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In resp o n se  to your req u est, I am  enclosing a 
m em orandum  on p rice  policy. P le a s e  understand th at, 
in view of a ll that 1 had to do in p rep aratio n  for m y tr ip ,  
th is m em orandum  w as p rep ared  in h a ste . H ow ever, it  
does convey the e sse n ce  of m y p resen t thinking.
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A rth u r F .  B urn*  
June 2 4 , 1972

A NOTE ON P R IC E  PO LIC Y

A s you know, econom ic re c o v e ry  has proceeded favorab ly  

m  re ce n t m onths. P rod u ction , em ploym ent, p erson al in com e# , 

b u siness p ro fits , re ta il  s a le s , and new o rd e rs  - -  a ll have been  

in creasin g  a t a ra th e r  vigorous p ace . It ap p ears that the econom y  

w ill continue in this favorab le trend at le a s t during the rem ain d er  

of th is y e a r .

The p ro g re s s  being m ade in the fight ag ain st inflation, 

how ever, is another m a tte r . W age ra te s  a re  continuing to r is e  

a t a su b stan tial p ace , and th e re  a r e  num erous indications th at the 

r is e  m ay a c c e le r a te  - -  ra th e r  than m o d erate  - - i n  the m onths 

ahead. The gain in productivity  has been som ew hat disappointing  

fo r a  p eriod  of vigorous econ om ic reco v e ry *  And p ric e s  continue 

to r i s e  at a  ra te  th at ca lls  into question the ach ievem en t of our 

stated  g o als .

In the s ix  m onths sin ce  the p rice  f re e z e  ended la s t  N ovem ber, 

the con su m er p rice  index has r ise n  at a 3 - 1 / 2  per cent annual r a te .  

This is  b e tte r  than the p erfo rm an ce  before the f re e z e , but above the 

2 -3  per cent ta r g e t  se t for the p ro g ram . In view of th is , the a c tiv itie s  

of the P r i c e  C om m ission  m ay need to  be intensified in o rd e r  to  a s s u re  

a b e tte r  p e rfo rm a n ce .
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W hat is  p a rticu la rly  disturbing now is the re c o rd  of m eat  

p rice s  sin ce  the ending of the fre e z e . In the five months to A p ril, 

the consu m er^p rice index re co rd e d  an in c re a s e  in the re ta il  p r ic e 1 

of m eats  amounting to  17 per cent a t an annual r a te . In the la te s t  

month th e re  w as a  sm all d eclin e, but th is is  only a  te m p o ra ry  

re sp ite  sin ce  w h olesale m eat p rice s  have r is e n  substantially  

fu rth er in re c e n t w eek s. W e should tr y  to curb this r i s e ,  fo r  

th e re  is  no m o re  sen sitiv e  index of what is  happening to p rice s  

from  the point of view of the housew ife. And if the a v e ra g e  hou se­

wife cannot p erce iv e  that p re s s u re s  on the fam ily  budget a re  

lessen in g , th e re  is  little  hope thfet we w ill be able to  get the  

m od eration  in wage dem ands -• with or without co n tro ls - -  that 

is  e sse n tia l to  a  red u ction  of in flation ary  p re s s u re s  in the A m erican  

econom y.

My judgm ent, th e re fo re , is  th at the problem  of m eat p rice s  

w arra n ts  sp ecia l action . Such m e a su re s  could be of the p ie ce ­

m eal type, d ire cte d  at in creasin g  m arg in ally  the supply of m eat  

available to  the p riv ate  econom y. I have in m ind h e re  a reduction  

in governm ent p u rch ases of m eats  by the D efense D epartm ent and 

under v ariou s D epartm ent of A g ricu ltu re  p ro g ra m s , com bined with
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a re laxatio n  - -  o r possibly tem p o ra ry  suspension - -  of im p o rt  

quotas. Such actio n  would have jprnftj. though only sm all, im p act , 

on the supply of m e a t. H ow ever, it would convey to  the public a  

sen se  of co n cern  about^he problem . The p re c is e  tim ing of such  

action s w ill req u ire  v e ry  carefu l thought.

A bolder actio n  that would im m ed iately  h alt the esca la tio n  

in p r ic e s  would be to re im p o se  a p rice  ceiling on p ro ce sse d  m e a ts , 

tied to cu rre n tly  prevailing p rice s  - -  th ose actu ally  ch arged  by 

p r o c e s s o r s , m id d le-m en  and r e ta ile rs  in the second half of June. 

This would d ram atize  the A d m in istration 's intent to m ake the  

co n tro ls  p ro g ra m  w ork , and m ight w ell have sa lu ta ry  effects  on 

b u sin ess p ricin g  d ecis io a s  in other a r e a s . It would be an e x tre m e ly  

popular m ove with housew ives everyw h ere , and yet it  would not 

serio u sly  im p air fa rm  in co m es, which a re  now benefitting fro m  

the re co rd -h ig h  p rice s  being re ce iv e d  for m eat an im als. And, it 

would be re la tiv e ly  easy  to  ad m in ister for a b rie f  period . R eta il  

s to re s  would be req u ired  to post ceiling p ric e s  for th eir m e a ts , 

ju st as they did la s t  fa ll, and housew ives would tend to  see  to it 

th at the p ric e s  actu ally  ch arged  do not exceed  th ese  lim its .

T h e re  a r e  h a z a rd s , of co u rse , in adopting such a bold and 

d ra m a tic  co u rse  of actio n . The p ro g ram  would be effective  fo r
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only a few m onths. And it could fail if p ro d u cers withheld supplies 

of m eats  and m eat anim als fro m  the m a rk e t. T h ere  is  som e p ra c tic a l  

latitude for th is , but I doubt that it would prove to  be qu antitatively  

sign ifican t. This w as not a problem  during the 90 -d a y  f re e z e  la s t  

fa ll, and the p ric e s  being re ce iv e d  a r e  now su b stantially  higher  

than they w ere  then. R eim position  of a  te m p o ra ry  p rice  ceiling  

could a lso  have unfortunate consequences if it w ere  to be followed  

by yet another up su rge in p r ic e s . But I understand th at the m eat  

supply situation is  likely to show gradual im p rovem en t in the  

months ahead, so that the underlying m ark et situation should be 

moving tow ard b alan ce , at o r below cu rre n t p r ic e s , with the  

p assage of tim e . F in a lly , th e re  is  the likelihood of a d v e rse  

re a ctio n  fro m  fa rm  grou p s, and this fa c to r  re q u ire s  the m o st  

carefu l p o litica l evaluation.

If sp e cia l action  is  taken to stab ilize  m eat p r ic e s  - -  

w hether it be a f re e z e  o r announcem ent of other new G overnm ent 

in itiatives - -  the o cca sio n  could also  be used to stren gth en  the  

re so lv e  with w hich the g en era l p ro g ram  of p rice  r e s tr a in t  is  

being pursued. The regu lation s of the P r ic e  C om m ission  req u ire  

not only that the p ric e  in c re a s e s  of a ll of the la r g e r  com panies be
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justified  by co s t in c r e a s e s , but a lso  that any p rice  in c re a s e s  

granted not be p erm itted  to ra is e  profit m arg in s above a 

h is to r ic a l b a se . T h a t^ a s e  w as d elib erately  chosen  so  a s  to  

allow som e re c o v e ry  in profit m argin s fro m  the v ery  low levels  

to w hich they had fallen  in the la tte r  I 9 6 0 's . But a s  the p ace of 

b u siness activ ity  quickens, m o re  and m o re  individual f irm s  w ill 

be exp erien cin g  a re c o v e ry  in m arg in s to  the point w here the 

h is to ric a l b ase  w ill b ecom e a  co n stra in t on th e ir  p ricin g  p o lic ie s .

The effective co n tro l of p r ic e s  through profit m arg in s is  

a difficult task . The m ovem ent of m arg in s fro m  q u arter  to 

q u arter  has to  be m on itored  ca refu lly , and the com panies affected  

have to know th at th e ir  p erfo rm an ce  is  being w atched and th at 

rem ed ial action  w ill be req u ired  prom ptly should they exceed  

the profits guidelines. I b elieve that som ew hat s t r i c t e r  m onitoring  

and en forcem en t in th is a r e a  would now be ad v isab le . B u sin ess  

execu tiv es w ill object stro n g ly  as the ru le s  begin to b ite . N ev er­

th e le ss , I am  inclined to believe that we should en cou rage the 

P r ic e  C om m ission  to  intensify its  p rofits m arg in  su rv e illa n ce  

p ro g ra m .
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’ It w ill be argu’ed that such a policy w ill w eaken the econ om ic  

r e c o v e ry , and m ay re s u lt  in reduced  em ploym ent gain s, low er  

«tock  p r ic e s , and a le ss  ebullient econom ic a tm o sp h ere . T hat 

is  p o ssib le . In m y judgm ent, how ever, the bu sin ess expansion  

now in p ro g re s s  h as sufficient stren gth  and m om entum  to w ithstand  

som e r e s tr a in t  on profit m a rg in s , provided it does not la s t  m o re  

than a  few m onths. As you know, I have long argu ed  that p rofits  

need to  be high er in o rd e r to  en cou rage the in vestm en t that is  

e sse n tia l to  a  stron g  and growing economy* At p re se n t, how ever,

I feel that the m o st urgent need is  to  ach ieve the d e g re e  of p r ic e  

stab ility  that is  esse n tia l in seeking a  gradual m od eration  in the 

w age in c re a s e s  that w o rk ers  w ill demand and be w illing to  a c c e p t.
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