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90-day f re ez e  has had extraordinary  acceptance  and s u c c e s s .  Why?

a. It met  a well-defined need. '

b. It i s  s im ple  and eas i ly  understood by the public.

c. It i s  un iversa l  in coverage and a f fects  everyone 

m o re  or l e s s  equally.

P hase  II should capture  the public enthusiasm engendered by the freeze .

a.  It needs a l so  to be s imple  in concept.

b. It m ust  be tough enough to avoid a p o s t - f r e e z e  letdown 

in psychology which could undo much of the good that

* has  now been accomplished.

c. It should avoid, so fa r  as  poss ib le ,  a f r e sh  b urs t  of wage 

and pr ice  i n c r e a se s  pent up during the f re ez e  period.

Some s l ippage  in wage and pr ice  per form ance  from  the s tandards  of

the f re ez e  is  inevitable.

a. There a r e  obvious inequities,  involving (i) employees whose

wage in c r e a s e s  have been delayed or suspended by the freeze ,  

and (ii) employers  whose p r ice s  have been frozen despite  higher 

wage or m a t e r i a l s  costs  a lready incurred .
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b. Some genera l  pay r a i s e s  need to be permitted to re f lec t  

productivity growth^and to retain a cooperative attitude 

by the public general ly ,

■ c, It would be fa r  better for P hase  II acceptance,  however,  

i f  the s l ippage  were  to occur gradually,  rather than in a 

surge  during the initial p o s t - f ree ze  period. If pr ice  in

c r e a s e s  should suddenly spurt to a 5-6 per cent ra te  a f ter  

the freeze ,  inflationary expectations would be rekindled, 

and demands for l a r g e  wage and p r ice  in c r e a se s  would be 

widely st imulated.  The newly won confidence on which we 

a re  counting for  a vigorous recovery  would then tend to 

erode,  and it might a l so  prove im poss ib le  to r e s t o r e  a 

% reasonab le  degree  of pr ice  stabi lity in the near future.

4. Above considerat ions  lead  to the conclusion that P hase  II should 

provide for a gradual  thaw--retaining a tough stance on our wage 

and p r ice  per form ance  standards  - - ra ther  than any substantia l  and 

precipitate  move toward decontrol. Some features  of a p r o g r a m  

that might permit  this a r e  as  follows:

a. Announce appointment of a Wage and S a la ry  B oard  (tripart ite) 

and a National P r i c e  C om m iss ion  (public) to work out ru les  

and procedures  permitting n e c e s s a r y  adjustments  in wages
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and pr ice s  as  well as  to deal ’ ch spec if ic  c a s e s .

Recognizing the complexity of the ass ignm ent ,  these  

groups should be given 90 days to formulate  their p ro p o sa l s  

for submiss ion  to the Cost of Living Council'for' review and; 

approval .  These  ru le s  would encom pass  policy posit ions in 

the handling of such i s s u e s  as de ferred  wage in c r e a s e s ,  

comparabil i ty  and catchup adjustments ,  productivity b a r 

gaining (on the wage side),  and ground rules  for the p a s s 

through of cost  i n c r e a s e s ,  the survei l lance  of profit m a rg in s ,  

and approval  of hardship adjustments  (in the c a s e  of p r ice s ) .  

It should be understood that the P r ic e  C om m iss ion  would 

develop procedures  not only to rule  on applications for pr ice  

in c r e a s e s  but a l so  to identify a r e a s  where pr ice  ro l l -back s  

a r e  needed, wherever  windfall profits  a re  result ing f ro m  the 

pro gram .

b. Set  forth a continuing national objective that seeks  overa l l  

s tabili ty in p r i c e s .  A zero rate  of in cre a se  in p r ice s  i s  

unlikely to be achieved, due to n e c e s s a r y  adjustments  such 

a s  a re  noted above, but it is  the ideal  to which we should 

a sp i r e .  Point out that this objective means  that i n c r e a s e s  

in wages  and s a l a r i e s  cannot, on the average ,  exceed the
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national gain in productivity. The establishment of wage
*

s tandards  that will  meet  this tes t  i s  to be the responsib i l i ty  

of the Wage Board.  In the meantime,  however,  wage and 

s a la ry  i n c r e a se s  of 3 per cent per annum might be authorized, 

on the ground that productivity growth in the past  has  averaged  

c lo se  to that figure.

c. Recognize that there a re  instances  where g r o s s  inequit ies  

may exis t  as a re su l t  of the f reeze ,  affecting both wages  and 

p r i ce s .  Machinery to deal with such c a s e s  will  be developed 

by the Wage B oard  and P r ic e  Com m iss ion .  But where s ev er e  

hardship does not permit  delay until that t ime, the Cost  of 

Living Council would be authorized to consider spec ia l

% emergency handling of petitions for re l ie f .

d. Authority to exempt c l a s s e s  of employees  and goods and 

s e r v i c e s  f rom  fo rm a l  w age-p r ice  re s t ra in t s  should be 

delegated to the Cost  of Living Council. Immediate exemption 

might be given for w orkers  currently earning under $1. 60 per 

hour, for agr icu l tura l  products  and food p r o c e s s o r s ,  and for 

com m erc ia l  rents .  In each case ,  there appear to be soc ia l  

and technical  r e a so n s  justi fying an exemption. In addition, 

the F P C ,  F C C ,  ICC and C A $  might be asked to help the Cost
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of Living Council to develop guidelines for use  in regulated 

in du s tr ie s ,  which in many c a s e s  pose  difficult and complex 

p rob lem s.

e. Announce that a one year  extension of the Economic S tab i l i 

zation Act of 1970, which expires  next Apri l  30, will  be 

sought. It should be emphasized that this does not mean 

that a full  panoply of w age-pr ice  re s t ra in t  machinery will 

be n e c e s s a r y  throughout the extended period. Indeed, it 

i s  contemplated that provis ional  decontrol of spec if ic  a r e a s  

will  occur a s  1972 p r o g r e s s e s ,  with the objective of returning 

to f r e e  m a r k e t s  by ear ly  1973. But it will  s til l  be n e c e s s a r y  

to have the authority for the w age-pr ice  r e s t r a in t  p r o g r a m  

% beyond Apri l  30, 1972. The intent i s  to have a p ro g r a m  with

teeth in it, under which conspicuous v io lators  will be prosecuted,

5. Three  types of p rob lem s in the labor a r e a  de serve  sp ec ia l  mention,

a. Under exist ing union contracts ,  many workers  have a l ready

barga ined  for de fe rred  v/age in c r e a se s  substantially exceeding 

the proposed  3 per cent inter im guideline. These  c a s e s  will 

be reviewed by the new Wage Board,  but in the m eantim e it 

will be n e c e s s a r y  that inter im in c r e a se s  be held to 3 per cent, 

with the a s s u r a n c e  that these  c a s e s  will be dealt with la ter .
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b. Some labor groups m ay  have ^ct ia t ic ,  or be planning 

to negotiate, wage i n c r e a s e s  that would cover the f re ez e  

period re troact ive ly .  These  m ust  be prohibited if the 

beneficial  effects  of the. f r e ez e  a re  to be pre se rved .

c. Sev era l  unions (dockworkers ,  coal  m iners )  s eem  likely

to negotiate wage i n c r e a s e s  great ly  exceeding any acceptable  

standard. The inter im  rule of 3 per cent wage in c r e a s e  

after  November 12 should not be breached;  however, such 

c a s e s  should be p ro m ise d  prompt review by the new Wage 

Board .  Of course ,  there i s  a substantia l  probabil ity  that 

s tr ike  situations will  develop, either immediate ly  or la ter ,  

i f  l a r g e  wage i n c r e a s e s  a r e  not permitted.  A s trategy  for
%

dealing with these  ex trem ely  difficult situations needs to be 

developed. F o r  example ,  Stabil ization Act sanctions may 

need to be p r e s s e d ,  or the use  of the Taft-Hart ley  procedures  

m ay  be n e c e s s a r y  where work s toppages  threaten the national 

in terest .

The above r e p re se n ts  a tough pro gram ,  but public acceptance  of s tern  

and s im ple  m e a s u r e s  i s  l ikely to be high, extending for a t ime the 

s u c c e s s  of P hase  I.
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a. A re lat ive ly  s e v e r e  p ro gram  j^ e m s  essent ia l  if we a re

to hold wage gains and price  i n c r e a se s  to m oderate  lev e ls ,  

thus retaining the initiative in coping with the inflation 

s p i r a l  that we have gained from the f re ez e -. If our goal 

by the end of 1972 is  something like a 2 or 3 per cent ra te  

of inflation, we a r e  far  m o re  likely to get it by permitting 

a gradual  thaw than by moving abruptly at the end of P h a se  

I.

b. Continued s u c c e s s  on the inflation front holds high p r o m is e  

of extending the improved state  of confidence that i s  e s sen t ia l  

i f  we a re  to have the robust  economic reco v ery  that now 

s e e m s  within our g ra sp .
%

c. An incidental but important advantage of a gradual  evolution 

f ro m  P h ase  I to P h a se  II is  that we a r e  not yet in a posit ion 

to spel l  out detai ls  of treatment and coverage ,  nor will we 

be so in a m at te r  of weeks.  Many complex i s s u e s  rem ain  to 

be reviewed and determined,  to which the proposed Wage 

B o a r d  and P r i c e  C om m iss ion  can m ake important  contributions.

d. In announcing the launching of P h ase  II, it will  be highly 

important to stres^s that if abuses  in wage or pr ice  behavior 

develop, a prompt return to a un iversa l  f r e e z e  may become
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n e c e s s a r y .  This  should help ' r e s t r a in  e x ce s s iv e  a d ju s t 

m en ts ,  not only in the a r e a s  to be decontrolled but a l so  in 

the spec if ic  c a s e s  coming before the Wage Board  and P r ic e  

C om m iss ion .  A strong defense of the p r o g r e s s  achieved 

will help great ly  to convince the public that we a re  se r io u s  

about continued re s t ra in t  under P h ase  II.

Sum m ary .  The above outline of a P h ase  II p ro gram  embodies  certa in

b a s i c  p r inc ip les .

a. It i s  s im ple  in concept, for that i s  e ssent ia l  to w idespread

• public understanding and acceptance.

b. It re qu ire s  the continued availabili ty  of sanctions,  including 

% the threat  that m isbehavior  will  bring a return of the f re ez e .

c. P h ase  II will  evolve gradually out of Phase  I, so that the 

p sychological  advantage  of the f re ez e  can be p re se rv ed .

This i s  e s s e n t i a l  to the vigor of the economic recovery .

d. It would be a m is tak e  to confine P h ase  II coverage  to m a jo r  

industr ie s  and trade  unions. F o r  the public r a r e ly  deals  

d irect ly  with big companies ;  it rather  deals  with local  

m erchants  and se rv ice  organizat ions .  Also, the problem 

of wage-push inflation extends throughout the economy.
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Administrat ive  complexity should not be confused with
*

coverage .  Although the concept of coverage  rem ains  

.very broad,  the machinery of administrat ion should be 

concentrated in the big pattern-sett ing s ituations, with 

only spot checks for compliance and enforcement in 

other a r e a s .

The entire purpose of both Phase  I and P hase  II of the 

p ro g ra m  is  to speed the transit ion from  the rapid 

inflation we have been experiencing to a condition of 

rea so n ab le  pr ice  stability achieved through f re e  m a rk e t s .  

Thus par t ia l  decontrol,  segment by segment,  should be 

attempted as  quickly as  appears  fe a s ib le  and consistent  

with the maintenance of an effect ive overa l l  p ro gram .
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Finally ,  let m e  say that it would be wise to use  the oppor

tunity granted us by P h a se  II to ponder d ispass ionate ly  why our 

economy has  become so prone to inflation and why the f i re s  of 

inflation, once s tar ted ,  a re  so difficult to extinguish; _ Has the 

s tructure  of our economy changed so as  to im part  an increas ing  

b ia s  toward inflation? Are  bus iness  or labor groups abusing their 

economic power to a l a r g e r  degree  than they did ten, twenty, or 

thirty y e a r s  ago?  If so,  to what degree  a re  our laws or regulations  

re sp o n s ib le  for such a b u s e s ?  Why did the normal  growth of p ro 

ductivity* come to a v ir tua l  halt toward the end of the 1960!s?  How 

can our governmental  training p r o g r a m s ,  on which v as t  sum s  are  

being expended, be m ade  m o re  effective? What contribution can 

lo ca l  productivity councils make to improvements  in industr ia l  

eff ic iency? How can the advantages  of computerized job banks be 

effectively h a r n e s s e d ?  These  a re  a few of the questions that we 

need to a sk  and try to r e so lv e  in order  to help a s s u r e  that the 

controls  of P h a se  II, once dismantled,  will not be needed again 

in our li fetime.
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