decontrolled in other industries: cement, for example, where
expanded capacity was needed and a long lead time is required for con-
struction, and where there was some assurance of moderate price perform-
ance.

Areas that were decontrolled are still subject to periodic review to make
certain that wage and price behavior remains acceptable and that firms are
complying with agreements made at the time of decontrol.

THE EFFECTIVENESS OF CONTROLS

The most obvious question to ask about the controls program is whether
it has helped to hold down the rate of inflation. As last year's Report noted,
the answer to such a question is by no means obvious. A year ago, looking
back at 1972, one could say that the rate of inflation had been lower
during the controls program than earlier. Yet this was only a superficial
answer. The real question was whether the inflation had been less than it
would have been without the controls. Some argued that the rate of inflation
had been declining before the controls were instituted. A continuation of
the decline, they said, did not indicate the effectiveness of the controls but
rather their ineffectiveness. This view was also superficial, because no one
could be sure that the inflation rate would have continued to decline without
the controls.

Last year's Report concluded that the controls had probably restrained
inflation up to the end of 1972. The fact of the controls, plus their initial
success, had reduced inflationary expectations, held down total spending,
restrained the tendency to boost wages and prices, and permitted output
to rise more rapidly than it would otherwise have done. This interpretation
seemed at least to accord with the facts of 1971 and 1972.

The facts of 1973 are, of course, quite different. Price increases for raw
commodities were extremely rapid. Farm prices rose at their fastest rate
since 1917 and resulted in retail food price increases that accounted for 51
percent of the rise in the CPI during 1973. Another 11 percent of the rise
in the index was accounted for by higher prices of energy purchased directly
by consumers. The large rise in industrial materials prices also contributed
to the rise in retail prices. As a result the rate of inflation did not diminish
but increased; it outstripped the rate of the earlier period of controls as well
as the rate of earlier periods without controls. But again one should ask
what would have happened without controls in 1973? Would prices have
risen even more than they actually did?

The answer will never be known with certainty. Still it is more difficult in
1973 than in 1972 to believe that controls have had a significant effect in
reducing the rate of inflation. The reason is not simply that the inflation rate
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was more than twice as high in 1973. It is partly that the scenarios on
which it is usually argued that a controls system might restrain inflation
do not seem plausible for 1973. Two different theories of controls might
be envisioned.

1. Equilibrium system. The controls might either so restrain demand or
increase output as to bring demand and supply into balance at a lower price
level than would otherwise have prevailed. On the demand side, this might
occur as a result of dampening inflationary expectations. On the supply side,
because they know that controls preclude paying higher wages and charging
higher prices, businesses may try to employ more workers and produce
more than they would if wages and prices were uncontrolled and they
could achieve larger profits by producing less. Workers may accept the
controlled wage and be willing to work at it, even though they would
not have been willing to work at it if they had been free to bargain for
more.

2. Disequilibrium system. This course would imply that programs of con-
trol create shortages because at controlled prices, below market-clearing
equilibrium prices, buyers want more than producers are willing to supply.

The controls system was not designed to create or deal with a shortage
situation. From the beginning of 1973, and indeed throughout most of 1972,
about half the prices and wages in the economy were uncontrolled, includ-
ing farm prices, import and export prices, prices and wages in small busi-
ness, and wages below $2.75 per hour (below $3.50 per hour after May 1,
1973). If controls held down prices and created shortages in controlled
sectors, so that people could not spend money there, abundant opportunities
existed for spending money in the uncontrolled sectors, where prices could
rise. Moreover, and this is most important, many of the controlled sectors
either processed or distributed products from the uncontrolled sectors. The
controlled prices were margins over the uncontrolled prices. If the margins
were held down enough to create a "shortage," which producers tried to fill,
their action would pull up the prices of the uncontrolled materials and raise
the final price until there was no shortage. This appears to have happened
in the food sector during the first half of 1973 and may have contributed
to the price increases for imported crude nonfood commodities.

In any case, the machinery of the system was not prepared to withstand
acute shortages. That is, there was no enforcement apparatus capable of
resisting the price pressures that widespread shortages would have created.
Instead, the policy tried to correct shortages, either by expanding supply,
or in acute cases by allowing prices to rise.

There were, of course, some shortages; but at the consumer level they
were not very evident except temporarily with meat, and at the end of the
year with gasoline and fuel oil. They did not cast serious doubt on the prop-
osition that consumer prices were high enough to clear the market; in other
words, people who wanted to buy things at those prices could find them.

If the proposition is true, then whether controls restrained the rate of in-
flation boils dowrn to whether it can be demonstrated that they either re-
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strained the rate of spending or increased the rate of production. There can
be no doubt that the controls program restrained price increases in many
cases. But the question, of course, is whether holding down these prices
served to hold down prices on the average or only diverted the inflationary
pressure from these particular prices to others. This question returns us to
the effect controls may have had on total spending.

It is possible that when specific prices were held down—as they clearly
were—consumers did not transfer their spending elsewhere but reduced
their total spending. This might not show up as higher savings, because the
lower expenditures would also mean lower incomes to someone. It might
show up in a lower ratio of spending and income to the money supply, or
even in a lower money supply, if at a lower price level the Federal Reserve
felt less need to permit monetary expansion. However, as Chapter 2 pointed
out, spending increased by an exceptionally large amount in 1973. In fact
the increase was exceptional, even when the current and preceding behavior
of fiscal and monetary policy is taken into account. Last year was not one
in which the rise of spending was inexplicably slow and the controls could
have provided a plausible explanation for the slowness. On the contrary, if
the controls were holding down spending, its high rate of increase would
be very hard to explain. The route by which controls are sometimes thought
to hold down spending is through inflationary expectations. If controls make
people confident that inflation will be moderate, they are less inclined to
spend their money. To some extent this happened in 1972. But before long
in 1973 people's confidence that the controls would assure price stability
fell to a low point. Polls give much evidence of this sentiment, as well as
of the spreading expectation of more inflation.

The supply side of the equation is more uncertain. Controls that held
prices down may also have induced businesses to produce and sell more,
since they did not have the alternative of profiting by raising prices. How-
ever, the increase of output during 1973 was about the same as the average
annual increase in the past. Employment rose much more than the average;
and output per worker, productivity, rose much less than the average. It is
improbable that the controls system did anything to raise productivity. Its
effect is more likely to have been in the other direction. The controls also
held down U.S. prices relative to export prices, which were uncontrolled,
and they encouraged export of some basic materials which, if used for
further production in the United States, would have increased output. To
an unknown extent this increment to exports was offset by additional im-
ports, particularly of industrial materials, prices of which were not controlled.

So this leaves the question of whether output was increased because the
controls program contributed to the rise of employment by holding down
wage rates; that is, with the given increase in spending there would be, as a
result of controls, more real demand for labor, more employment, more out-
put, and lower prices. But this chain depends on the first link, namely, that
the controls held down wages. The controls program undoubtedly restrained
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wage increases in many cases, construction wages being an exceptionally
important and well-documented instance. But whether they did, in fact, hold
down the overall wage level is hard to tell.

At the beginning of 1973, the Administration and a few others believed
that the year would be one of only moderate wage increases compared to
those of the recent past. This view was based on the fact that wages had
gained substantially over the cost of living in 1972 and that wages in differ-
ent industries seemed in good balance. When consumer prices began to rise
rapidly early in 1973, the question arose whether this moderate expectation
would be upset, or whether the controls program would prevent such a
development.

The wage picture is not clear because the measures of wage rates do not
always agree, and no single ideal measure exists. Wage increases in new union
contracts were lower in 1973 than in 1972 (Table 25). When fringe bene-
fits are included, the 1973 contract increases were also lower than those of
1972, but not by so wide a margin; fringe benefits rose faster than wages.
However, the index of hourly earnings, adjusted for overtime in manufac-
turing and for interindustry shifts, rose a little more during 1973 than
during 1972 (Table 21). This index reflects not only new wage decisions
but also the effects of old decisions and their implementation. It also re-
flects the so-called wage drift as individual workers are reclassified, but it
does not reflect the relatively more rapid rise of fringe benefits.

TABLE 25.—First year wage rate changes in collective bargaining agreements covering 7,000
workers or more, 1970—73

Type of wage rate action i

Percent of workers affected

All industries

1970 1971 1972 1973 2

Manufacturing

1970 1971 1972 1973 2

All wage actions.

No wage jncrease..
Increase in v ages..

Under 1 percent
1 and under 2 percent...
2 and under 3 percent...
3 and under 4 percent...
4 and under 5 percent...
5 and under 6 percent...
6 and under 7 percent...
7 and under 8 percent...
8 and under 9 percent...
9 and under 10 percent..
10 percent and over
Not specified

Number of workers (thousands).

Mean adjustment (percent)

Median adjustment (percent)....

100

100

4,675

11.9

10.0

100

3,978

11.6

12.5

100

2,424

7.3

6.6

100

5,004

5.8

5.5

100

2,184

8.1

7.5

100

8,
4

16

9
6

53
00

1,913

10.9

10.1

100

2

100

100

913

6.6

6.2

1
3
5

47
24

10
2

2,318

5.9

5.5

* Percent of estimated average hourly earnings excluding overtime.
2 Preli -inary.

3 Less than 0.5 percent.

Note.—Detail may not add to total because of rounding.

Source: Department of Labor, Bureau of Labor Statistics.
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The most comprehensive measure we have of what it costs an employer
to purchase an hour of labor is the estimate of labor compensation per
hour. This measure covers not only wages but also fringes, including the
employers' share of social security contributions. Compensation per man-
hour of employees and the self-employed in the private nonfarm sector of
the economy rose at a more rapid rate during 1973 than during 1972, 8.0
percent in 1973 compared to 7.1 percent in 1972, partly because of the
big increase in social security contributions. This rise in compensation
occurred while the rate of productivity increase was declining, so that unit
labor costs accelerated considerably, from an increase of 2.4 percent during
1972 to an increase of 7.1 percent during 1973. Prices, of course, also rose
more rapidly in 1973 than in 1972. Nevertheless, whereas unit labor costs in
the private nonfarm economy rose about as much as nonfarm prices during
1972, they rose more than nonfarm prices during 1973. This suggests—
but only suggests—that labor compensation was not being held down to an
unusual degree, if one considers the factors which affect employers' desire to
hire labor, that is, the productivity of labor and the price of the product.
Analysis of the probable behavior of wages in relation to a longer list of vari-
ables, including the condition of the labor markets, also makes it seem
probable that wages rose as much as might have been expected without con-
trols. If so, one might also conclude that the controls over wages did not raise
employment and output and so restrain inflation in the demand conditions
of 1973.

Despite the uncertainty about whether controls had affected inflation in
1973, no uncertainty exists about another and possibly more relevant prop-
osition. The controls did not prevent a rate of inflation which was large com-
pared to our past history, to the previous year, to our expectations for 1973,
and to the goals of the program. This fact need not be interpreted as a
criticism of the way the program was designed and managed or as implying
a lack of cooperation by labor or business. It simply means that the situation
the program ran into was more than it could successfully contend with.

Effectiveness During Phase III

The shift from Phase II to Phase III coincided closely with the accelera-
tion of inflation from its moderate 1972 pace. Phase III was perceived by-
many, largely because of the fact that it was self-administered, as a signal
that controls had come to an end. This is reflected in survey findings that
the sharp rise in consumer spending early in 1973 was partly due to ex-
pectations that price increases would accelerate. One would naturally like
very much to know whether or not this shift released an inflation which had
been kept in check by Phase II, and which could have remained in check if
Phase II had been continued. Table 26 throws light on this question. It classi-
fies the items in the consumer price index into three categories: (1) Items
exempt from control in Phases II and I I I ; (2) items subject to similar
regulations in both phases; and (3) items for which the administration of
Phase II rules was substantially relaxed in the transition to Phase III.
The increase of the inflation rate between Phases II and III was a little
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TABLE 26.—Behavior of items in consumer price index during Phases II and HI, classified by
type of control applicable

Item and control status

Relative importance,
December (percent

of all items)

1971 1972

Percent change,
annual rates1

Phase W
Nov. 1971

to
Jan. 1973

Phase III
Jan. 1973

to
June 1973

Percent contribution
to change

Phase II
Nov. 1971

to
Jan. 1973

Phase III
Jan.1973

to
June 1973

All items

A. Items exempt from Phases II and III 2

B. Items subject to similar regulations in Phases
II and I I I :

Food
Public utilities a
Medical care services
Mortgage interest rates

C. Items for which Phase II controls abolished
or made self-administered: *

Residential rents
Nonfood commodities
Services

Total A+B
Total C
Addendum: C excluding gasoline, motor and

fuel oil, and coal

100.0

11.3

22.2
4.8
5.6
3.7

5.1
32.2
15.2

47.6
52.4

48.8

100.0

11.5

22.5
4.8
5.6
3.7

5.1
31.8
15.1

48.1
51.9

48.4

3.6

4.4

6.5
4.2
3.9

3.8
2.1
3.3

4.8
2.6

2.6

8.3

5.5

20.3
2.8
3.8
1.8

4.4
6.1
6.2

11.7
6.0

5.1

100

13

38
5
6

- 1

100

7

51
1
2
1

3
22
13

63
37

30

1 Seasonally adjusted where possible. Major exceptions are property taxes, services, and residential rents.
2 Major items are houses, used cars, and State and local taxes and user charges.
3 Though the Phase II requirement for certification was dropped in Phase I I I , the basic regulations continued in force.
* Excludes components included in A and B above and does not take into account the small business exemption.

Note.—Detail may not add to total because of rounding.

Sources: Department of Labor (Bureau of Labor Statistics) and Council of Economic Advisers.

greater for the first two categories, for which the rules did not change, than
for the third category, for which the rules were relaxed. Consequently the
first two categories contributed a little more to the inflation of Phase III
than they did to the inflation of Phase II. Thus, little evidence can be found
that consumer prices rose exceptionally fast in the areas in which the ad-
ministration of controls was relaxed in Phase III.

This is also largely the case even with respect to the rapid increases in
the WPI. Agricultural prices were not controlled under Phase II, so the shift
to Phase III presumably had no effect on them. Much of the increase in
prices of raw industrial commodities occurred in industries which had profit
margins below their permitted ceilings and, in some important instances,
those whose product prices at the beginning of 1973 were below Phase II
ceilings. There was considerable room for profit margin expansion in indus-
tries like steel, primary nonferrous metals, and petroleum. Only a tightening
of Phase II rules could have eliminated this gap; but, given worldwide
demand and the devaluation of the dollar, such tightening might only have
led to a further expansion of exports.

* * * * * * *
During 1973, in all phases of the controls, there was a marked shift of

relative prices. Prices of raw agricultural products and of industrial mate-
rials rose very much more than prices of finished goods and services.
Undoubtedly this shift would have happened in 1973 without a controls
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program. The worldwide lag in agricultural production, for which demand is
quite price inelastic, would have caused a relative rise of agricultural prices.
Industrial raw materials prices generally rise relative to the prices of finished
goods in a boom, and in 1973 the boom affecting the world as a whole was
exceptionally strong. Raw agricultural products were exempt from con-
trol, and some industrial raw materials were also exempt because they
were imported. The controls, particularly the profit margin limitation, held
down specific prices and may have compressed the prices representing the
value added in processing and distribution, thereby diverting demand to
the uncontrolled commodities. (Chart 6 shows changes in the relationship
between materials prices and those of finished goods at the wholesale and
retail level.) Extension of controls to these uncontrolled items would have
meant more exports, less farm output, lower imports of industrial raw
materials, less total output, and if not higher prices, at least more shortages.

One of the most constructive aspects of the Economic Stabilization Pro-
gram, and one of the most valuable effects of the effort to control prices
directly, was that it led the Federal Government to redouble its efforts to find
ways of increasing supplies in many areas (Table 24). As prices sky-
rocketed in many sectors—chiefly food, but also lumber and other basic
materials—and it became apparent that price controls would be ineffective,
if not harmful, attention turned to dealing with the real problem, which
was inadequacy of supply. In many cases it was discovered that the Federal
Government was itself partly responsible for the limitation of supply.

The leading example is agriculture. The President, concerned with short
supplies and rising prices, has brought about a dramatic change in agricul-
tural policy during the past 2 years. The results have been striking: the
elimination of many restrictions on agricultural production in the United
States; a greater willingness to receive agricultural imports; removal of the
subsidies to agricultural exports; and reductions of Government-owned
stockpiles of farm products. These changes, more than anything that was
done or could be done with direct price controls, are the Government's ef-
fective contribution to more stable food prices. Less spectacular, but still
important, steps were taken to increase lumber production from the national
forests and to sell excess Government stockpiles of industrial raw materials.

In any appraisal of the part the controls program played in checking
inflation up to the end of 1973 or subsequently, one of the most obvious
benefits must be the mobilized effort to increase supply and remove Govern-
ment-imposed impediments to supply.

FAIRNESS OF CONTROLS

A major challenge in the development and administration of controls is
the assurance of equity. Whenever the Government has as strong a hand
in the distribution of real incomes as it does in a price-wage controls pro-
gram, many will complain of unfairness. It is rare for anyone to think that
he has received his just deserts, and this is especially true where Government
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Chart 6

Changes in Related
Wholesale and Consumer Prices

PERCENT CHANGE DURING PERIOD
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| § WPI CONSUMER FINISHED GOODS EXCLUDING FOODS
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AVERAGE
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CPI FOOD

1961 TO 1970
AVERAGE
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*R ISE EXAGGERATED BY INCREASE IN REFINED PETROLEUM PRODUCTS PRICES, WHICH ARE BASED ON SPOT

MARKET QUOTATIONS NOT REPRESENTATIVE OF TOTAL MARKET IN 1973.

SOURCES: DEPARTMENT OF LABOR AND COUNCIL OF ECONOMIC ADVISERS.
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is concerned. Some may very well have been adversely affected by controls,
just as others may suffer from the implementation of various other policies.
There is no strong objective evidence, however, that the controls operated
in a biased manner in 1973.

As should be clear from the preceding discussion, the effect of the controls
on relative incomes or relative prices is hard to define. We know what hap-
pened during the year but not how much of it was due to the controls.

Several developments in the distribution of income are relevant to the issue
of fairness in the economy's performance during 1973. Since controls first
went into effect, the share of national income produced in the private sector
and going to workers employed there has declined slightly, edging down
from 70.6 percent in the second quarter of 1971 to 70.3 percent in the third
quarter of 1973. Almost all of this decrease occurred during 1973 and was
offset by a rise in the profit share of national income and the income of
farm proprietors.

The implication of the relatively unchanged labor share during 1973 is
that if workers bought a bundle of goods and services consisting only of those
they produced—excluding imports, of course—and weighted in the same
proportion as this output, they would have continued to command the same
share of national output as they had done previously. And since output grew
during the year, even on a per man-hour basis, an unchanged labor share
means that workers, before tax changes in 1973, received more goods per
hour of work.

The most dramatic event in the distribution of income in 1973 was the
extraordinary rise of farm income. In the year ending in the third quarter
of 1973 the income of farm proprietors increased by 37 percent, whereas
the total national income rose by 12 percent. Net income per farm rose 39
percent, 24 percent in constant dollars. The large rise placed farm proprie-
tors in a favorable position despite controls imposed on meat prices on March
29. Cash receipts from livestock products rose to record highs, but rises in
production costs offset a major part of the increase. Nevertheless the higher
receipts from farm marketings led to record incomes and an improved
relative position for farm families.

EFFECT OF CONTROLS ON COMPONENTS OF OUTPUT

Throughout 1973 considerable attention was drawn to shortages of goods,
particularly in the manufacturing sector of the economy. Purchasing agents'
reports that they could not obtain materials became widespread. High
demand throughout the economy was the reason most frequently cited for
such shortages. In some cases shortages also arose from a diversion of domes-
tically produced supply to export markets, particularly for such materials as
chemicals, metals, and lumber. Many shortages—of fertilizers and petro-
chemicals, for example—were traceable to the limited supply of crude oil
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and natural gas. A complex set of factors can be blamed for this situation;
the controls program intensified the problem but was not the only cause.

Except for meat and petroleum products, shortages of industrial materials
did not carry over noticeably to consumer markets. One reason is that firms
were able to substitute to some extent more plentiful materials for scarce
ones in the production process, especially in finished durable goods and in
the use of packaging materials. Inventories also helped to offset shortages of
materials; inventories of some products would probably have been higher
if materials supplies had been greater.

Flexibility in the administration of the controls program, enabling ad-
ministrators to exempt some markets, decontrol others, and allow exceptions
to the general rules regarding price increases, helped prevent shortages
from becoming more pervasive and acute. Attention was also given to cases
in which controls, without limiting current output, might discourage the in-
vestment needed to supply future output. The need to stimulate investment
was, for example, an important consideration in decontrolling the cement
industry and allowing a price increase by the paper industry.

Despite constant reminders by the Administration that it regarded con-
trols as temporary, there was always the danger that the program might
result in significant deferral or cancellation of investment plans. Probably the
controls introduced an element of uncertainty that affected long-run plan-
ning. But the CLC did move to decontrol in important instances where it
was shown that controls threatened to limit investment. And many invest-
ment plans with long lead times were undoubtedly undertaken on the likeli-
hood that controls would be abolished by the time the new capacity came
on stream.

In the agricultural sector the ceilings on meat prices contributed to
subsequent reductions in livestock production. That the controls program to
some extent limited the quantity of output and the investment required to
produce future output is not surprising. Even the anticipation of a controls
program can have this effect if producers raise prices, establish new market-
ing channels, or divert investment from the United States to other countries.

SUMMARY

We repeat what was said at the outset: the effect of the controls program
on the rate of inflation in 1973 cannot be known with certainty either today
or ever.

Controls could have worked in many ways, and economists' knowledge of
the quantitative relationships determining prices is not so precise as to rule
out the possibility that inflation might have been even greater in 1973 with-
out controls. We think it would not have been much greater, however, since
with the controls the rate of spending was high relative to the money supply,
and output was low relative to the labor supply.

Still no one can disprove the thesis that the controls had a significant effect,
although 1973 makes it a hard thesis to believe. Doubts of this kind should
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come as no surprise. There is much prior evidence that price and wage con-
trols of the kind tolerated during peacetime in free societies cannot signifi-
cantly restrain inflation under the supply and demand conditions experi-
enced in 1973.

The effectiveness of controls obviously cannot be judged by 1973 alone.
The operation of the controls during 1971 and 1972, bringing about a good
balance in the structure of wages, may have helped to avoid a repetition in
1973 of the kind of wage spiral the country was experiencing before August
1971. On the other hand, if controls did hold down prices during 1973, the
possibility remains that these prices will catch up in 1974 or later.
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