
EMPLOYMENT, GROWTH, AND PRICE LEVELS

HEARINGS
BEFORE THE

JOINT ECONOMIC COMMITTEE 
CONGRESS OE THE UNITED STATES

E IG H T Y -SIX T H  CONGRESS
FIRST SESSION 

PURSUANT TO

S. Con. Res. 13
PART 9B—CONSTRUCTIVE SUGGESTIONS FOR 
RECONCILING AND SIMULTANEOUSLY OBTAIN­
ING THE THREE OBJECTIVES OF MAXIMUM 
EMPLOYMENT, AN ADEQUATE RATE OF GROWTH, 

AND SUBSTANTIAL STABILITY OF 
THE PRICE LEVEL

MATERIALS SUBMITTED BY 12 ORGANIZATIONS AT THE 
INVITATION OF THE JOINT ECONOMIC COMMITTEE

Printed for the use of the Joint Economic Committee

UNITED STATES 
GOVERNMENT PRINTING OFFICE 

38563 WASHINGTON : 1959

For sale by the Superintendent of Documents, U.S. Government Printing Office 
Washington 25, D .C . - Price 45 cents

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



JOINT ECONOMIC COMMITTEE
(Created pursuant to sec. 5(a) of Public Law 304, 79th Cong.) 

PAU L H. DOUGLAS, Illinois, Chairman 
W R IG H T  P A T M A N , Texas, Vice Chairman

SEN ATE 
JOHN SPA R K M A N , Alabama 
J. W IL L IA M  F U L B R IG H T , Arkansas 
JOSEPH C. O’M A H O N E Y , Wyoming 
JOHN F. K E N N E D Y , Massachusetts 
PR E SC O T T  BUSH, Connecticut 
JOHN M A R SH A LL B U T L E R , Maryland 
JACOB K. JAVITS, New York

HOUSE OF R E P R E SE N T A T IV E S 
R IC H A R D  BO LLIN G , Missouri 
H ALE BOGGS, Louisiana 
H E N R Y  S. REUSS, Wisconsin 
F R A N K  M . COFFIN , Maine 
TH O M AS B. CU RTIS, Missouri 
C LAR E N C E  E. K IL B U R N , New York 
W IL L IA M  B. W ID N A L L , New Jersey

S t u d y  o f  E m p l o y m e n t , G r o w t h , a n d  P r i c e  L e v e l s

(Pursuant to S. Con. Res. 13, 86th Cong., 1st sess.)
O tto  E ck s t ein , Technical Director 

Jo h n  W. L e h m a n , Administrative Officer 
Ja m e s  W. K n o w l e s , Special Economic Counsel

n

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



C O N T E N T S

ST A T E M E N T S A N D  E X H IB IT S Page
American Bankers Association________________________________________________  3055

Farm programs out of control, budget estimates and expenditures for
stabilization of farm prices and farm income_________________________ 3072

How spending programs grow; expenditures other than national
security, international affairs and debt service_______________________  3062

Inflation in construction costs, selected price indexes: 1948-58----------  3075
Our inflationary Federal budget, budget surpluses (plus) and deficits

(minus) fiscal years 1950-59___________________________________________  3064
The mounting short-term debt, marketable treasury debt due within

1 year____________________________________________________________________ 3066
American Farm Bureau Federation___________________________________________ 3081

Extract from Farm Bureau’s 1959 policies on monetary and tax
matters__________________________________________________________________  3086

American Federation of Labor and Congress of Industrial Organizations.. 3089 
Areas of substantial labor surplus (unemployment of 6 percent or

more of the labor force)________________________________________________ 3105
Average family personal income before and after Federal individual

income tax liability_____________________________________________________ 3131
How family income was shared by income fifths and by the top 5 per­

cent, 1935-36, 1944, 1954, 1957_______________________________________  3132
Operating rates as percent of capacity__________________________________  3108
The slow-down in economic growth 1947-53, 1953-59_________________  3094
Wage and salary jobs_____________________________________________________  3104

Chamber of Commerce of the United States_________________________________ 3145
Committee for Economic Development______________________________________  3157
Cooperative League of the United States of America_______________________  3163
Investment Bankers Association of America_________________________________  3181
Life Insurance Association of America________________________________________ 3185
National Association of Manufacturers_______________________________________ 3187

Export prices expressed in U.S. dollars, 1953=100_____________________ 3213
Net corporate debt_______________________________________________________  3208
Ratio of money supply to annual output of privately purchased goods

and services in current prices__________________________________________  3199
Retained profits in the post-war period showing amounts required to

maintain inventory and to make good the deficiency in depreciation. 3206
Trends in unit labor cost_________________________________________________  3201
Trends in unit profit______________________________________________________  3202
Wholesale price indexes for economic sectors, 1947 -49= 100___________ 3197
 ̂Wholesale prices in the United States, 1850 -59=100__________________  3194

National Association of Mutual Savings Banks______________________________ 3217
National Retail Merchants Association_______________________________________ 3225

Nathan J. Gold, president________________________________________________ 3225
Charles F. Naumann, chairman, credit management division__________ 3228

Consumer debt analysis_____________________________________________  3230
United Mine Workers of America_____________________________________________  3231

Wholesale prices (average value per ton), consumer prices (retail- 
residential), average hourly earnings and productivity— bituminous
coal, 1948 through 1958 (index number 1948=100)__________________  3238

m

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



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



EMPLOYMENT, GROWTH, AND PRICE LEVELS

STATEMENT OF THE AMERICAN BANKERS 
ASSOCIATION

N ovem b er 5,1959.
Hon. P a u l  H. D o u g l a s ,
U.S. Senate, Washington, B.C.

My D e a r  S e n a t o r  D o u g la s  : The American Bankers Association 
sincerely appreciates your invitation to present our suggestions for 
achieving maximum employment, adequate growth, and reasonable 
price stability.

The attached statement has been prepared by the association’s re­
cently established committee for economic growth without inflation. 
Your invitation to submit this statement happened to arrive at a time 
when the association’s officials and staff were very busy in connection 
with our annual convention, and it has therefore not been feasible 
to obtain official association clearance of this statement. Some of 
the recommendations contained herein represent positions officially 
adopted at various times by the association. On certain matters, 
however, on which the association has not formulated official posi­
tions, the committee for economic growth without inflation has set 
forth its own views in the hope that they may be helpful.

You will note that our statement deals largely, though by no means 
exclusively, with the financial aspects of the growth-inflation prob­
lem. This reflects our conviction that these matters deserve special 
attention as well as the fact that our association has naturally given 
more study to these than to some other aspects of the subject. We 
wish to mention, however, that the committee for economic growth 
without inflation plans to devote more study to some of these other 
aspects and hopes to be able to offer more suggestions regarding them 
at a later date.

Our statement contains a number of suggestions relating to the 
work of the Joint Economic Committee. We trust that this will 
not be regarded as being presumptuous on our part. It simply re­
flects our appreciation of the importance of your committee and of 
the power at your command to make vital contributions to the solu­
tion of our economic problems.

Sincerely yours,
C a sim ir  A. S ie n k ie w ic z ,  

Chairman, Committee for Economic Growth Without Inflation, 
The American Bankers Association, New York, N.Y.
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3056 EMPLOYMENT, GROWTH, AND PRICE LEVELS

POLICIES FOE PROSPERITY WITHOUT INFLATION

F o r e w o r d : B a s ic  C o n sid e r a t io n s

This statement has been prepared in response to the invitation of 
the Joint Economic Committee to present “constructive suggestions 
as to public and private policies for reconciling and simultaneously 
obtaining the objectives of maximum employment, an adequate rate 
of growth, and reasonable stability of the price level.”
1. Our chief aim: Good overall 'performance

At the outset, the ABA’s Committee for Economic Growth With­
out Inflation wishes to commend the Joint Economic Committee for 
the way this problem is stated. It is clearly implied that all of these 
objectives are important and that they can be simultaneously 
achieved.

This committee heartily agrees with this viewpoint. What we 
want from our economy over the years is good overall performance—  
in terms of employment and output, growth, and price stability. 
These are all ingredients of enduring prosperity and our aim should 
be a balanced mix of these ingredients—sustained economic progress 
without inflation.1

Indeed, we would go further and say that these objectives are not 
only compatible but, in the long run, are mutually interdependent. 
Specifically, we believe that price stability would promote economic 
progress, and conversely, that inflation might seriously retard it.

This is a major premise underlying our recommendations; namely, 
that the maintenance of reasonable price stability is not only desirable 
as an end in itself but that it can contribute importantly to stable 
growth. Since some people question this premise, it deserves elucida­
tion. First, however, we wish to comment briefly on certain other 
economic and social objectives.
2. Other important objectives

Our discussion thus far might seem to imply that we are interested 
in our economy solely from the standpoint of its productive efficiency. 
Efficient production is its major task, of course, but it is not our only 
concern.

One of our other concerns is to preserve the high degree of freedom 
of choice and action that we enjoy in this democracy of ours. We do 
not want to be regimented. We cherish freedom as a good in itself 
and, in addition, it has unquestionably helped to make our economy 
the most dynamic and productive in all history.

We are also concerned with economic justice. This concept defies 
precise definition but it is nevertheless a powerful one in the minds of 
the American people. Even without defining it, however, it can be 
agreed that we have succeeded in achieving a remarkably high degree 
of economic justice in our society. And we wish to continue to move 
forward in this respect, not to retrogress.

Also, we want our economy to foster the strength and development 
of the free world. This needs no spelling out. The Communist drive 
for world domination clearly makes it imperative for us to maintain a 
strong and vigorous economy and to help to strengthen other free na­
tions.

i  Throughout th is  s ta te m e n t, th e  te rm  “ In fla tio n0 is  u se d  sim p ly  to  r e fe r  to  a n y  r is e  inthe general level of prices.Digitized for FRASER 
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EMPLOYMENT, GROWTH, AND PRICE LEVELS 3057

Finally, we want our economy not simply to produce more and more 
gadgets but to contribute to the broad social and cultural development 
of American society. All of us regard certain kinds of goods as being 
more important than others. In our democracy, we express these 
judgments in two ways, through our selection of the goods and serv­
ices we buy for ourselves individually, and through our political 
decisions with respect to the goods and services that we wish to have 
government provide for us collectively.

There will probably always be differences of opinion as to the 
optimum division of our national income as between private and pub­
lic spending, and also as to the types of services that government 
should provide. Fortunately, however, these differences do not have 
to be resolved in order to reach substantial agreement with respect to 
the policies needed to promote economic growth without inflation. 
Indeed, it is clear that these diverse desires can be satisfied only if 
we are successful in achieving orderly economic progress.
3. Ingredients of economic growth

Generally speaking, economic growth is a matter of raising our 
standards of living and increasing job opportunities. Vigorous 
growth has been an outstanding characteristic of the American 
economy throughout our history. It is therefore pertinent to consider 
briefly the factors that have produced our unparalleled economic 
progress.

Basically, of course, we owe much to our free economic, political and 
social institutions. Other ingredients have been our wealth of natural 
resources, the vigor and enterprise of our people, our former isolation 
from the ravages of war, and our advanced system of universal 
education.

In more strictly economic terms, however, growth consists of in­
creasing the per capita output of goods and services. This is accom­
plished by applying the fruits of improved technology. This, in 
turn, requires the use of more and better tools and machines—more 
capital investment—to achieve greater productivity.

From an economic standpoint, therefore, the essential ingredient 
in this process is capital formation—the accumulation of savings and 
their use for productive purposes. A high rate of capital formation 
and a high rate of economic growth are practically synonymous.

We mention these elementary economic truths because some people 
are inclined at times to ignore them. Some seem to assume that the 
Federal Government can somehow create economic growth. Some 
even seem to equate governmental spending with growth.

Governmental policies can, of course, have an important influence 
on economic growth but this can be achieved primarily by encouraging 
the capital formation that produces higher living standards. Certain 
types of governmental expenditures promote growth, but others 
definitely hinder growth by diverting resources from their most effi­
cient productive use. The American people have an unquestioned 
right to authorize governmental expenditures of the latter type for 
humanitarian or other reasons, but it is important to recognize that 
they retard growth.

Finally, excessive spending by Government may obstruct growth 
because of the high taxes it entails or because of its inflationary im­
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3058 EMPLOYMENT, GROWTH, AND PRICE LEVELS

pact. Here again, the key question from the standpoint of growth 
is the ultimate effects of this spending on capital formation.

Our economy is not depressionproof
Looking back over our history, it is apparent that the worst enemy 

of economic progress has been the business cycle. Indeed, aside from 
the valleys of the business cycle, vigorous growth of the American 
economy has been virtually automatic. Repeatedly, however, the ris­
ing trend of production has been slowed or reversed by recurring reces­
sions and depressions. In every case, these have resulted from the ex­
cesses that developed during the preceding periods of expansion.

We have no illusion that the business cycle can be completely elimi­
nated from a business economy, but it is clear that mitigation of cy­
clical swings should be a primary objective of public economic policy. 
More pointedly, if we are to achieve sustained economic progress, pub­
lic policy must be directed toward avoiding the distortions that lead 
to recessions and depressions.

There are those who contend that depressions in the United States 
are a thing of the past. Unquestionably our economy is stronger by 
far than, say 30 years ago, but it is by no means obvious that it has 
become depressionproof. We cannot afford to assume that the possi­
bility of depression does not exist.

At present indeed, we are in an advanced stage of one of the most 
prolonged expansionary periods in our history. If we should permit 
an inflationary boom to develop over the years ahead, it could lead to 
a serious economic setback.
5. H 010 inflation could interfere with growth

These considerations underlie one of our chief reasons for believing 
that continuing inflation would impede economic growth; namely, 
that it would in all probability aggravate the cycle of boom and bust.

During good times, rising prices encourage unhealthy speculation 
in stocks, real estate, inventories, and plant capacity. They also per­
mit maladjustments to develop in various parts of the economy. Costs 
and prices in certain areas—construction costs, for example—may get 
far out of line in relation to normal, longrun demand.

When a downturn comes, an accumulation of weaknesses such as 
these can cause real trouble. Evidence is by no means lacking that 
some of them have already been developing in the American economy 
in recent years.

Moreover, in the event of depression, the existence of an inflationary 
trend would complicate the problem of restoring prosperity. Recov­
ery measures which would otherwise be appropriate and useful, would 
be inappropriate and dangerous because of their inflationary after­
effects. Bold and prompt actions that might otherwise be called for, 
might lead to a renewed cycle of boom and bust of even greater ampli­
tude.

These are by no means the only reasons for our belief that an in­
flationary trend would interfere with economic progress. Others, 
briefly stated, are as follows:

Many people already believe that continuing inflation is inevitable, 
or at least probable. This view would become even more widespread 
if prices were to rise further over the next several years. Such an 
expectation could have harmful effects on investment, saving and
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spending. Again, there is evidence that this has already been happen­
ing in recent years.

For example, when funds which might go into investible savings 
go instead into speculation and inflation hedges, the supply of 
capital available for investment is reduced and the resulting tendency 
for increased consumption really amounts to a dissipation of savings.

At the same time, in anticipation of rising prices, borrowing appears 
attractive and there is a growing demand for credit, in excess of the 
supply coming from savings. This leads to pressure for bank-created 
money, which, if provided too freely, adds fuel to the fire.
6. Other dangers of continued inflation

We cannot assume that inflation would forever remain gradual. 
Certainly there would be pressures toward acceleration in addition 
to those already mentioned.

For one thing, anticipation of continued inflation would lead more 
and more groups to demand escalator protection, and this in itself 
would aggravate rising prices, as experience in France demonstrated. 
At some point, too, the incentive to save might become undermined 
and this would have far-reaching consequences both in accelerating 
inflation and in disrupting growth.

It seems clear, also, that the temptations to countenance deviations 
from any particular rate of planned inflation would be far greater 
than to allow deviations from the goal of price stability. Finally, 
mass psychology—the “psychological multiplier”—might prove to 
be very powerful.

Certain economists dilate on the factors that might tend to keep 
an inflationary trend within bounds. Some conclude that in view of 
the nature of our present-day institutions, acceleration would be un­
likely. This is not good enough. Considering what is at stake— 
the future of our economy and the economic strength of the entire 
free world beset by the Communist menace—we cannot afford to 
gamble that inflation can be held to a creep.

Continued inflation in the United States would further impair the 
ability of American producers to compete with foreign products— 
both in our overseas markets and here at home. This would doubtless 
lead to pressure for increased protectionist tariffs and other impedi­
ments to world trade. Such a course would obviously retard eco­
nomic growth both in the United States and in other free nations 
as well.

Additional inflation could seriously harm the international posi­
tion of the U.S. dollar. Ironically, some foreign countries, for exam­
ple, West Germany, observing the dictates of sound monetary and 
fiscal policy at our urging have strengthened their economies and 
currencies to a remarkable degree. Now wre are in an unenviable 
position in which many responsible foreign finance experts feel they 
must keep a close and critical eye on the value the dollar component 
of their famous “gold and dollar” reserves.

The dollar is not by any means in serious trouble at the present 
time. On the other hand, we cannot ignore the huge foreign claims 
on our currency, nor can we afford to be complacent about the threat 
which further inflation would pose to the international value of the 
dollar.
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3060 EMPLOYMENT, GROWTH, AND PRICE LEVELS

7. Areas requiring special attention
These are the reasons for our conviction that in formulating policies 

to promote maximum employment and adequate economic growth, 
it is essential not only to guard against the ravages of the business 
cycle, but also to come to grips with the chief factors which have 
been responsible for the inflationary trend in our economy in recent 
years.

This is a big order because it is clear that many complex factors 
have contributed to our recent inflation. Nevertheless, in our judg­
ement, many of the most potent inflationary factors which lend 
themselves to treatment can be grouped under two broad headings:

1. The combined inflationary effects of various policies pursued 
by the Federal Government, and

2. The combined effects of industrial wage and price practices 
which have produced the wage-cost-priee spiral.2

The inflationary tendencies in these two areas are discussed later 
in some detail. Suffice it to say at this point that if our analysis of 
them is valid, then it logically follows that any program to achieve 
sustained economic progress must give special attention to these two 
crucial areas, and we have done so m our statement.

This does not imply that other areas should be ignored. There are 
various other policies, public and private, which could contribute to 
price stability and economic progress which also deserve attention, 
and our statement deals with some of these other areas as well.

These, then, are the basic considerations that underlie our comments 
and recommendations which follow.

I . FEDERAL FISCAL AND DEBT MANAGEMENT POLICIES
1. The nature of the problem

Our Federal budget has now become mammoth and threatens to 
contiue to grow at a rapid rate.

Because of its vast size, the budget tends to be inflationary and to 
retard economic growth in other ways as well. Even when it is in 
balance, a budget the size of ours has a net inflationary impact on the 
economy for a variety of reasons, probably the principal one being 
that the high taxes it entails reduce private savings.3

In addition, because the budget is so large and taxes are so high, 
budgetary deficits tend to exceed surpluses over the years. This at

flThe phrase “wage-cost-price spiral” is used here and elsewhere in this statement because it is a convenient and descriptive way of referring to the spiraling process which has been clearly evident in our economy in recent years. It is not intended to convey any implications with respect to the causality of the factors involved in this process.3 This is one of six reasons cited by the president of the American Economic Association in “Prosperity Without Inflation,” Arthur F. Burns, Fordham University Press, 1957, pp. 74-75.
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times has directly inflationary effects and it also means that some 
lendable funds, which would otherwise be available to finance produc­
tive private investment, are absorbed by Treasury financing. More­
over, some of the spending programs included in the budget directly 
support or raise prices and divert resources from productive use in 
various segments of our economy.

It is bad enough to be confronted with such a huge budget, but the 
persistently rising trend in all major categories of Government 
spending is even greater cause for concern. Indeed, looking back 
thoughtfully over our budget experience of recent years, it seems 
clear that the predicament in which we now find ourselves and which 
threatens to become even worse, stems from the strong tendency of 
Federal expenditures to rise, not just in one of two parts of the 
budget, but in all types of public spending.

Add to this picture the enormous increase that has taken place in 
federally guaranteed debt. This is not a direct burden to taxpayers, 
to be sure, but, as will be discussed later, it has intensified the 
Treasury’s debt management problems and has thereby constituted 
a real cost to the public.

In short, the Congress and the American people are today con­
fronted with some hard decisions that need to be made with respect 
to our Federal finances. Unless sensible decisions are arrived at soon, 
the budget threatens to get out of control and to produce even more 
grave consequences than we have suffered thus far.
S. Nondefense expenditures

A large portion of the budget consists of outlays for defense and 
foreign aid that are vital to the security of this country and of the 
entire free world. It goes without saying that, as a nation, we can and 
must spend whatever we need to spend to safeguard our freedom. 
Military expenditures should certainly be subjected to critical analysis 
but we must proceed with great care in trying to achieve economies 
in this area.

As a practical matter, therefore, nondefense expenditures constitute 
the heart of our budget problem. Chart I shows how rapidly these 
outlays have been increasing. Comparing fiscal 1959 with 1955, for 
example, we find that over this short span of years, expenditures other 
than for national security, international affairs and debt service, rose 
from $15.4 billion to $23.8 billion, or 55 percent, and that increases 
occurred in every major category.

Special factors could be cited to account for some of this increased 
spending in particular categories. Nevertheless, the conclusion seems 
inescapable that we have been unsuccessful in combating the strong 
tendency for all types of governmental expenditures to rise from 
one year to the next.
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Si

We have acquired the habit not only of permitting existing expendi­
ture programs to grow each year but of regularly inaugurating new 
spending programs as well. It is significant that during this period, 
these nondefense spending programs increased more than three times 
as fast as outlays for defense and foreign aid.

Incidentally, these facts belie the bland assumption that expanding 
tax revenues resulting from economic growth will painlessly solve 
our budget problem. The rising trend of Federal spending is much 
steeper than any realistic projections of the Treasury’s tax receipts.
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There doubtless remains some scope for improving the efficiency of 
various governmental operations. It is highly unlikely, however, that 
a major improvement in the budget can be effected from this source 
alone.

This means that if we are to hold down governmental expenditures, 
we will be forced to make fundamental revisions in some of our large 
domestic spending programs.
3. Where cuts are needed most

It seems clear that some spending programs, appealing though they 
may be, can hardly be classed as being “essential.” In the circum­
stances in which we now find ourselves, we must recognize that we 
simply cannot load too many of these nonessential programs into our 
budget.

In short, when our bills for necessities have increased so greatly, 
we cannot afford to continue spending more and more for nonne­
cessities, much as we might wish to. Whether we happen to like it 
or not, we have reached a point where we must now take a more 
realistic attitude than we have in the past toward nonessential spend­
ing programs.

Without attempting to run the gamut of nonessential Government 
expenditures, we point to the large annual pork-barrel legislation 
as an obvious area in which ways to cut spending can be found. Such 
legislation, an old tradition in U.S. politics, undoubtedly provides for 
many public works that are nonessential and some that represent a 
real wastage of labor, materials, and capital.

Other examples could easily be cited. For instance, it would cer­
tainly be difficult to justify certain parts of our present program of 
benefits to veterans. Society obviously has obligations to veterans who 
have incurred service-connected disabilities. It is a completely differ­
ent matter, however, and clearly discriminatory against other citizens, 
to use public moneys to pay benefits to veterans and their families for 
disabilities which are in no way connected with their having been 
in the service.

Agricultural price support programs constitute probably the out­
standing opportunity for achieving a really substantial cut in the 
Federal budget, This problem will be discussed in some detail in a 
later section of this statement.

As noted earlier, some types of Federal spending do promote 
economic growth and there may be a good case at times for expanding 
certain of these outlays. It should be remembered, however, that 
desirable as these activities may seem, they do cost money and if they 
are financed by means of inflation, they may thereby do more harm 
than good. If we do enlarge some of these spending programs, we 
should be willing to pay for them in the form of taxation.
I/.. Budge policy over the cycle

There is urgent need for a new working philosophy with respect 
to the Federal budget. Years ago when the budget was much smaller, 
it sufficed merely to balance it in good times. Today, however, as 
mentioned above, the budget has become so huge that it is inflationary 
even when it is in balance.

In these circumstances, a good practical approach would be to bal­
ance the budget over the course of the business cycle. This means 
that when production and employment are at high levels, we should
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achieve substantial budgetary surpluses for debt reduction in order
to reduce inflationary pressures.

Chart II shows how far short of this objective our actual budgetary 
results have been. Over the past decade, budgetary surpluses have 
been few and small, whereas deficits have been frequent and sometimes 
large.

Moreover, as can be seen from the chart, the recessions since World 
War II have been accompanied by successively larger budgetary 
deficits. If this is a trend, it is an ominous one.
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This picture plainly calls for strenuous efforts to cut back on non- 
essential and postponable governmental spending during periods of 
active business. Such a policy is needed to avoid accentuating a boom 
and pushing up prices.

In addition, if restraint is not exercised at such a time, we may find 
when recession strikes that we have used up some of our best anti­
recession ammunition and also that the economy may have become 
relatively insensitive to stimulus. If this should lead to resort to 
massive and wasteful expenditures to spur recovery, future inflation 
would be made probable if not inevitable.
5. Tax policies

Although the A.B.A. has not made a detailed study of the Federal 
tax structure, it is our belief that a thoroughgoing study in this area 
would reveal many opportunities for improvement, particularly from 
the standpoint of encouraging rather than discouraging capital for­
mation, the basic prerequisite for economic progress.

It is highly gratifying, therefore, that the House Ways and Means 
Committee is currently undertaking a broad study of this problem. 
We trust that this inquiry will give special attention to the impact of 
Federal taxation on economic growth and price stability and to draft­
ing remedial legislation that will be conducive to prosperity without 
inflation.

A major danger in tax policy is that tax reductions may wipe out 
budgetary surpluses whenever they start to appear. As previously 
mentioned, there is need in good times to achieve surpluses for debt 
reduction and every effort should be made to develop a tradition of 
responsibility along this line.
6. Budgetary procedures of the Congress

Few would contend that the budgetary procedures of the Congress 
are perfect. Some would suggest that reforms in this area are badly 
needed.

For one thing, individual appropriation bills and tax bills are too 
frequently enacted without sufficient consideration of their relation­
ship to the overall budget picture. There are, of course, some knotty 
problems involved in trying to rectify this situation. Nevertheless, 
this continuing weakness in congressional procedures is an obstacle 
to achieving adequate control over the budget.

Another procedural deficiency is that many expensive spending 
programs come into being as a result of seemingly innocuous small 
appropraitions for getting them started. Congress should scrutinize 
requests of this kind wtih great care and should insist that they be 
accompanied by projections of expenditures over future years and 
estimates of total ultimate costs.

It is also suggested that the Congress insist upon a clearer presenta­
tion of the full costs involved in our agricultural prorgams. At pres­
ent it would take an expert to put together the scattered and compli­
cated budget entries that go to make up the total costs of these 
programs. There might be more interest in finding a sensible solution 
to the farm problem if more people were aware of the magnitude of 
these costs.

Presidential authority to veto individual items in appropriation 
bills has been urged from time to time by Presidents of both parties.
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It would probably be unrealistic to expect a Congress controlled by 
one party to grant such power to a President of the other party. 
However, in our present fiscal predicament, this reform is more 
urgently needed than ever before.
7. Problems of debt management

The problems of public debt management have become progres­
sively more serious, not only for the Treasury but for the economy 
as a whole.

In recent years the Treasury has encountered increasing difficulty 
in trying to place its obligations with savers and savings institutions. 
As a result, it has been forced to resort more and more to short-term 
financing. As shown by chart III, the Treasury’s floating debt has 
increased substantially over the past decade.

CHART III -  THE MOUNTING SHORT TERM DEBT 
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The basic trouble here is our failure to pursue a noninflationary 
budget policy, as already discussed. This has made it necessary for 
the Treasury to borrow large sums during periods when other de­
mands for credit were also strong. Such borrowing has at times 
added substantially to the upward pressures on interest rates and 
has increased the cost of servicing the debt. In addition, the condi­
tion of Federal finances has added to inflationary fears and made 
investors less willing to hold Treasury obligations.

The situation has been aggravated by the huge increase that has 
taken place in Government-guaranteed debt, which competes with 
direct Treasury obligations for the funds of various types of in­
vestors. This competition really hurts. Many investors have shifted 
on a large scale from holding Treasury obligations to investing in 
guaranteed debt. The expansion of this debt has also reduced the 
general availability of credit and contributed to higher interest rates. 
As far as the credit markets are concerned, it has had very much the 
same effect as a comparable rise in the public debt itself.

There is no way out of this situation except to rectify its causes. 
The first requirement is a noninflationary budget policy. If we could 
achieve substantial surpluses for debt reduction during booms, the 
Treasury would not be forced to try to compete for lendable funds 
at the very times that other sectors of the economy are borrowing 
heavily.

Another need is to slow down the rapidly rising trend of Govern­
ment-guaranteed debt. In formulating policies in this regard, the 
Congress should bear in mind that this kind of public subsidy to 
particular borrowers is not costless by any means. It is expensive, 
not just to the Treasury but to the public in general.

It would be most desirable if the Treasury could develop a pro­
gram for regular, periodic extension of its debt maturities. Congress 
should encourage the Treasury to achieve a better maturity distribu­
tion of the debt and, of course, should grant the Treasury adequate 
authority to handle the debt in as noninflationary a manner as it 
can—including authority to pay the going market rate for long-term 
money.

Speaking more broadly, the fundamental cure of these problems is 
to correct the inflationary biases in our economy and thereby to allay 
inflationary expectations and fears as well. This would lead to less 
Treasury borrowing, less upward pressure on interest rates, a lower 
cost of carrying the public debt, greater availability of credit for 
private borrowers, and greater willingness on the part of savers to 
hold Treasury obligations. Unless effective action is taken to halt 
inflation, however, the problems of debt management could become 
even more acute.

The nature and seriousness of these problems are not widely under­
stood. The Joint Economic Committee would render a real service 
by explaining them, stressing their importance, and urging remedial 
policies.
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II. CREDIT CONTROL POLICIES
1. Federal Reserve policy

It is, of course, the overwhelming consensus of informed opinion 
that flexible monetary policy and flexible interest rates are essential to 
any program for achieving economic growth without inflation.

Monetary policy has its limitations, naturally, and it would be 
dangerous to depend on it to accomplish more than it actually can 
accomplish. Also, like any other control, it may be harmful if it is 
used unwisely.

Nevertheless, it is clearly indispensable. Moreover, there is wide­
spread agreement that, by and large, the Federal Reserve authorities 
have shown both skill and courage in administering monetary policy 
in recent years and that, on balance, their policies have made an 
important contribution to economic stability. On the whole, the 
record has been good.4

Monetary policy is ahvays a matter of judgment and human judg­
ment is never infallible. However, it seems plain that our best hope 
for bringing wise judgment to bear on monetary policy is to leave 
responsibility for it vested with an impartial professional group 
operating under a broad congressional mandate, namely, the Federal 
Reserve Board.

We believe that your committee would render a useful public serv­
ice by simply reiterating these fundamental propositions in a straight­
forward, unequivocal manner. Obvious though they may seem to 
many of us, they are not adequately understood by the public. And 
they urgently need to be widely understood if monetary policy is to 
be permitted to make its full potential contribution to stable economic 
progress.

The usefulness of monetary policy would be inhibited if the tighten­
ing of bank credit during booms were to cause serious harm to par­
ticular groups of borrowers. Admittedly, the impact of monetary 
policy is more uneven than might be regarded as ideal. Fortunately, 
however, the evidence indicates that its effects in recent years have not 
been concentrated on any one or two types of borrowers but that, 
generally speaking, they have been quite widely diffused among al­
most all categories of borrowers.5

This matter deserves continuing study, of course, for conceivably 
it might some day be desirable to take action to prevent certain bor­
rowers from being badly hurt by a tightening of credit conditions. 
On the basis of available evidence, however, it seems clear that meas­
ures of this kind are not warranted at the present time.

Certainly they should not be resorted to without ample justification. 
Efforts to soften the impact of monetary policy on some borrowers 
would inevitably discriminate against others, would increase the

4 See “Economic Policy Questionnaire,” Joint Economic Committee, 1959, pp. 6-7.B The most comprehensive study in this area is the recent report on “Financing Small Business” prepared by the Federal Reserve System. See also the results of two surveys conducted in 1955 and 1957 by the Department of Monetary Policy, the American Bankers Association, summarized in the November 1955 and September 1957 issues of Banking maga­zine : “Monetary Policy and the Present Credit Situation” and “Monetary Restraint and Bank Credit.”
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demands of other groups for similar preferential treatment, and 
would tend to undermine the effectiveness of monetary policy.

One further comment. It is clearly a responsibility of the Federal 
Reserve to supply sufficient credit to support economic growth. Just 
as clearly, however, the Reserve authorities have neither mandate nor 
excuse to supply more credit than is required to support sustainable 
growth; i.e., to create so much credit as to be inflationary. To do so, 
indeed, wxmld be a betrayal of their public trust. And to charge them 
with “impeding growth” because they remain faithful to this trust, 
would be like criticizing a doctor for prescribing a proper diet instead 
of administering a harmful drug.

If the Federal Reserve supplies sufficient credit to support growth 
and growth is not adequate, the remedy lies not with Federal Reserve 
policy but elsewhere.
2. Credit policies of Government agencies

It would be desirable to achieve closer coordination of the credit 
policies of various Federal lending and credit-guaranteeing agencies 
with Federal Reserve policy—definitely not the other way around.

Although efforts in this direction in recent years have met with 
some success, policies of these agencies are still inconsistent at times 
with national monetary policy. And the activities of these agencies 
have now become so vast that these inconsistencies could impair the 
usefulness of monetary policy.

This is a complicated problem that cannot be completely cured 
simply by passing a law. Nevertheless, it might do some good if the 
Congress were to take appropriate action to make it clear that one of 
the primary responsibilities of every Government agency empowered 
to grant or guarantee credit, is to see to it that its credit policies are 
at all times consistent with Federal Reserve policy.

Suggestions are made from time to time for establishing some kind 
of centralized council to achieve such consistency. The great danger 
would be that the authority of the Federal Reserve might thereby be 
weakened, and for this reason, many who would like to see better 
coordination are nevertheless skeptical about these proposals. In 
any event, if such an arrangement is tried, certainly every precau­
tion should be taken to guard against this danger.

Real estate credit is an area where coordination would be particu­
larly helpful. When general business and construction activity are 
at high levels, it would be desirable to modify the liberality of some of 
the terms of YA and FHA lending.

The Congress also has a responsibility to see to it that Government 
lending agencies do not become an escape route enabling some bor­
rowers to evade being affected by a tightening of credit conditions.

For instance, it is one thing to maintain a Small Business Adminis­
tration as a safeguard against the possibility that certain small firms 
might otherwise be unable to obtain credit that they need and really 
deserve. It would be something else again—and a very serious 
matter—if such an agency were to pour public funds into types of 
loans that private financial institutions are properly being discouraged 
from making in the interest of helping to stabilize the economy.

Requests to the Congress to add to the lending authority of Gov­
ernment credit agencies should therefore be scrutinized with great 
care.
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3. Are more controls needed over private credit?
Are additional controls needed over private credit to supplement the 

Federal Reserve’s existing powers? Various suggestions have been 
made along these lines and some may deserve consideration.

It should be observed that proposals of this kind represent a patch­
work approach which, for the most part, would not even need to be 
considered if our economy were operating in a satisfactory manner. 
Furthermore, reliance on selective credit controls should not be re­
sorted to in lieu of doing other things that urgently need to be done 
in other areas. It would be folly to put credit into a strait jacket of 
excessive regulation and to ignore other more basic problems that re­
quire solution.

It should be emphasized that selective credit controls can at best 
merely supplement general monetary policy; they cannot possibly 
serve as a substitute for it, as some of their sponsors apparently be­
lieve. They do not provide a potential way of avoiding a general 
tightening of credit and rising interest rates at times when demands 
for credit exceed the supply.

Controls of this type have obvious disadvantages and dangers. In 
general, they should not be imposed unless they promise to have im­
portant stabilizing results. On the other hand, if careful study does 
indicate that some additional controls are really needed, then they 
should be adopted.

One more point deserves emphasis in this connection. As discussed 
above, there is inadequate coordination of the policies of Federal 
credit agencies with Federal Reserve policy. It would seem clear that 
action should be taken to rectify this situation before imposing addi­
tional restraints on private credit.

Proposals are advanced from time to time for more regulation of 
real estate credit. If anything were to be done in this direction, it 
should involve a broadening of the authority of the Federal Reserve 
Board in this area. However, the Board has shown little disposition 
to urge such an extension of its powers.6

Opinion is divided among bankers, as it is among others, as to 
whether the Federal Reserve should have standby authority to regu­
late the terms of consumer installment credit. From firsthand ex­
perience, bankers are well acquainted with the disadvantages of this 
type of regulation and for this reason, many believe that it would do 
more harm than good. Others, however, feel that despite these ad­
mitted disadvantages, it might nevertheless be desirable to give the 
Federal Reserve standby powers in this field. Few, however, would 
be inclined to urge legislation of this kind unless the Federal Reserve 
Board should see fit to modify its official position on this issue.7

There has been considerable discussion in recent years, especially 
in academic circles, as to wdiether additional credit controls should be 
imposed upon private credit institutions other than commercial

6 For a more detailed discussion of controls over real estate credit and also over con­sumer installment credit, see “How Might Monetary Management Be Made More Effective?” Department of Monetary Policy, the American Bankers Association, 1956; also “Mone­tary Study No. 6— Basic Issues of Monetary Policy,” Economic Policy Commission, the American Bankers Association, 1955.7 The Board’s position was set forth in a statement transmitted to the Chairman of the Joint Economic Committee and others on May 24, 1957. On the basis of its broad study of this subject, the Board concluded that “special peacetime authority to regulate consumer installment credit is not now advisable.” Federal Reserve Bulletin, June 1957, pp. 647— 648.
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banks—usually referred to by economists as “nonbank financial inter­
mediaries.”

It is quite apparent that the growth of the commercial banking 
system has been restricted by Federal Eeserve policy, whereas the 
growth of other types of financial institutions has not been so re­
stricted to anywhere near the same degree. Consequently, some of 
these other types of institutions have been able to grow much faster 
than commercial banks.

This fact alone, however, while not irrelevant, would not justify 
imposing additional controls over these other institutions. The basic 
issue is whether the stabilizing effects of such controls would be suffi­
cient to justify this type of additional regulation from the standpoint 
of the broad public interest.

This is a problem of great complexity. However, it is by no means 
obvious from presently available data that the public interest would 
be served by additional regulation of this type, and it is certainty 
desirable to proceed with caution before instituting more controls 
over private credit institutions.

This whole problem is presently being studied by a number of 
groups, including the Commission on Money and Credit. In advance 
of the publication of the findings of some of these studies, it would 
seem premature for us to make any specific recommendations re­
garding this question.

III. OTHER GOVERNMENTAL POLICIES
1. Need to amend the Employment Act of 191̂ 6

The Employment Act of 1946 provides our basic guide to national 
economic policy by directing all agencies of the Government to “pro­
mote maximum employment, production, and purchasing power.” It 
does not, however, explicitly state that reasonable stability of the price 
level is an important economic objective.

In the opinion of many, the present language of the act implicitly 
includes this objective. Unfortunately, however, there are those who 
disagree with this interpretation.

Since this is the case, the Congress should remove all doubt on this 
score by amending the act to make explicit its intention that avoid­
ance of inflation should be one of the primary aims of public eco­
nomic policy.

The absence of such a declared objective is understandable, per­
haps, in view of the fact that the original act was adopted when de­
flation was considered the main danger to our economy. It has 
become evident, however, that inflation has been and is an equally 
dangerous threat and it should be so recognized—just as your com­
mittee has seen fit to give it explicit recognition in defining the ob­
jectives of your present study.

Such an amendment would be a clear indication of the determina­
tion on the part of the Government to pursue a consistent and pre­
dictable policy of fighting inflation. It would strengthen the hands 
of those in Government who are trying to keep our economy sound. 
It would remind other groups of their responsibilities and would en­
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courage self-restraint on their part. It would exert a dampening 
effect upon the inflationary expectations and fears of the public.8

In short, this action would constitute an important act of legisla­
tive leadership and wrould contribute to the achievement of the ob­
jectives outlined by your committee.
2. The farm problem

Although farm price supports have been in effect for more than two 
decades, the situation has not improved but has worsened, despite the 
expenditure of many billions of dollars of public moneys. As shown 
by chart IV, this spending has not only been enormous, it has ex-

CHART IV -  FARM PROGRAMS OUT OF CONTROL

BUDGET ESTIMATES AND EXPENDITURES FOR
. lAue STABILIZATIO N OF FARM PRICES AND FARM INCOMEBILLIONS O r  

DOLLARS

Source: The Federal Budget, 1954-1959

hibited a persistently rising trend in recent years.
The chart also reveals the unpredictable and uncontrollable char­

acter of these expenditures. As can be seen, actual annual outlays 
for these programs have usually exceeded original budgetary esti­
mates by very large amounts, thereby frustrating efforts to keep the 
budget under control.

If these vast expenditures had produced a solution to the farm 
problem, that would be some consolation. But they have not. Farm 
surpluses have continued to pile up. Attempts to dispose of them

8 See statement on “The Goal of Price Stability,” Economic Policy Commission, the American Bankers Association, 1958.
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abroad have created headaches. Many farmers have been hurt by 
acreage restrictions. And the wastage of resources—of labor, land, 
and capital—continues. This whole situation comes close to being 
a national scandal.

The basic causes of the farm problem are complex, but the net re­
sult is clear and unequivocal—too many resources employed in certain 
types of agricultural production. The net impact on economic 
growth and prices is also clear. American living standards would 
be higher and living costs lower if some of the resources now engaged 
in agriculture were productively employed elsewhere.

Attempts to achieve needed adjustments in our agricultural econ­
omy have made little headway. Moreover, it is widely recognized 
that the major benefits of price supports accrue to segments of the 
farm economy which do not have adjustment problems. These pro­
grams have, therefore, been self-defeating and futile, as well as fan­
tastically expensive.

Over a long period of years, repeated efforts by both political par­
ties to find solutions to the farm problem through the usual political 
processes have failed again and again. Proposed remedies have in­
variably become political footballs.

In a study published last year, the Agricultural Commission and 
the Economic Policy Commission of the ABA had this to say:

No magic, costless, or painless solution to the farm price and income problem 
will be found. Instead of relying on political promises for a solution, Ameri­
cans need to face facts and work out answers which will fit the facts.9

In view of these considerations, the committee for economic growth 
without inflation submits that a new approach to this subject is impera­
tive. We urge, therefore, that there be appointed a bipartisan com­
mission to conduct a comprehensive study of this whole problem and 
to formulate solutions. Those named to membership on this commis­
sion should be of such ability and stature that their recommendations 
will command widespread bipartisan support.
3. Foreign trade policies

Progressive reduction of the barriers to international trade can con­
tribute to economic growth, higher scales of living, and avoidance of 
inflation in the United States.

A large volume of trade between nations indicates that they are 
concentrating on producing those goods and services which they can 
produce most efficiently. A high degree of freedom in international 
trade is an effective dampener on rising prices in any nation that 
abides by the decisions of the marketplace and avoids raising trade 
barriers.

The American Bankers Association has supported the reciprocal 
trade agreements program. We continue to recommend the orderly 
and reciprocal reduction of trade barriers which this program has 
effected in the past.10

In addition, there is need today to prepare ourselves for intensified 
foreign competition. There would seem to be little question that 
some American exporters have lost a portion of their overseas markets 
in recent years and that many foreign products have become increas­

• “The Farm Problem,” Agricultural Commission and Economic Policy Commission, the American Bankers Association, 1958, p. 31.10 See “Resolution on Foreign Trade Policy,” the American Bankers Association, 1958.
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ingly competitive in our domestic markets. While these losses have 
been modest to date, continuing price increases here could result in 
more serious ones.

There is real danger that those affected may come to the Congress 
with requests for higher tariffs, quota restrictions, and other obstacles 
to competition. Such a course would not solve the problem but would 
make it worse. Higher protective tariffs would retard growth and 
would tend to raise prices in our markets. If requests of this kind are 
made, therefore, we urge the Congress to scrutinize them very crit­
ically.

To be sure, some other countries have inflationary problems similar 
to ours. Nevertheless, many leading nations have been moving to­
ward subjecting themselves increasingly to the disciplines of currency 
convertibility and a freer flow of trade. This should be beneficial to 
the United States provided we stay competitive. However, our trade 
position could suffer if ŵe fail to follow public and private policies 
which will keep American products competitive in our own and for­
eign markets.
.L Strengthening unemployment insurance

The 1957-58 recession spotlighted weaknesses which had developed 
in our unemployment insurance program. It became apparent that 
both the amount of benefits and their duration and also the size of the 
accumulated reserves were inadequate in many States. In fact, en­
actment of the Temporary Unemployment Compensation Act of 1958 
was an emergency effort by the Congress to assist the States to cope 
with this situation.

Since wTe believe that an adequate system of unemployment insur­
ance constitutes one of our important defenses against recessions, we 
urge that steps be taken now"—rather than waiting until a new emer­
gency has arisen—to strengthen our present system.

Existing Federal-State relationships in this field should be main­
tained to the maximum extent possible. However, the Congress 
should, wThere necessary, attempt to persuade States to liberalize the 
amount and duration of their unemployment benefits and to put their 
individual systems on a sufficiently sound basis, from the standpoint of 
adequacy of reserves, to assure reasonable benefits for the unemployed.
5. Housing without inflation

There are good reasons for the Federal Government to encourage 
housing, especially for the lower income segments of the population. 
However, it is important that such activities be carefully coordinated 
with overall economic policies. This has not always been done in 
the past.

More specifically, one of the primary aims of housing policy should 
be to help to stabilize residential construction. This necessarily means 
that the Government’s efforts to promote housing should be concen­
trated during recession periods, when it is desirable to stimulate eco­
nomic activity. During booms, when business activity in general and 
construction m particular are at high levels, the Government should 
curtail its stimulants to residential building. At such a time, these 
stimulants add to inflationary pressures by pushing up construction 
costs and land values, which in turn exert upward pressure on rents, 
wages, and other prices.
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That this has been an important f  aotor in our recent inflation is sug­
gested by the fact that over the past decade, construction costs have 
risen considerably more than the general wholesale and retail price 
indexes, as shown by chart Y. Moreover, if too much building is

CHART V -  INFLATION IN CONSTRUCTION COSTS 

SELECTED PRICE INDEXES: 1948-58

Source: Dept, of Commerce, Business Statistics, 1959.

undertaken in boom years, the demand for housing tends to become 
satiated, thereby weakening what could be an important stimulus to 
the economy during a succeeding downturn.

Inflation in construction costs is particularly serious from this stand­
point. During a recession or depression, demand for housing may be 
slow to recover if costs have been inflated and resist decline. This 
also creates the danger that public housing programs adopted as stim­
ulants would tend to keep up these costs and further retard the re­
covery of private demand.
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6. Organization for policymaking
There is one more subject in the area of public policy to which we 

should like to invite your attention; namely, the matter of organi­
zation for policymaking within the Federal Government.

Throughout the vast network that comprises our Federal Govern­
ment, there is a great variety of committees, agencies, bureaus, de­
partments, councils, and other groups which have varying degrees of 
responsibility in connection with various aspects of our economic prob­
lems. The picture is further complicated by the fact that some of 
these groups are concerned with social and political as well as eco­
nomic objectives.

The question we raise is whether this existing setup of these various 
units and thir existing powers and procedures, add up to the most ef­
fective organization we could possibly put together for dealing with 
these highly complex problems.

We are obviously in no position to offer recommendations on a 
question such as this. Nevertheless, it does seem to us that this may 
be a matter to which the Congress may wish to devote careful 
consideration.

IV. IN D U ST R IA L  WAGE A N D  PRICE PRACTICES

1. Strategic importance of this area
I f  it is true, as clearly seems to be the case, that the combined effects 

of industrial wage and price practices have been a major inflationary 
force in our economy in recent years, then the sooner and the more 
widely this is understood, the better. Failure to recognize this could 
lead to false and harmful prescriptions for economic policy.

Unfortunately, many discussions of this subject confuse rather than 
clarify. Some people are loath to say anything that might offend 
organized labor; others are just as loath to offend businessmen. And 
spokesmen for both of these groups often present rather one-sided 
viewpoints, to say the least.

Indeed, it would be easy to get the impression from these discus­
sions that the aims of management and labor are incompatible. What 
needs to be emphasized is that harmonious industry-labor relations 
are not only possible but inherently necessary if we are to maintain 
economic progress.

The distribution of the gains from increased productivity always 
has been and, no doubt, always will remain, a thorny problem. But 
labor, in seeking an increased share, and management, in formulating 
its pricing policies, must bear in mind that no group has an exclusive 
claim to all of these gains. Some should go to labor through higher 
wages; some should go to investors through an adequate return on 
invested capital; and some should go to consumers generally in the 
form of lower prices and better quality of the things they buy.

The attainment of maximum production and employment in a 
private enterprise economy requires the cooperation of management, 
labor, and investor. It calls for a mutual and sympathetic under­
standing on the part of each others’ contributions to a progressively 
higher standard of living for all. We have made significant progress 
in this respect but more is needed.
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2. Need for an authoritative synthesis
The problems involved in this area are obviously complex and 

delicate and should be approached with great care. Yet they are 
vital and need to be not only approached but fully explored.

The A B A  Committee for Economic Growth Without Inflation has 
not as yet formulated positions with respect to these matters because 
we have not found any really thorough, impartial analysis of them 
and we have not completed our own study of the subject. From 
examining the record, however, we are convinced that it will be 
necessary to face up to these problems and to work out some solu­
tions if economic growth without inflation is to be achieved.

We wish to commend the Joint Economic Committee for your 
recognition of the importance of this subject and for the hearings and 
studies in this area which have been conducted under your auspices. 
These materials contain many revealing facts and insights.

In our opinion, there is need for a clearer, objective synthesis of 
these and other available materials. At present, they constitute scat­
tered fragments of a complicated puzzle. They need to be carefully 
sorted and put together to produce a balanced, realistic picture. We 
hope that your committee plans to produce a comprehensive, authori­
tative synthesis of this kind.
S. Your committee could clarify basic facts

In addition to producing such a synthesis, your committee could 
perform a real public service by clarifying certain of the basic facts 
regarding this subject.

For example, there is need for clarification even on such an 
elementary question as whether or not rapidly rising wages have 
contributed importantly to the rising trend of prices in recent years. 
To many people, it seems very apparent that this has been the case, 
while to others, this does not seem to have been true at all. There is 
certainly considerable confusion in the public mind regarding this 
central issue.

One reason for this may be that some studies in this area do not 
develop clear-cut conclusions. Certain economists emphasize other 
factors that have affected prices during particular years. Some mar­
shal data which, they point out, do not prove anything about the 
effects of rising labor costs, thereby giving the impression that no 
one really knows. What is needed is an authoritative study with 
positive answers.

Some people have recently become rather complacent about the 
wage-cost-price spiral. Others see no reason for complacency in view 
of the fact that for many years the trends of unit labor costs and of 
industrial prices have been upward. Does good evidence exist that 
these trends have now definitely come to an end ? And if such evi­
dence does not exist, then on what grounds, if any, is complacency 
justified?

It would also be most helpful if your committee could clarify the 
part that industrial pricing policies have played in the inflation of 
recent years. Are there important industries where profit margins 
are not sufficiently held down by competition? Are there some in 
which productive efficiency has been improving rapidly but where 
the record shows that little has been accomplished toward sharing 
the benefits with the public in the form of lower prices ? And is it
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not true that unless some of these more progressive industries do 
follow a policy of reducing prices from time to time, the trend of all 
industrial prices is bound to continue to rise ?

It is hoped that your committee will be able to supply straight­
forward, clarifying answers to these and other key questions in this 
area. This would be a really major accomplishment that would reflect 
great credit on your committee.
4- Some partial remedies

There are several rather obvious directions in which efforts should 
be made to help slow down the wage-cost-price spiral and to raise 
living standards.

First, management and labor alike should redouble their efforts to 
step up industrial productivity by methods that do not add to infla­
tionary pressures. There are undoubtedly opportunities for im­
proving efficiency in particular industries and this could yield some 
worthwhile price reductions.

Similarly, there is need for renewed and continuing efforts to 
strengthen competition throughout American industry. This is im­
portant from a long-range standpoint, though it is not the panacea 
that some people seem to think.

A  third partial remedy would be the elimination of cost-of-living 
escalator clauses from wage contracts. Almost by definition, these 
provisions tend to be inflationary. The lesson from French experience 
with escalation w ôuld seem to be crystal clear, and it is significant that 
France has now abolished escalation except in connection with her 
minimum wage law.

Escalator provisions are harmful not only for their direct effects 
upon costs and prices but also because they encourage indifference to 
the dangers of inflation. Indeed, many who are not presently on the 
escalator are more interested in trying to get on than in helping to 
stop inflation.
5. Need for more remedies

In the absence of good evidence that the wage-cost-price spiral has 
now suddenly come to an end, there is urgent need for a continuing 
search for more remedies in this strategic area. Various proposals 
have been advanced, some of which may deserve careful objective 
study by your committee. It is hoped that your committee will be 
able to come up with some constructive recommendations.

V. IM PROVING PU BLIC  U N D E R ST A N D IN G

1. Opportunities for the Congress
We cannot expect to achieve and adhere to sound economic policies 

in this country unless they have widespread public support. Time 
and again the American people have demonstrated that when they 
have a decent understanding of a public problem, complicated though 
it majf be, they can usually be counted on to arrive at sensible decisions. 
It is essential, therefore, to build a better understanding of these 
matters among all segments of the population.

Your committee and other committees of the Congress are in a 
position to accomplish a great deal in this direction. Carefully con­
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ducted congressional studies and hearings can help enormously toward 
clarifying the facts and spreading an understanding of them.

In Great Britain, in recent years, the Council on Prices, Pro­
ductivity, and Incomes—popularly referred to as the Cohen Com­
mission—has made a significant contribution to public understanding 
of some of these subjects. We urge that consideration be given to 
establishing an impartial, continuing educational council along these 
general lines in this country.
2. Opportunities for others

As a long-range proposition, it is important that young people 
should learn more about economics than they are presently learning 
in our schools and colleges. There is need for a searching reexamina­
tion of the teaching of economics and of its place in the curriculums 
of all types of educational institutions. This should be a matter of 
concern to teachers, school boards, and educators everywhere.

A  more immediate need is to inform the adult population regard­
ing these matters. This is an area in which not only teachers and 
educators but many others have responsibilities and opportunities. 
Many private groups—professional and trade associations, labor 
organizations, service groups, and others—can assist by means of 
conducting their own educational programs.

It should be emphasized, however, that organizations such as these 
may cause confusion and do considerable harm if they engage in ir­
responsible and misleading propaganda. There is need for respect 
for facts in connection with activities of this kind and also for re­
straint in criticizing others. Distortions of truth, false accusations, 
and name calling are clearly a disservice to the public.

Incidentally, one of the chief activities of the ABA Committee for 
Economic Growth Without Inflation will be an educational program 
conducted largely through the banks. This activity is being under­
taken with full realization that some people may impugn our motives 
and perhaps even attack us for doing so.

Be that as it may, our program is being undertaken primarily be­
cause the American Bankers Association believes that it should do its 
share to try to contribute to public understanding of economic prob­
lems. We have a responsibility to our depositors and to the public 
generally to try to help safeguard the value of people’s savings. In 
addition, we realize that the welfare of banking, as well as that of all 
other groups, is dependent in the long run upon the welfare of the 
Nation as a whole.

V I. N E E D  FOR RESEARCH A N D  STU D Y

1. What Government can do
There are many aspects o f the growth-inflation problem on which 

more information and insights are needed. It is really amazing to 
consider that we Americans who take such pride in our vast expendi­
tures for technological research spend next to nothing for studying 
economic problems which so vitally affect our national welfare.

Government has added substantially to our knowledge regarding 
them and can clearly contribute more. Specifically, it is urged that 
careful study be given to the suggestions contained in this memoran­
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dum and also to other constructive suggestions which will doubtless be 
received from others invited to submit statements to your committee.

It is recommended further that consideration be given to establish­
ing an independent study commission—perhaps along the lines of the 
Hoover Commission, or the royal commissions in Canada—to explore 
some of the areas in which more enlightenment is needed. It seems 
clear that such a commission might be able to make important 
contributions.
2. What others can do

There is also need for more study in these areas by economic re­
search organizations, by university groups, by professional, business, 
labor, and civic organizations, and by individual economists.

It is encouraging that in recent years increasing attention has been 
devoted to this type of research, but much more is needed. Philan­
thropic foundations can assist by directing more of their research 
grants into this area.

Particular industries could contribute in a variety of ways to 
promoting growth and relieving inflationary pressures. For one 
thing, it might be highly constructive if individual industries were 
to initiate independent studies to explore how their own policies and 
practices might be modified to foster these objectives. Incidentally, 
as part of its new program, the American Bankers Association has 
already initiated some studies of this kind on banking policies to 
promote economic growth without inflation.

C o n c l u s io n : N eed  for S o c ial  R e s p o n s ib il it y

In concluding this statement, we wish to emphasize the importance 
of developing a stronger sense of social responsibility among all 
groups concerned. We say this not with any self-righteous, holier- 
than-thou attitude, but simply because, along with many others, we 
recognize the basic importance of this objective and feel that mention 
of it may not be inappropriate in a statement on this subject.

There is need for all groups to strive to be as objective as possible 
in dealing with these problems. Every group has an obligation to 
act in a responsible manner and to refrain from deliberate distortions 
of fact and from unjustifiable attacks against others. All should 
bear in mind that all will benefit in the long run if we are able to 
achieve a dependable dollar and stable economic progress.

In a very real sense, our free society is presently on trial. Our 
past achievements have been great but it still remains for us to prove 
that our democratic institutions are capable of dealing effectively 
with the difficult economic problems that confront us in today’s world.

The Communist menace makes it imperative that we succeed. All 
groups and individuals—public officials, businessmen, bankers, em­
ployees, labor leaders, farmers, educators, economists, editors, writers, 
and the public at large—must strive to live up to our high respon­
sibilities as citizens of the United States.
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STATEMENT OF THE AM ERICAN FARM BUREAU 
FEDERATION

N ovem b er 12, 1959 .
Hon. P a u l  H. D o u g la s ,
Chairman, Joint Economic Committee,
Congress of the United States, W ashing ton, D.C.

D e a r  S e n a t o r  D o u g la s :  In accordance with your request of Oc­
tober 2, we are enclosing a statement relative to our views on maximum 
employment, economic growth, and price level stability.

Since we are now in the midst of the procedure by which our 
members annually develop Farm Bureau policies for the coming year, 
the enclosed statement has been confined to general principles. We 
may wish to make more specific recommendations after our policy 
development program has been completed at our forthcoming annual 
meeting.

Very truly yours,
C h a r le s  B. S h u m a n ,

President, American Farm Bureau Federation,
Chicago, III,

EMPLOYMENT, ECONOMIC GROWTH, AND PRICE
STA B ILITY

We appreciate the opportunity to submit comments with respect to 
the committee’s study of “Employment, Growth, and Price Levels.” 
We understand that the committee is particularly interested in “ sug­
gestions as to public and private policies for reconciling and simul­
taneously obtaining the objectives of maximum employment, an 
adequate rate of growth, and a reasonable stability of the price level.”

Adjectives such as “maximum,” “ adequate,” and “reasonable” are 
subject to various interpretations—particularly when used in describ­
ing a series of interrelated, but possibly conflicting, objectives. For 
example, the question of what is “maximum employment” must be 
answered in terms of prevailing labor standards, retirement customs, 
and the willingness of people to work. These factors in turn are likely 
to be affected by the rate of economic growth. The question of what 
is “ adequate economic growth” must be evaluated in terms of the 
capabilities of our economic system, and the requirements for achiev­
ing maximum progress over time, as well as in terms of more im­
mediate objectives with respect to income, employment, and national 
defense. The question of what is “reasonable stability” in the general 
price level involves judgment with respect to the effects of changes 
m the price level, not only on employment and growth, but also upon 
our ability to maintain our political and economic system.
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FARM  B U R E A U  POLICY OBJECTIVES

Farm Bureau believes that the objective of public and private 
policies in the areas under consideration should be to achieve a more 
stable price level than we have had in the past, together with high 
employment and rising productivity, both per worker and for the 
economy as a whole. While absolute stability probably cannot be 
achieved, we believe that stability in the general price level—which 
means stability in the purchasing power of money—is a highly im­
portant objective. In other words, the objective of policies which 
affect the value of money should be to minimize fluctuations in the 
general price level. This is essential to provide a favorable climate 
for economic growth and a rising standard of living.

A  sharp drop in the general price level (deflation) is inconsistent 
with the objective of growth since it normally is associated with a 
decline in business activities; reduced incomes; a rising volume of 
mortgage foreclosures and bankruptcies; and an underuse of re­
sources, including human resources. A  continually rising price level 
(inflation) is likewise inconsistent with the objectives of economic 
growth. Among other things, inflation destroys the value of money; 
discourages saving; distorts investment decisions; encourages specu­
lation ; and creates imbalances in the economy, which set the stage for 
a deflation. Thus, stability is much to be preferred to either inflation 
or deflation.

In order to achieve a more stable price level than we have had in 
the past, the Federal Government must follow policies that will give 
people confidence it will do everything in its power to protect the 
value of the dollar against the extremes of both inflation and deflation. 
I f  people become convinced that the Government is following policies 
that will lead either to inflation or deflation, they are likely to act 
in such a way as to make the expected result inevitable. Consequently, 
it is desirable not only to minimize fluctuation in the general price 
level, but also to avoid conditions which would cause people to expect 
a long-continued movement of the price level either upward or 
downward.

By “high employment” we mean the highest employment that can 
be obtained without jeopardizing our other objectives of “ a more stable 
price level” and “ rising productivity.” This is not necessarily “maxi­
mum employment” at all times if that result can be obtained only at 
the cost of inflation or “make work” policies that fail to add to total 
output. A  high level of employment is desirable to (1) utilize our 
human resources in the production of goods and services that con­
tribute to better living standards, and (2) to provide widespread op­
portunity for individuals to earn a share in the fruits of our economy 
through productive efforts. But, policies that expand employment 
at the cost of inflation are self-defeating in the long run. The same is 
true of policies that expand employment without increasing output. 
Such policies do not contribute to growth—they merely redistribute 
our economic product. In so doing they may actually impede growth 
by reducing incentives and opportunities.

Economic growth is a highly desirable objective since it is only by 
expanding our output on goods and services that we can improve living 
standards, provide gainful employment for a growing work force, and 
maintain essential defenses against the Communist threat.
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As an industry which currently has both a substantial overcapacity 
in terms of present markets, and a sizable underemployment problem, 
agriculture has a particular interest in economic growth.

CO N SISTEN T OBJECTIVES
In our opinion, high employment, economic growth and stability 

in the general price level are mutually consistent objectives. As has 
been pointed out above, a stable general price level helps provide a 
favorable climate for economic growth. Growth creates employment 
opportunities (although society may decide to take a part of the 
benefits of the growth in the form of increased leisure) and high em­
ployment facilitates the production and savings that are essential for 
growth. Since the beginning of the industrial revolution, fears have 
been expressed that the expansion of output resulting from economic 
growth would lead to unemployment, but this has not happened in 
any general sense.

The possibility of conflict between the objectives of high employ­
ment, economic growth and stability in the general price level arises 
only if it is assumed that the Federal Government can and should 
achieve more employment and growth than are consistent with the 
objective of price level stability through policies that (1) expand the 
supply of money and credit in relation to the supply of goods and 
services, or (2) use tax money to expand selected economic activities. 
We do not accept this assumption.

It is argued by some that policies designed to achieve price level 
stability reduce our capacity for growth and employment by restrict­
ing the availability of money and credit, and by contributing to higher 
interest rates. It is also argued that restraining the growth of the 
money supply has differential effects which work to the disadvantage 
of certain groups and public bodies. We do not agree with these 
views.

It is true that inflation, which is characterized by a rise in the gen­
eral price level, sometimes creates an illusion of prosperity, but growth 
that is brought about by inflationary policies is likely to be more ap­
parent than real. Inflationary policies tend to have a spiraling ef­
fect. I f  we permit a little inflation to stimulate a desired level of 
economic activity, the probabilities are that more inflation will be 
required to keep it going.

It must be remembered that economic growth is usually brought 
about by changes in technology, the development of new skills on the 
part of labor and management, and capital investment. In other 
words, economic growth is primarily a function of research, educa­
tion, and capital formation, all of which require that individuals post­
pone consumption in order to build up productive resources. In­
creasing the supply of money and credit faster than the supply of 
goods and services does not create new resources, it merely permits 
an increase in the prices of existing resources. Consequently, it is 
unsound to argue that the policies necessary to keep the supply of 
money from expanding more rapidly than the supply of goods and 
services inhibit economic growth.
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It is true, however, that employment and growth can be restricted, 
if industry and labor attempt to force prices and wages above an 
equilibrium level in the face of monetary and fiscal policies which are 
designed to stabilize the general price level. One of the real threats 
to economic stability is the danger (1) that the policies followed by 
big labor and big business will result in unwarranted wage and price 
levels and (2) that both groups will then pressure the Government for 
inflationary action to prevent excessive wave and price levels from 
resulting in reduced sales and unemployment. This danger is the 
basis of the contention that we have a “cost-push” inflation. Mistaken 
wage and price policies will tend to prove self-correcting if the Gov­
ernment fails to validate them by increasing the money supply. We 
need, however, to explore ways and means of making industrial prices 
and wages more responsive to reductions in demand as an offset to 
the increases that inevitably take place when demand is strong.

The argument that the use of monetary and fiscal policies to achieve 
price stability has undesirable differential effects on the economy rests 
on two main contentions:

(1) It is argued that rising interest rates impede the con­
struction of public facilities and private housing. This is true 
only to the extent that there are artificial restrictions on the in­
terest rates that can be paid on money borrowed to construct 
public facilities and private housing under Government guarantee 
programs. The sound antidotes to high interest rates are in­
creased savings and a Federal budget surplus—not an inflationary 
increase in the supply of money and credit.

(2) It is also argued that restricting the money supply to 
stabilize the general price level created financing problems for 
small business. It probably would be more accurate to say that 
restricting the supply of money and credit makes it more difficult 
to finance marginal, high risk projects and that the sponsors of 
such projects are often, but not always, small businessmen.

The use of tax funds to stimulate the growth of selected economic 
activities can expand our resources and increase total growth only by 
reducing current private consumption. Government action to increase 
growth at the expense of private consumption amounts to forced 
savings. We believe that individuals should be allowed to decide for 
themselves how much they wish to save and invest.

Equally, if not more important, is the fact that proposals to use 
tax funds to expand selected activities generally involve subsidies. 
The fact that Government aid is sought for a project is usually pretty 
good evidence that private investors do not consider it to be the best 
available opportunity for the use of scarce resources. Economic 
growth cannot be maximized by using the power of Government to 
channel investment into projects that cannot pay their own way. The 
temptation to try to stimulate the economy through expanded Federal 
spending is particularly strong in periods of recession. Recessions are 
painful, but they are ’a reflection of the processes by which a free 
economy corrects mistakes before they pyramid into more serious 
problems. As was demonstrated in the 1957-58 recession, our economy 
has great recuperative powers. Consequently, it is difficult to time 
increased public expenditures so as to avoid stimulating the economy 
at the wrong time. When Federal action is needed to combat a down-
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trend, Farm Bureau favors reduced taxes in preference to increased 
Government spending.

NEEDED POLICIES

The basic responsibility of the Federal Government in the areas 
under consideration is to follow policies that will contribute to the 
maintenance of a favorable climate for employment and growth 
through private initiative and enterprise. Stability in the general 
price level—which is another way of saying “sound money”—is an 
essential factor in the maintenance of a favorable economic climate. 
The Federal Government has particularly important responsibilities 
in this field. The Constitution provides that Congress shall have the 
power to coin money and regulate the value thereof. Furthermore, 
the Government’s financial operations are so large that they inevitably 
affect the course of the general price level. As noted above, Farm 
Bureau believes the Government should follow fiscal, monetary, and 
debt management policies which will inspire confidence that every­
thing possible is being done to maintain sound money and protect the 
economy from the extremes of inflation and deflation. A  more com­
plete statement of our views on the policies required for price level 
stability is set forth in the attached extract from our currently effective 
policy resolutions.

The maintenance of policies that will contribute to stability in the 
general price level is only one of several things that the Federal 
Government can do to create a favorable climate for growth and 
employment.

The Government can make important contributions to the mainte­
nance of a favorable economic climate through a vigorous and effec­
tive antitrust program to promote competition by preventing the 
exercise of monopolistic powers in restraint of trade.

Farm Bureau is opposed to the exercise of monopolistic powers by 
any segment of our population, whether it be industry, labor, agri­
culture, or the Government itself. In the words of our current policy 
resolution on this subject:

Competition is a basic element in the spirit, drive, dynamic growth, efficiency, 
and adaptability of the American economy. Unless the competitive concept is 
carefully guarded, private industry stagnates, becomes exploitive, or is sub­
jected to a growing complexity of Government controls. If we are to remain a 
free people, we must accept the discipline of competition.
While we consider it a proper function for the Government to en­
courage competition, we do not think it appropriate for the Govern­
ment to enter into business activities in competition with private 
enterprise.

Labor-management relations are an important area where the Gov­
ernment has important responsibilities by reason of conditions that 
have developed under Federal legislation. We need to find some way 
of reducing the waste of resources that now results from labor-man­
agement disputes. The situation that now exists in steel certainly 
is inconsistent with the objectives of high employment, economic 
growth and a stable price level. However, if unions are to be per­
mitted the power to tie up entire industries until their demands are 
met, they can be expected to use such power, at least occasionally.

Ail orderly reduction of existing barriers to the expansion o f inter­
national trade would also contribute to our capacity for economic
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growth. As a result of trade restrictions here and abroad, productive 
resources are now being channeled to industries where productivity 
is relatively low, at the expense of industries that have a higher 
productivity.

The Federal budget is another area where the Government has im­
portant responsibilities for helping to maintain a favorable economic 
climate. Federal tax and expenditure policies affect the economic 
climate not only through their effects on price level, but also through 
their effects on incentives to save and invest. High taxes, which are 
a natural consequence of heavy Government spending, undoubtedly 
restrict growth by reducing savings and investment. In addition, 
regardless of the general level of taxes, some types of taxes undoubt­
edly interfere with growth more than others. In order to promote 
maximum growth, Federal spending should be confined to objectives 
that are clearly in the national interest and necessary taxes should be 
levied with a view of minimizing their interference with economic 
growth.

Needed private policies consist primarily of support for Govern­
ment policies that will contribute to a favorable climate for individual 
initiative and enterprise. Private individuals and groups need, in 
particular, to develop an understanding of the dangers of inflation; 
the role of competition in our economy; the importance of education, 
research, savings and investment in raising living standards; and the 
fact that Government spending must be paid for either through taxes 
or inflation.

[Extract From Farm Bureau’s 1959 Policies on Monetary and Tax Matters] 

M o n e t a r y  a n d  T a x  P o lic ie s

It is becoming increasingly clear that inflation is our most serious 
economic problem.

The American dollar has lost more than one-half the purchasing 
power that it had in 1940. This has already created serious problems 
for young people, for farmers who are caught in a cost-price squeeze, 
for those who have retired, and for State governments whose revenues 
do not automatically increase in proportion to the decline in the value 
of the dollar. The threat of further inflation is made more serious by 
the fact that many people are beginning to believe that a continuing 
decline in the value of the dollar is inevitable.

PRICE LEVEL STABILITY

We reaffirm our belief in the importance of measures to bring about 
a more stable general price level as a means of providing a favorable 
climate for economic growth and a rising standard of living. This is 
essential if we are to avoid a far-reaching expansion of government 
controls over individual decisions and actions.

The quick recovery of our economy from the recent recession demon­
strates the basic strength of our private enterprise system. The fact 
that we are again faced with the threat of inflation demonstrates the 
dangers of resorting to inflationary policies every time there is a 
slackening of business activity.

We continue to oppose direct price and wage controls.
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Government policies which affect the supply of money and credit 
should be directed toward promoting a relatively stable general price 
level together with high employment and rising productivity. Gov­
ernment also has a responsibility to so conduct its affairs as to inspire 
confidence that everything possible is being done to protect the eco­
nomy from the extremes of inflation and deflation.

In periods of relatively high employment and business activity, the 
Federal Government should not only balance its budget and keep it 
balanced to eliminate the need for deficit financing but also reduce the 
total national debt. I f  the budget is unbalanced in such a period, 
the government should borrow necessary funds from nonbank lenders 
to the maximum extent possible to avoid the creation of new money. 
The existing national debt should be managed to prevent non-bank- 
held securities from being shifted to the commercial banks, as such a 
shift creates new money just as the sale of new securities to banks.

In periods of declining employment and falling prices, these policies 
can be reversed to combat depression. In such a period, for example, 
it may be desirable to reduce taxes to leave more purchasing power 
in the hands of the public even though this results in a deficit.

I f  the budget is to be unbalanced to counteract a deflationary trend, 
emphasis should be on reduced taxes rather than increased Govern­
ment spending.

The Federal Reserve System can help to stabilize the price level 
by relating its policies to the country’s needs for money and credit 
rather than to other considerations. It should restrain the expansion 
of bank credit in inflationary periods and make it easier for the banks 
to extend credit if deflation threatens. The independent status of the 
Federal Reserve Board must be maintained.

While sound monetary and fiscal policies are basic to price level sta­
bility, other policies can make an important contribution to the objec­
tive of avoiding the extremes of inflation and deflation. All in­
dividuals and groups need to realize that cyclical swings in economic 
activity do occur and that it is wise to avoid excessive optimism in 
upswings, as well as excessive pessimism in downswings. Everyone 
needs also to realize that economic adjustments are needed from time 
to time and that the economy will function more smoothly if such 
adjustments are facilitated rather than retarded. For example, it does 
not make economic sense for unions to demand or employers to grant 
wage increases that force prices up in an industry at a time when that 
industry is already suffering from reduced production and rising 
unemployment. I f  employers desire to enter into long-term contracts 
providing for future wage increases, they should insist on escape 
clauses to postpone projected wage increases in periods of reduced 
demand and rising unemployment.

Public policies that encourage active competition are an important 
safeguard against the rising costs that sometimes create pressure for 
monetary authorities to take inflationary actions.

The policies of government agencies which make or guarantee loans 
should be coordinated with overall credit policies.

The Employment Act of 1946 should be amended to make it clear 
beyond any doubt that it is national policy to stabilize the purchasing 
power of the dollar as well as to maintain a high level of employment.
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STATEMENT OF AMERICAN FEDERATION OF LABOR 
AND CONGRESS OF INDUSTRIAL ORGANIZATIONS

N ovem b er 2 3 ,1 9 5 9 .
Hon. P a u l  D o u g la s ,
Chairman, Joint Economic Committee,
Senate Office Building, Washington, D.C.

D e a r  S e n a t o r  D o u g la s  : Your letter of October 2 invited the A F L - 
CIO to contribute a special statement in connection with the Joint 
Economic Committee’s study of employment, growth, and price levels. 
You asked us to submit “a statement containing constructive sugges­
tions as to public and private policies for reconciling and simultane­
ously obtaining the objectives of maximum employment, an adequate 
rate of growth, and a reasonably stable price level.”

This special inquiry you are conducting is obviously an important 
one. While the J oint Economic Committee has no authority to initi­
ate legislation, the results of this broad study will affect the course 
of much future legislation on all types of economic issues.

We had hoped that it would be possible for the AFL-CIO  to give 
the committee at a public hearing our analysis and suggested recom­
mendations regarding the issues before you.

Since the committee’s hearings have not been opened to labor or 
other economic interest groups, we have devoted considerable time 
and effort to the problems you raise in your letter. We have prepared 
the attached statement which I am herewith submitting to you for the 
record.

This statement is divided into the following four sections:
I. Balanced economic growth and full employment.
II. The role of collective bargaining in the American economy.
III. Aiding the lowest income groups.
IV. The neglect of public services.

I would like to summarize briefly what I consider the major points 
in the document.

The first section constitutes labor’s analysis of present economic 
trends. We cannot be complacent in the face of the continuing high 
level of unemployment, the regularity with wThich recessions have oc­
curred in the postwar period, and the slow rate of economic growth 
during the past 6 years.

It seems to us that Government policy must accept a major share 
of the blame for this condition of the economy. Basic Government 
attitudes and policies have operated to restrict rather than encourage 
economic expansion. Too much attention has been given to fighting 
a phantom “ inflation” and not enough to developing a higher rate of 
growth or to cut back the recurring recessions. The attitude of the 
monetary authorities, for example, has been almost exclusively con­
cerned with the level of prices, not the level of unemployment or the 
deteriorating condition of public services.
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We suggest a number of specific changes in Government economic 
policies.

A  much faster pace of economic expansion, than the 2y2 percent 
growth rate of recent years, is needed. Economic growth of about 5 
percent a year should be established as the goal of economic policy 
and national economic policies should be geared to achieve that 
objective.

There should be an end to the Government’s participation in the 
organized business community’s campaign against economic expan­
sion, in the name of fighting a fictitious runaway inflation, through 
restrictive economic policies, when there is a considerable amount of 
idle manpower and productive capacity, as has been the case during 
most of the past 6 years. The Government’s policies of tight money, 
high interest rates, and attempts to balance the Federal budget at 
relatively low levels of output and incomes, should be halted.

As part of an economic expansion program, the Government should 
provide an economic environment in which private groups may 
achieve a more rapid and more balanced pace of economic progress. 
A  continuing balance between increasing productive capacity and 
growing mass markets, as well as adequate Government expenditures 
for national defense and public services, is needed. A  substantial 
revision of the Government’s tax policy is required to provide a more 
equitable basis for raising Government revenue and for achieving a 
better balance in the flow of economic returns to consumers and 
business.

We are living in a period of rapid technological change. Federal 
law, as well as provisions in collective bargaining agreements, should 
work toward minimizing the disruptive impact of rapid technological 
change on working people and their families, and all businesses and 
the entire communities that are affected.

At the request of the committee staff we have devoted specific 
attention, in the second section of the attached document, to the role 
of collective bargaining in today’s economy.

We firmly believe that collective bargaining has been a positive, 
constructive force for achieving higher living standards and making 
possible greater economic progress. All too frequently the merits of 
the free collective bargaining system become lost in the intensity of 
the arguments over a specific labor dispute. That is why in the 
attached statement we have taken the opportunity to restate the 
values that still make collective bargaining the best possible method 
for resolving issues between workers and employers.

We reject the arguments that collective bargaining has had any 
inflationary effect or that it has in any way impeded advances in 
technology. Examination of wage-price movements makes clear that 
the cause of rising prices in the postwar period is not collective bar­
gaining wage settlements. With regard to technological progress, 
the collective bargaining process has served as a stimulant to the 
adoption of technological changes while at the same time providing the 
basis for working out appropriate procedures to lessen the impact on 
those directly affected.

In a free society there is no substitute for the trade union as the 
representative of wage and salary workers in the work place, nor is
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there an alternative to collective bargaining between unions and 
employers on wages, hours, fringe benefits, and working conditions.

The role of Government in collective bargaining is, of course, a 
difficult one. Recently, I have become concerned that a number of 
political leaders are evidently beginning to think in terms of greater 
Government intervention into the collective bargaining process. In 
order to create a better atmosphere for labor-management relations, 
I  recently wrote to President Eisenhower suggesting that he call a 
meeting of top union and industrial leaders to consider and develop 
guiding lines for just and harmonious labor-management relations. 
I  hope that such a meeting would make a constructive contribution 
without involving more direct Government intervention in the collec­
tive bargaining process.

Labor does not defend collective bargaining unthinkingly. Often 
unions are not satisfied with its results. There is always the tempta­
tion to invite Government tinkering in an effort to gain some advan­
tage. But considered reflection directs the conclusion that any such 
advantage, for labor, for industry, or for other parts of the economy, 
would be short run or illusory and would not be worth the price paid 
in terms of values lost as a result of curtailing the fundamentally 
free and adaptable bargaining process, no matter how frustrating that 
process may seem at times.

The third section of the report focuses attention on the distribution 
of income, and, in particular^ the income available to the lowest fifth 
of the Nations population. No matter how successful our efforts 
will be in raising the total output of the economy, it is equally as 
important to make certain that any increase in living standards is 
distributed among all sections of the population.

In recent years America has been too complacent in simply assuming 
that the lowest segment of the population has improved its living 
standards along with the rest of the economy. While there has been 
continued improvement in average living standards, there has been 
no improvement since the wTar years in the proportion of the Nation’s 
income going to the lowest fifth of American families.

There are still far too many families that can barely eke out a 
meager existence for themselves, even in generally prosperous times. 
The attached document suggests a variety of ways in which the 
Federal Government can help meet this acute problem of poverty. I 
am sure you agree that no report of your committee would be 
complete unless it dealt with this issue.

The final part of our document deals with accumulated needs that 
our economy faces in such fields as education, housing, and natural 
resource development.

In recent years the emphasis in economic thinking has too often 
been placed on developments in the private economy to the exclusion 
of necessary changes in the public sector. A  rising level of income 
and expenditures should mean not only that American families can 
gain greater satisfaction because more goods and services are available 
to them in the private economy but also because the level of available 
public services has been raised. In so many ways, our progress will 
be limited unless we are willing to overcome the accumulated deficits 
in fields where new or enlarged Government programs are absolutely 
essential.

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



3092 EMPLOYMENT, GROWTH, AND PRICE LEVELS

Thank you again for the opportunity to submit a statement in behalf 
of the AFL-CIO. I am looking forward with a great deal of interest 
to your committee’s report.

Sincerely, George Meany, President. 
EMPLOYMENT, GROWTH, AND PRICE LEVELS

I. Balanced Economic Growth and Full Employment 
the campaign against economic growth

The Nation has been subjected to an intensive campaign against 
economic growth and full employment in the name of fighting infla­
tion. This campaign has succeeded in establishing, at least tempo­
rarily, the basis for some public acceptance of a restrictive economic 
environment. Continuation of this campaign in the future can jeopar­
dize America’s place in a world of rising national powers.

Inflation is a condition of sharp price rises, associated with too much 
money chasing after too few goods. In the United States such infla­
tion has been related to war and the aftermath of war.

Excessive demands on the supply of goods and productive capacity 
after World War II, in 1946 and 1947, caused general inflationary 
pressures. Consumer prices increased 30 percent.

The outbreak of the Korean war in mid-1950 brought another in­
flationary situation, with excessive speculation, inventory building 
and hoarding. Between mid-1950 and mid-1951, consumer prices in­
creased almost 9 percent. Approximately three-fourths of the entire 
postwar consumer price rise occurred in those 3 years of inflationary 
pressures—1946,1947, and mid-1950 to mid-1951.

Economywide restrictive economic policies, such as tight money, 
can be used properly to curb total demand when general shortages of 
goods, labor, and productive capacity exist, as in the 3 postwar years 
of inflationary pressures. In the absence of excessive demand and 
general shortages, however, economywide restrictive policies produce 
economic slack and unemployment.

For 4 years, from mid-1951 to mid-1955, the price level was reason­
ably stable. Wages and salaries rose and the economy expanded at 
a fair pace. Although it was not an ideal period, these years provide 
evidence that economic expansion and continuing improvements in 
wages and salaries are consistent with reasonable price stability.

Many political and business leaders, however, took the leadership in 
campaigning against a phantom inflation during these years of reason­
able price stability. In early 1953 the Government adopted economy- 
wide restrictive policies to reduce the rate of economic growth. Tight 
money, high interest rates, and the attempt to balance the budget at 
all costs helped to start a recession in the summer of 1953.

These policies did not halt price rises. From mid-1955 to mid-1958 
the price level rose by an average of about 2y2 percent a year. These 
price increases were termed “ inflation,” although economic slack was 
prevalent during most of that period. They provided fuel for a 
stepped-up fear campaign. Increasingly, channels of public com­
munication became filled with talk of inflation, justification of restric-
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tive policies and attacks on wage increases as an inflationary danger.
The facts, however, reveal that the real problem has not been infla­

tion, with excessive total demand pressing against economy wide short­
ages of goods, labor and productive capacity. The actual problem, in 
the j)ast few years, has been a slow, upward rise of the price level, 
with an increase of idle manpower and productive capacity during 
most of those years.

In an attempt to put this issue in perspective, Prof. Alvin H. Han­
sen has pointed out that the record for the years 1948-58, including 
the post-Korean inflation, “ is by no means an irresponsible record,” 
by comparison with trends in the price level since 1897. I f  we start 
with 1913, when the Government first published the Consumer Price 
Index, we find that between 1913 and 1948, consumer prices increased 
by an average yearly rate of 2.6 percent; from 1948 to 1958 consumer 
prices increased by an average yearly pace of 1.8 percent.

This record of a slow, upwTard rise of the price level, however, has 
been distorted into a springboard for a continuing national campaign 
in support of restrictive economic policies and attacks on organized 
labor and collective bargaining. Economic growth and trade unions 
have been singled out by Government and business spokesmen as 
inflation-producing villains.

America has been told incessantly during recent years that wage 
and salary increases are a particularly dangerous trend, since they 
supposedly have caused excessive consumer demand and substantial 
increases in production costs per unit of output. But during the 
period of creeping price rises from mid-1955 to mid-1958, there were 
no general shortages of goods or labor. For most of this period, the 
major economic problems were weakness in consumer markets and a 
growing gap between lagging sales and increasing productive 
capacity.

Nor did manufacturing wage gains create great pressures on unit 
production costs in the past few years. Rising output per man-hour 
has offset the costs of wage and fringe benefit improvements. Pay­
roll and fringe benefit costs of factory production and maintenance 
workers per unit of output were no greater in 1958 than in 1953.

Steadily rising real wages and salaries are a necessary prerequisite 
for economic growth. They are the foundation for growing consumer 
markets. The American economic system has been largely centered 
on domestic markets, based on expanding mass consumption and on 
increasing real incomes of wage and salary earners.

Americans have been proud of high and rising wages that have per­
mitted continuing improvements in living standards. Visitors from 
other parts of the world have come to study the American economic 
system, in which working people have shared in the benefits of eco­
nomic progress. Now, Americans are being told to forget such 
achievements, to forgo improvements in wages and salaries and to 
support restrictive policies that curb expansion. Those who lead the 
campaign against economic growth seem to believe that there will be 
little progress in the future, little room for wage and salary increases 
and improved living conditions.

This campaign against economic growth is a betrayal of America’s 
heritage of social and economic progress in a free society. It is taking 
place at a time when economic growth is needed more than ever before.
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SLOWDOWN OF ECONOMIC GROWTH
A  shocking state of stagnation has characterized the performance 

of the national economy in recent years. The Government’s fight 
against creeping price increases, with the blunt weapons of restrictive 
economic policies, has contributed to cutting the rate of national 
economic progress almost in half.

The volume of real total national output, which rose by a yearly 
average of 4.6 percent in 1947-53, has slowed down to an average rate 
of 2.5 percent in 1953-59. The population, however, has continued to 
grow—at an average yearly rate of 1.7 percent in 1947-53 and 1.8 per­
cent in 1953-59. As a result, real national output per capita has 
slowed down to an average yearly rate of seven-tenths of 1 percent a 
year in the past 6 years from an average annual pace of 2.8 percent in 
the previous 6 years.

The slowdown in economic growth, 1947-58,1958-59

Gross national product (in 1958 dollars)
Population Per capita gross national product (in 1958 dollars)

1959_______ ___________ ____ ____________ ______________ Billion i $474.0 408.7 + 2 .5  $408. 7 312.4 + 4 .6

Million177.1159.6 + 1.8159.6144.1 + 1.7

i $2,676 2, 561 +0.7  $2,561 2,168 + 2 . 8

1953_______ _____ _______________________ ___________ _ .Average yearly rise: Percent______________________________1953___ ___________________ ____________________________1947_____ ______________________________________________Average yearly rise: Percent_______ ___________ __________
i AFL-CIO estimate.
Source: Department of Commerce and Council of Economic Advisers.
This rate of economic growth in the United States has been slower 

than in almost every industrial country in the world and merely 
one-third to one-half the pace achieved by the Soviet Union. It rep­
resents a record of two recessions—in 1954 and 1958—and an unbal­
anced, incomplete recovery in 1955-57. The upturn from the 1958 
recession is still in progress, but there is a real danger that the repeti­
tion of restrictive economic policies will result in another unbalanced, 
incomplete recovery.

The sharp reduction in the pace of national economic growth has 
been achieved at great cost:

1. The slow pace of economic advance has contributed to a trend 
toward relative economic and military weakness, in relation to the 
Soviet Union. While the Soviet Union has continued to increase its 
military (and military technology) buildup and to step up its cold 
war economic attack, U.S. expenditures for national defense and for­
eign economic aid and development have barely held their own.

Although total production in the Soviet Union is reported to be 
approximately 40 percent of the total output of the United States, the 
Soviet totalitarian system diverts a large share of output for military 
and cold war purposes. In addition, as the Soviet economy expands, 
the totalitarian system can siphon off the additional output for mili­
tary and international political objectives.

The volume of total production in the Soviet Union has been 
expanding rapidly in recent years—some two to three times faster
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than in the United States. This rapid rise has permitted the totali­
tarian state to increase outlays for military and cold war purposes, 
as well as small increases in consumer goods. In contrast, slow 
economic growth in the United States and the Government’s over­
riding emphasis on budgetary considerations have imposed severe 
limits on defense and foreign aid spending.

The Soviet Union’s system of dictatorial allocation of resources 
plus rapid economic expansion have propelled that nation forward 
at a very fast pace, in terms of military and international power, 
during the past several years. In contrast, slow economic growth and 
restrictive budget policies in America’s free society have produced 
relative military and economic weakness that can have dangerous 
consequences for the United States in the international arena.

2. Since 1953, so-called “normal” unemployment has been rising. 
Slow economic growth in 1953-59 failed to provide a sufficient number 
of new jobs to sustain full employment. The number of jobless has 
risen to more than 5 percent of the civilian labor force in 1953-59— 
higher than the 1947-53 average of 4 percent, when the 1949 recession 
and returning G I’s had an impact on unemployment rates. The sharp 
increase in unemployment shows up more clearly, if compared with 
1951-53, when an average of 3.1 percent of the civilian labor force 
was unemployed.

Number of unemployed Percent of the civilian labor force

1951-53 ..................................................... ................. ......................................... .......... Million
2 . 03.6 2.94.7 3.5

Percent 3.1 5.6 4.3 
6 . 85.1

1954_______________ _____ _____ _______________________________ ____1955-57._ _ ........................................................ ................................ ..........1958____________________________________ ____ ___ ____________________May to August 1959 1 _ __ ___ _________________________
i Seasonally adjusted.
Source: U.S. Department of Labor.
Slow economic growth in the past 6 years also aggravated the 

social and economic results of rapid technological change—declining 
job opportunities in manufacturing, railroads and mining and an in­
creasing number of economically distressed communities.

3. Slow economic growth and restrictive budget policies made it 
difficult to begin or step up comprehensive nationally coordinated ef­
forts to meet the public service needs of a growing population—in 
such vital areas as health, education, housing, urban renewal, and com­
munity facilities. (This issue is examined later in this statement.)

4. The Government’s restrictive economic policies, advertised as 
“antiinflationary,” have actually contributed to upward price pres­
sures. Economywide restrictive economic policies could not halt 
slowly rising prices for foods and services—such as medical care and 
auto insurance—during 1955-58, while they added to interest costs 
on loans and contributed to pushing up the prices of manufactured 
goods.

Since the economy failed to expand output rapidly, the sharp rise in 
costs for the capital goods boom of 1955-57 and technological change 
were spread over a slowly increasing number of unite of production.
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The rising costs of depreciation, stepped-up hiring of engineers and 
technicians, increasing interest payments and the increased use of pro­
fessional and technical services, therefore, added to unit costs. Busi­
nesses tried to pass these unit cost increases on to their customers. 
Several key industries, in which prices are administered by the dom­
inant giant corporations, were able to maintain or enlarge their profit 
margins by successive price boosts.

A  more rapid rate of economic growth in those years would have 
meant more stable unit costs. In addition, the pace of output per 
man-hour of work was hampered in 1956 and 1957 by the slowdown 
in economic growth. It was further hampered by the drop in output 
during the recession in late 1957 and early 1958. Output per man- 
hour of work began to rise sharply in the spring of 1958, as the 
economy picked up from the recession. A  more rapid rate of economic 
growth in the past 6 years would have meant a faster pace of improv­
ing productivity.

5. The Government’s restrictive economic policies and attempts to 
balance the budget at low levels of output and income have been self- 
defeating. The slowdown in economic growth has contributed to a 
loss in Government revenue and continuing budget difficulties.

The Federal Government, for example, operated at budget deficits 
in the fiscal years ending June 1954, 1955, 1958, and 1959. These 
deficits were, in large measure, the product of two recessions and slow 
economic growth. A  higher rate of economic growth in 1953-59 
would have produced greater increases in national output, incomes, and 
government revenue. Had national output expanded in the past 6 
years at the pace of 1947-53, Federal revenue in 1953-59 would have 
been $40 billion or more greater than it was. The slowdown in the 
growth of the Nation’s output and incomes, caused by the Govern­
ment’s own restrictive policies, has meant a loss of Government reve­
nue and budget difficulties.

These restrictive policies have been self-defeating in other ways. 
Tight-money policies and the high interest rates they foster have 
made it more expensive and more difficult for the Government to carry 
its debt. Interest payments on the Government debt rose from $6.6 
billion in fiscal year 1953 to $8.1 billion in fiscal year 1959—largely 
due to the rise in interest rates.

In addition, during much of the 1953-59 period, restrictive tight- 
money policies with their rising interest rates made it difficult for 
the Government to issue long-term bonds at moderate rates of interest 
to people who save for the future. The Government was therefore 
compelled to finance an increasing portion of the public debt through 
short-term securities to banks and other financial business firms. De­
spite the declared intention to increase the share of the debt that is 
in long-term bonds, the Government’s own policies have helped to 
cause the opposite effect—an increased portion of the debt in short­
term securities, that have to be refinanced at frequent intervals.

6. The slow pace of economic growth has added to difficulties in 
labor-management relations. It is considerably more difficult to reach 
agreement on how to share a pie which is increasing very slowly, 
than how to share one that is increasing at a rapid rate.

A  more rapid pace of economic growth in 1953-59 would not have 
been, in itself, a panacea to end all problems. But a faster rate of
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economic expansion in those years would have provided more full­
time jobs and more efficient utilization of productive capacity, greater 
income and increased Government revenue. It would have permitted 
more adequate Government attention to the Nation’s major issues. 
It would have provided, also, a more sober environment for examining 
the specific causes of creeping price rises and the development of 
possible solutions.

LESSONS OF T H E  19  5 8  RECESSION

A partial cause of the 6-year slowdown of economic growth has 
been the depressing effect of the recessions of 1954 and 1958. Thirty- 
five months, or almost half the period between 1953 and 1959, were 
spent in economic decline and return to pre-recession levels.

A  more rapid rate of growth in the years ahead requires an all-out 
effort to reduce the possibility and frequency of recessions and to 
minimize whatever declines may occur. This requires private and 
Government policies aimed at balanced economic growth, as well as 
prompt antirecession measures at the start or any decline in output 
and sales.

The underlying cause of the 1958 recession was a growing gap be­
tween the economy’s ability to produce and its ability to consume. 
This lack of balance developed out of a capital goods boom which 
expanded productive capacity rapidly in late 1955 and 1956, while 
consumer ouying power leveled off and family purchases of hard 
goods and homes lagged.

By early 1957 it became apparent that the business investment boom 
was quickly losing its steam, as businessmen became increasingly 
aware of the growing gap between productive capacity and sales. 
Real national output moved up only about one-half of 1 percent be­
tween the end of 1956 and mid-1957. In this setting, the Government 
cut back its placement of defense contracts, in the spring and summer 
of 1957, in an attempt to reduce defense expenditures. Following 
these actions, the Government tightened the money supply further 
and raised interest rates in August. By the end of the summer, na­
tional economic activities were declining and the recession was under­
way. The decline did not reach bottom until April 1958, when over
5 million people were unemployed, production schedules were cut 
back, and industrial output was more than 12 percent below the pre- 
recession level.

A  downward spiral of layoffs, production cutbacks, wage cuts, 
falling retail sales and further cuts of output and jobs did not de­
velop. The effects of the recession were cushioned by trade union 
strength and New Deal legislation.

1. Relative steadiness o f total consumer income during the decline 
prevented a sharp drop in retail sales that would have touched off a 
downward spiral. Between the start of the recession, in August 1957, 
and its low point, in April 1958, wage and salary increases for em­
ployed workers offset about half of the decline in total wage and 
salary income caused by unemployment and short workweeks. In ex­
plaining the relative steadiness of consumer income during the re­
cession, the late Prof. Sumner Slichter wrote that “by far the most 
important cause of the steadiness of personal income * * * is the rise 
in the hourly earnings of wage and salary earners.”
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Trade union strength and the Federal minimum wage law helped to 
prevent widespread wage cuts, while collective bargaining produced 
wage and salary increases. In addition, wage and salary rises were 
put into effect as deferred increases under the terms of previously 
negotiated collective bargaining agreements. As a result, the reces­
sion’s effects were partly offset and total wage and salary payments 
fell by a yearly rate of $7.9 billion—or 3.3 percent—instead of about 
twice that much.

Recent technological changes also contributed to the relative steadi­
ness of wage and salary payments during the decline in output and 
jobs. Technological changes, in recent years, have shifted an in­
creasing proportion of the work force to such salaried jobs as clerical, 
government, service, professional, technical and supervisory. These 
employee groups are usually not laid off in great numbers during a 
recession.

2. The unemployment insurance system provided some weekly 
family income for most unemployed workers and contributed to the 
high degree of steadiness of total personal income. Total unemploy­
ment insurance payments increased from $132,299,000 in August 1957 
to $436,831,000 in April 1958—a rise of $304,432,000. At the recession 
low point, the unemployment insurance system, though inadequate, was 
paying out a yearly rate of $3.7 billion more than at the start of the 
recession. Despite the system’s inadequacy, this increase in unem­
ployment insurance payments offset 20 to 25 percent of the decline in 
total wage and salary payments that otherwise would have occurred 
from rising unemployment and short workweeks.

In addition, several hundred thousand workers received supple­
mental unemployment benefits under terms of collective bargaining 
agreements negotiated during the previous 3 years. Government so­
cial insurance programs—such as retirement, disability and survivors 
benefits—also helped to cushion family incomes during the decline. 
In April 1958, Government payments under these programs were 
$98,646,000 greater than in August 1957. Unlike unemployment in­
surance and supplemental unemployment benefits, these programs were 
not meant to be antirecession devices, but they permitted tens of 
thousands of laid-off older workers to retire with regular monthly 
pensions. The incomes of many of these retired workers were 
bolstered by pension-plan payments under collective bargaining 
agreements.

The combined effect of such factors as wage and salary increases 
for employed workers, the unemployment insurance system, supple­
mental unemployment benefits, Government social insurance programs 
and pension plans under labor-management agreements was to offset 
approximately 75 percent of the decline in total wage and salary pay­
ments that otherwise would have occurred from rising layoffs and 
short workweeks. Of these factors, the major cushions were wage 
and salary increases for employed workers and the operation of the 
unemployment insurance system.

While trade union strength, collective bargaining and the unemploy­
ment insurance system cushioned the decline, Government actions, 
mostly belated, provided some impetus for the pickup.

State and local governments continued to increase their purchases 
of goods and services. These purchases rose by a yearly rate of $2.3 
billion from the third quarter of 1957 to the January-March quarter
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of 1958, when almost all other economic activities were weak or falling. 
They continued to rise through the rest of the year.

The Federal Reserve Board belatedly reversed its tight-money 
policy and started to ease the money supply and reduced interest 
rates in November 1957. The Government followed an eased monetary 
policy between the fall of 1957 and the summer of 1958.

The Defense Department belatedly but sharply stepped up the 
placement for defense goods—from a low of $3.2 billion in the third 
quarter of 1957 to $5.2 billion in the January-March quarter of 1958 
and $8.5 billion in the second quarter of the year. This extremely 
rapid increase in the placement of defense contracts came after the 
administration had cut back defense contract placements in the spring 
and summer of 1957. With the stepup of these contract placements, 
defense expenditures, which had declined in late 1957, began to rise— 
from a yearly rate of $44 billion in the first quarter of 1958 to a rate 
of $45.3 billion in the final quarter of the year.

After the sharp economic decline reached its low point, Congress 
finally adopted several antirecession measures that helped to 
strengthen economic activities. Additional Government funds were 
made available for mortgages for low- and medium-priced homes. 
Government funds were also made available to step up the interstate 
roadbuilding program. Although not designed as an antirecession 
measure, congressional action to raise Government salaries during the 
summer of 1958 boosted total personal income.

A  temporary and far too modest improvement in the unemployment 
insurance system was adopted. Under this law, States could receive 
loans from the Federal Government—with agreement for repay­
ment—for the purpose of extending the duration of unemployment 
insurance payments to jobless workers who had exhausted their 
benefit periods.

The experience of the 1958 recession indicates (1) the necessity of 
attempting to maintain a continuing balance between the economy’s 
ability to produce and its ability to consume; (2) the danger to eco­
nomic progress of tight money, high interest rate policies; (3) the 
importance to the national economy of strong trade unions and ef­
fective collective bargaining that can help to maintain consumer in­
come at relatively high levels during a recessionary decline; (4) the 
key role of the unemployment insurance system in partially offsetting 
the effects of production cutbacks on family income; (5) the necessity 
of prompt and decisive countercyclical actions by Government, at the 
very start of a recessionary decline, to minimize the decline and 
reduce its duration.

RISING PRODUCTIVITY
Increasing output per man-hour is obviously a potential for good— 

for increased production, improved living conditions, increased leisure, 
and greater national strength. But it may also result in unemploy­
ment and social dislocations.

In an economy in which productivity has been rising rather rapidly, 
there can be no longrun equilibrium. Changes in output per man- 
hour are occurring and upsetting the previous equilibrium. To stand 
still is, in effect, a backward and possibly dangerous procedure. Con­
tinuing economic and social adjustments to rising productivity are
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required. Without such adjustments, growing markets and the crea­
tion of new job opportunities, rapidly rising productivity means 
layoffs and troubles for families and communities. Emphasis on the 
importance of increasing productivity, in terms of its potential for 
good, therefore requires emphasis on the need for continuing social 
and economic adjustments to minimize dislocations that that may 
affect individuals, groups or entire communities.

Output per man-hour of work in the United States has been rising 
almost continuously as far back as one can obtain data—certainly for 
the past 50 to 100 years. Increases in national output per man-hour 
(real gross private product per man-hour) have varied from year to 
year, and there has been an occasional temporary pause or decline. 
The pape of rising output per man-hour has also varied from one 
economic sector or industry to another. The continuing trend of 
national output per man-hour, however, has been upward.

The pace of the Nation’s increasing output per man-hour has been 
speeding up in the past 50 years. In the Thirty-Ninth Annual Report 
(1959  ̂ of the National Bureau of Economic Research, Solomon Fabri­
cant wrote:

Also a fact of great importance, the long-term pace of advances in output per 
man-hour has speeded up. It was 22 percent per decade during the quarter cen­
tury preceding World War I. It has averaged 29 percent since. During the 
most recent period—after World War II—national product per man-hour has 
been rising at an even greater rate, 35 to 40 percent per decade.

The rise in output per man-hour of work in the total private econ- 
om} ,̂ therefore, has been at an average yearly rate of over SV2 per­
cent a year since 1947. Despite the slowdown in increasing produc­
tivity in 1956-58, the average rate of rising output per man-hour since 
1947 has been greater than in the previous period and the pace of in­
creasing output per man-hour in that period was greater than it had 
been in the prior period.

Some people make the mistake of concentrating their attention on 
one year’s rate of productivity change. In 1957, there were outcries 
from business and Government spokesmen about the slowdown in the 
rate of productivity advance that accompanied the general slowdown 
in economic growth. The slowdown in the rate of rising output per 
man-hour in 1956 was followed by a somewhat faster rate of advance 
in 1957, and since early 1958, output per man-hour in the private 
economy has risen at a very sharp rate. The point is that the rate 
of productivity change in any one year is not a trend. The rate of 
progress in productivity, in any one specific year, reflects many fac­
tors, such as the rate of economic growth and the economy’s product- 
mix. To find a meaningful trend, the rate of productivity change 
over a period of several years must be examined, such as a decade.

It is a complex of many social and economic factors that gives rise 
to increasing output per man-hour of work. Among these many fac­
tors are : (1) increased labor skills; (2) increased management skills;
(3) improved machinery and production processes; (4) more efficient 
flow of work from one operation to another; (5) scientific knowledge 
and production know-how; (6) increasing use of mechanical power; 
(7) small and frequent changes in machines and production method, 
as well as new inventions and major innovations.
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Underlying such factors are many others that have been and are 
essential for a continuing rise in output per man-hour of work. The 
free, public school system, for example, is a basic factor in America’s 
rising productivity, since it is the public school system that passes 
on the Nation’s cultural heritage to the new generation and provides 
the foundation of knowledge and skills of the future labor force, in­
cluding its workers and management, scientists, engineers, and in­
novators. Competition within industries and between industries pro­
vides companies with incentives to reduce costs and increase output 
per man-hour.

Growing markets for the goods produced are an essential ingredient 
in an economy whose productive efficiency is rising. The democratic 
nature of American society, with its degree of class mobility, is another 
factor, since it has made it more difficult for business to rest on the 
laurels of inherited family prestige than in societies that retain some 
remains of the feudal era. In the past development of the United 
States, shortages of labor, particularly skilled labor, were a force that 
made labor saving desirable; in more recent times, the collective bar­
gaining pressures of trade unions have been an important factor that 
prods business into maintaining and improving productive efficiency.

When output per man-hour rises, the employer’s cost of producing 
each item tends to go down—unit labor costs decline and there is 
usually a decline in overhead costs per unit. Rising output per man- 
hour, therefore, creates production-cost savings.

Since approximately the 1909-19 decade, there has also been some 
decline in capital-output ratios. In the total private economy, the 
capita]-output ratio declined from the 1920’s to the early postwar years 
and then leveled off, with the possibility that it may decline again, in 
the years ahead. When the capital-output ratio declines, the unit cost 
of investment in new plant and equipment tends to decline, A  decline 
in the capital-output ratio, therefore, also creates production-cost 
savings, which are additional to the production-cost savings that 
arise from increasing output per man-hour of work.

The rise in productive efficiency, therefore, produces economic gains. 
How can they be distributed, within the framework of a relatively 
stable price level ?

On the basis of these production-cost savings and in terms of 
aggregate theory, average real hourly employee compensation can 
rise by at least the annual percentage rise in output per man-hour in 
the total private economy during the current period to provide the 
basis for adequate consumer markets for the growing volume of goods 
and services that the economy can produce. In industries whose 
productivity is rising more rapidly than the national average, wages 
and salaries can rise and the additional savings can be shared with 
consumers through price reductions. In industries whose productive 
efficiency is rising at a slower pace than the national average, wages 
and salaries can likewise increase and the prices of those industries 
may rise somewhat. For the economy as a whole, the price level would 
remain, therefore, relatively stable and both unit labor costs and 
unit profit margins would remain at about the same level from one 
year to another, while wages, salaries, and total profits rise in a 
growing economy whose output and sales are expanding.
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In an economy of hundreds of thousands of different enterprises, 
with hundreds of different products and labor markets and varying 
degrees of price competition and price administration among the 
scores of different industries—in such a pluralistic economy, national 
averages can at best provide only broad and flexible guidelines for 
trade union collective bargaining policies in specific firms. As a 
result, rising output per man-hour is a factor in collective bargaining, 
but it is only one among several factors in any particular negotiations 
between a union and an employer.

I f  the percentage rise in output per man-hour in the private 
economy were the sole determinant for all employee compensation 
determinations, all wage and salary earners would simply receive the 
same percentage increase in hourly compensation and the national 
economy would lose some of its flexibility. I f  output per man-hour 
in specific industries were the only determinant, differences in the pace 
of productivity advance among industries would produce unworkably 
great and widening differentials in hourly earnings among wage and 
salary earners in the various industries.

Furthermore, an increase in hourly compensation at any particular 
time is not simply a sharing of the benefits of past productivity gains. 
It may also include some catchup with the past, when employee 
compensation lagged. It may also represent an attempt to increase 
the employee share in the distribution of income among the factors 
of production.

American trade unions do not necessarily accept the distribution of 
income among the factors of production, at any particular point in 
time, as ethically good socially and economically desirable or invio­
lable. The American economy is a flexible and dynamic one in which 
continuing and varying changes in productivity and employee com­
pensation in hundreds of thousands of enterprises are all part of a 
continuing process.

There are many other pertinent factors in any particular collective 
bargaining negotiations between a union and an employer—such as 
the profits of the employer and industry, any rise in the cost of living, 
wages and fringe benefits for the same or comparable work in the 
industry or area, the union’s desire to eliminate substandard wages, 
fringe benefits, and working conditions. Specific negotiations oe- 
tween a union and employer occur within the general framework of the 
product market.

Some business leaders and politicians have proposed or implied 
that all improvements in wages, salaries, and fringe benefits should 
be tied rigidly to some kind of productivity index. This suggestion 
makes no sense. In a free economy in peacetime, trade unions ob­
viously act with considerable flexibility, as do other groups in the 
economy. The suggestion that wages and fringe benefits be directly 
and rigidly tied to some kind of productivity index would mean that 
prices and profits, too, as well as the incomes of other economic groups 
should be tied to statistical indexes. Application of such rigid pro­
posals would bring a considerable loss in economic flexibility. Vari­
ous aspects of the economy would have to be controlled and regulated 
by the Government.

Frequently, in these past few years, spokesmen of business and 
Government have compared the increase in output per man-hour in 
the private economy with the rise in average hourly employee com-
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pensa/tion, in current dollars, since 1947, and they arrive at their pre­
determined conclusion that wage and salary increases have been the 
only cause or major cause of price increases because money earnings 
outpaced productivity. The comparison of output per man-hour 
with current-dollar hourly compensation, in the post-World War II  
period, shows nothing of the kind. It is merely descriptive of a 
period that included years of sharp price increases, in which wages 
and salaries, in current dollars, chased rising prices.

A  comparison between average real hourly employee compensation, 
adjusted for price increases, with output per man-hour in the private 
economy indicates a generally parallel movement since 1947. The 
information that can be correctly derived from this comparison is that 
income distribution among the factors of production in the past few 
years has been relatively the same as in 1947.

When the longrun trend is examined, one finds that the purchasing 
power of average hourly employee compensation, over the past 50 to 70 
years or so, has risen at about the same average pace as the rise in out­
put per man-hour in the private economy. This indicates that for 
the economy as a whole, the employee share in the distribution of in­
come among the factors of production, in the past few years, has been 
approximately the same as it was about 50 or 70 years ago.

Over the longrun development of the United States, it has been 
the continuing advance of output per man-hour of work, for the most 
part, that has made possible improved living conditions and increased 
leisure. These improvements, however, have not been automatic. 
They have been obtained mainly through collective bargaining and 
legislation.

In his paper “ Basic Facts on Productivity Change,” Solomon 
Fabricant stated:

Real earnings per hour of work in the private domestic economy rose over the 
period since 1889 at an average annual rate about equal to the rate of increase 
in product per man-hour * * *. During recent decades, real hourly earnings 
have increased more rapidly, on the average, than during earlier decades. The 
change in the trend of real earnings thus matches the change in the trend of 
productivity noticed earlier * * *.

This long-term 70-year view, however, does not tell us anything 
about the developments that occurred in the shorter run, within the 
70-year period. In the 1920’s, for example, average real hourly em­
ployee compensation lagged considerably behind the rise in output 
per man-hour in the private economy.

This lag, during the 1920’s, was the foundation for the widening 
gap between consumer markets and productive capacity that led to the 
extraordinarily sharp economic decline of 1929-32 and the great 
depression. Average real hourly employee compensation moved into 
a closer and more continuing relationship with the Nation’s rising 
output per man-hour only in the mid- and latter-1930’s—the result, 
in good part, of the spread of trade union organization, more effective 
collective bargaining and New Deal legislation.

Neither does the long-term, 70-year, aggregate view tell us anything 
about the disruptive effects of rapid changes in output per man-hour 
in specific industries or economic sectors. During the past several 
years, for example, output per man-hour has risen sharply in most 
manufacturing industries (particularly for production and mainte­
nance workers), railroads and mining. This sharp rise in output per
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man-hour since 1953 has occurred in a period when the economy has 
grown only at a slow pace, while the civilian labor force has expanded 
by an average of approximately 900,000 a year. The growth of the 
labor force has meant a large, average annual increase in jobseekers. 
Slow economic growth, however, has meant merely a slow rise in the 
number of job opportunities. The sharp increase in output per man- 
hour in most manufacturing industries, mining and railroads—with 
only a slow rise in output and sales—has meant declining job oppor­
tunities for production and maintenance workers in those economic 
sectors, layoffs and shrinking alternative job opportunities, particu­
larly at anything like similar wages and skill requirements.

The overall effects of the slowdown in economic growth since 1953, 
while the labor force has grown and productivity has risen, can be 
seen from the following comparison of the labor force, employment 
and unemployment in the April-June quarters of 1953 and 1959.

Labor force Total em­ployment
Unemployment

Number Rate, season­ally adjusted

April-June 1959____________________________ Million69.863.9
Million

66.162.1
Million3.71.7

Percent 5.02.7April-June 1953____________________________
Total increase_____ _____ _____________ 5.9 4.0 2.0 2.3

Source: U.S. Department of Labor.
While the civilian labor force expanded almost 6 million in the past

6 years, total employment rose only 4 million, with the result that the 
number of unemployed more than doubled, increasing 2 million, and 
joblessness as a percent of the labor force almost doubled, from 2.7 to
5 percent. The economy as a whole, therefore, failed to create a suf­
ficient number of new job opportunities. Young people, entering the 
job markets, without specialized training, technical or professional 
skill, found jobs increasingly difficult to obtain. Workers, who were 
laid off from their regular jobs, found few alternative job opportuni­
ties. The economic pressures of actual joblessness and threatened 
layoffs were greatest for production and management workers in man­
ufacturing, mining, and railroads, where employment fell.

Wage and salary jobs

Production and maintenance All em­ployees, class 1 railroadsJobs in manufac­turing
Jobs in coal mining

April-June 1953____ __________ ____ ______ _______________ Million13.812.3
Thousand318.3170.9

Thousand 1, 217.3 838.3April-June 1959_____________________ _______________  ___
Total decrease____________________ _____ ____ _________ 1.5 147.4 379.0

Source: U.S. Department of Labor.
In manufacturing, there was a decline of 1 y2 million production 

and maintenance jobs, or 11 percent, in the past 6 years. Factory 
production and maintenance workers, who were laid off, were not
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aided by the 600,000 increase in white collar, clerical, supervisory, 
professional and technician jobs in manufacturing in this period. 
A  jobless production or maintenance worker cannot overnight become 
an engineer, draftsman or secretary.

In mining and railroads, the sharp rise in output per man-hour was 
accompanied, not only by the slowdown of economic growth, but it 
was also aggravated by increasing competition from other fuels and 
means of transportation. Production and maintenance jobs in coal 
mining were cut 46 percent and the number of wage and salary jobs 
on class 1 railroads was reduced 31 percent in the past 6 years.

Much of the burden of rapid technological change in the past 6 years 
has fallen on production and maintenance workers in manufacturing, 
mining, and railroads—individuals and families, with little, if any, 
financial resources and alternative skills.

These declines in job opportunities, combined with shifts in indus­
try location that are usually related to rapid technological change, 
have become a problem for an increasing number of communities. 
Cities and towns that formerly depended on job opportunities in 
many manufacturing industries, coal mining or railroads have been 
hard pressed by plant shutdowns, severe job reductions, and industries 
that have moved to new locations. The number of such hard-pressed 
communities has risen. Most of them are concentrated in the older 
industrial regions of the east coast, Midwest, and upper South.

In September 1959 there were 35 major industrial areas and 124 
smaller industrial communities in which the number of jobless was
6 percent or more of the labor force, according to the Department 
of Labor. This represents a substantial increase above the 24 major 
and 59 smaller depressed areas in September 1956, which, in turn, 
represented a substantial increase over the 18 major and 24 smaller 
depressed areas in September 1953.
Areas of substantial labor surplus (unemployment of 6 percent or more of the

labor force)

January March May July September November
1959:Major__________________ i 76 74 60 46 35Smaller________________ 183 197 177 143 1241958:Major__________________ i 45 i 70 i 86 i 89 i 89 » 83Smaller________________ 72 121 161 182 195 1891957:Major__________________ 19 19 21 24 l 24 i 24Smaller________________ 59 59 59 61 62 621956:Major_________ ________ 19 19 23 23 24 20Smaller________________ 64 65 65 60 59 571955:Major................................... l 4 4 1 4 3 - 35 31 26 19Smaller______ _____ ____ 100 113 106 101 94 741954:Major__________________ '20 *F3446 i 44 73 Q>3 i 51 i 48Smaller........ ............ ............ 31 '88 94 971953:Major_________________ 18 17 16 16 i 18 » 18Smaller________________ 19 18 18 23 24 241952:Major__________________ 18 21 23 21 19 18Smaller.................. .............. 5 14 27 30 26 2 21951:Major____ ___________ 14 16 15Smaller................................. 5 5

i Recession months between start of decline and return to prerecession levels of industrial production. 
Source: U.S. Department of Labor.
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These trends must be reversed as quickly as possible in order to 
cushion the effects of rapid technological change, to distribute the 
burden of rapid technological change more equitably, and to distrib­
ute the gains of rising productivity on a fair and equitable basis 
among all economic groups in the population. I f  American wage 
and salary earners are expected to continue to accept technological 
change as they have in the past, American employers and society as a 
whole, through the Federal Government, must provide the means for 
assisting workers, businesses, and entire communities to adjust to the 
new technology, and must also provide the environment whereby all 
economic groups can share in the benefits of rising productivity.

A  more rapid rate of economic growth than in the past 6 years is 
an essential prerequisite for minimizing economic and social disrup­
tions during this period of rapid technological change. The transi­
tion to the new technology, in a period when productivity is rising 
rapidly and the labor force is growing annually by about 1 million 
or more, requires continuing high levels of employment and economic 
expansion of about 5 percent a year. Only in an economy that is 
growing rapidly and creating new job opportunities can the disloca­
tions of rapid technological change be held to a minimum.

With the spreading tendency of firms to shut down old plants and 
to build others in new areas, Federal Government assistance for 
economically distressed communities is essential to retrain workers, to 
assist businesses to change their output for markets that are expand­
ing, and to attract businesses to locate new operations in such areas. 
In addition to a much-needed Government effort to rehabilitate dis­
tressed areas, relocation allowances, under law, as well as collective 
bargaining, may be necessary to assist workers and their families to 
move to locations of new job opportunities.

The benefits of the new technology should be shared widely among 
all groups in the population to raise living standards, strengthen na­
tional defense, increase leisure and improve housing, the education 
system, health, community and recreation facilities. Special Gov­
ernment efforts should be made to bring an adequate share of the 
fruits of technological progress to low-income families.

The Nation’s education system must train an adequately skilled 
labor force to operate and maintain an economy that is increasingly 
automated. Vocational training facilities, as ŵ ell as technical 
schools, are required to retrain workers in new skills and to train tech­
nicians. The Federal Government should provide some financial 
aid—through the unemployment insurance system or another 
method—for jobless workers and their families during the period of 
retraining.

The Social Security Act should be improved to provide the pos­
sibility for earlier retirement. Employers should cooperate with 
unions to develop means of providing job opportunities for older 
workers, who may be too old for retraining.

Federal law, as well as collective bargaining contracts, should be 
improved to provide a gradual reduction of working hours, as the 
new technology raises productivity and reduces manpower require­
ments, in relation to demand.
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Careful Government attention should be focused on the possible 
further concentration of the control of industry and commerce by 
large corporations, since the costs of introducing automation may be 
so great and the required output may be so large as to increase the 
tendency toward economic domination by giant firms.

Above all, the Government should encourage economic growth to 
minimize social and economic disruption during the transition to the 
new technology and should provide an environment that encourages 
the solution of intraplant problems through the process of collective 
bargaining between employers and unions.

POSITIVE GOVERNMENT POLICIES FOR BALANCED ECONOMIC GROWTH
Since balance in private economic activities involves the decisions 

of thousands of businesses and millions of families, as well as Govern­
ment policies, it is unreasonable to expect a continuing economic 
balance between increasing productive capacity and growing sales to 
be maintained by itself. Government policy should act as a balance 
wheel, an economic gyroscope. Government tax, monetary, budget, 
and public investment decisions should be geared to provide full em­
ployment and balanced economic growth. They should provide a con­
tinuing balance between increasing productive capacity and growing 
consumer markets in the private economy. The President’s Council 
of Economic Advisers should annually present to Congress and the 
American people the goals and objectives that should be sought in 
each economic sector to sustain balanced expansion and full employ­
ment.

Balanced economic growth of about 5 percent a year is required in 
the years ahead if America is to begin to respond in a positive and 
responsible manner to the major economic issues of the second half 
of the 20th century.

Balance, within the private economy, requires a balanced relation­
ship between consumption and business investment in new plant and 
equipment, based on a balanced flow of purchasing power to con­
sumers and to businesses. Federal Government policies are required 
to provide the general economic environment and economic basis for 
private economic balance—tax and monetary policies that promote 
balance, as well as policies to encourage corporate cost-price-profit-in- 
vestment policies that would produce lower unit profit margins, par­
ticularly in the large corporations, and lesser reliance on internal 
financing on new plant and equipment.

Balance, within the total economy, requires Federal Government 
actions and policies to complement balanced growth within the private 
economy through Federal expenditures, tax and budget and monetary 
policies. A  step-up in the pace of economic growth to a rate of about 
5 percent a year requires (1) Government monetary, tax, expenditure, 
and budget policies to encourage balanced growth of the national 
economy, and (2) Government policies designed to avoid recurring 
recessions, and immediate steps by the Federal Government to reduce 
the length and to minimize the impact of an economic decline, should 
one occur.
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BALANCE BETWEEN CONSUMPTION AND INVESTMENT IN  THE PRIVATE
ECONOMY

The economy has been plagued in recent years by a lack of balance 
between sales and productive capacity. Since the private sector ac­
counts for approximately 80 percent of total national output, this lack 
of balance has been mainly the result of an imbalance between private 
consumer purchases of goods and services, on the one hand, and pro­
ductive capacity, on the other hand. The McGraw-Hill survey of 
manufacturing operating rates as a percent of manufacturing capacity 
indicates that except for the final months of 1955, and possibly early 
1956, manufacturing industries, as a whole, have operated considerably 
below maximum levels in recent years.

Operating rate as percent of capacity—manufacturing industries 
End of year:

195 4 _84
195 5 _92
195 6 _86
195 7 _78
195 8 ____________________ _ 80

Source : 12th annual M cGraw-Hill survey, April 1959.
Not only have there been considerable amounts of idle productive 

capacity during most of the past several years, but there have also 
been widening gaps between productive capacity and sales. Such a 
condition led to the recession of 1957-58. The sharp rise in business 
investment in new plant and equipment, at present, may result in 
another widening gap between sales and productive capacity a year or 
two from now and, possibly, in another recession.

A  better and more continuing balance between consumption and in­
vestment is required. That means continuing improvements in wages 
and salaries—to boost consumer purchasing power, which is the basis 
of mass markets—in an economy wThose ability to produce is increas­
ing. It means a special effort, through amendment of the Fair Labor 
Standards Act, for example, to lift the purchasing power of low-in- 
come workers. It also means a change in the cost-price-profit-invest- 
ment policies of business, particularly the major corporations, so that 
prices may be based on lower unit profit margins.

t h e  g o v e r n m e n t  se c t o r  o r  t h e  n a t i o n a l  e c o n o m y

The Government sector of the national economy has a crucial role 
in economic development, although it directly accounts for only a 
small part of total economic activities. Federal, State, and local 
governments have the function of meeting the needs of national 
security and public welfare. The Federal Government has the addi­
tional and key function of sustaining economic growth and comple­
menting the private economic decisions of business and families.

I f  an unbalanced condition develops, and the economy is threatened 
by stagnation, it is the obligation of the Federal Government to boost 
production, jobs and family income promptly through stepped-up 
public works programs and/or tax cuts on personal income. In the 
event of a recession, the Government should increase its public works
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programs—to create jobs, incomes and orders for construction mate­
rials—as soon as a decline begins. The Government should maintain 
at all times a shelf of detailed public works programs, on which work 
can be started promptly to prevent the losses of recurring recessions.

M ON ETARY POLICY

A  more rapid pace of economic growth requires a halt to the Gov­
ernment’s tight-money policy. Amendments to the Federal Eeserve 
Act and basic changes in monetary policies are necessary to prevent 
further economic damage from misguided monetary measures. Tight 
money and high and rising interest rates, designed to curb economic 
expansion, have already contributed to two recessions in the past 6 
years and to a reduction in the rate of economic progress.

The administration’s and the Federal Eeserve Board’s efforts to 
obtain congressional sanction to lift the interest rate on long-term 
U.S. bonds above the statutory 4V2 percent ceiling should be repulsed. 
This proposed rise would probably result in even higher interest 
rates. With interest rates already high, this is not the time for the 
Federal Government to indulge in long-term borrowing at ever- 
higher interest rates. I f  lendable funds are scarce, it is essentially 
due to temporary factors. In addition, during fiscal year 1960, the 
new money needs of the Treasury will probably decline, as the rise in 
output, profits and incomes raises Federal revenue receipts.

Furthermore, no long-term U.S. bonds will have to be redeemed 
before late 1960. In the meantime, the Treasury can continue to 
meet its needs through short-term borrowing on which no interest 
ceiling exists. As another alternative, the Federal Eeserve can pur­
chase long-term bonds and sell off short-term bills, notes and cer­
tificates, thus keeping the credit resources of the Nation unchanged. 
Such action would permit some long-term bonds to be issued and sold. 
The adoption of this approach would halt speculation as to whether 
interest rate ceilings on long-term bonds will go up and the whole 
interest rate structure would be stabilized by a reorientation of atti­
tudes in the money markets.

It is important that the Federal Eeserve Board recognize that it 
is a creature of Congress and not a fourth, independent branch of the 
U.S. Government. Legislation, expressing the will of Congress, is 
essential for the purpose of integrating the Federal Eeserve System 
and monetary policy with the Congress, the executive branch of 
Government and the “maximum employment, production and pur­
chasing power” objectives of Government policy.

The Federal Eeserve Act should be amended to provide for ade­
quate representation of consumer, small business and labor interests 
on the Board of Governors of the Federal Eeserve System, on the 
Boards of Directors of the 12 regional Federal Eeserve banks and on 
the Open Market Committee, as well as on the Federal Advisory 
Council.

It should be the declared “sense of Congress” that marketable 
U.S. Government securities are a dominant factor in securities markets, 
with major influence on the money supply and interest rates generally, 
and should be managed positively as part of national economic policy, 
instead of managing them as if they were the securities of a private
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corporation. The Congress should indicate, too, that changes in 
reserve requirements of banks should play as important a role in 
controlling the pressures of actual inflationary shortages, if and 
when they actually exist, as the Board has attempted to do with 
interest rates. When feasible, changes in reserve requirements should 
be used as a means of tightening, as well as loosening, the money 
supply. The Congress should also indicate its will that, when prac­
ticable, the Open Market Committee should buy long-term securities 
as well as short-term bills. The Congress has the right to see to it 
that the Federal Reserve System’s “bills only” policy is eliminated.

The policies of the Federal Reserve Board should be flexible enough 
to permit selective credit controls if and when actual inflationary short­
ages exist or selective ease of credit for certain types of activities 
declared to be essential, even though tight money and policies of 
general credit restraint are in effect.

Above all, the Federal Government and its leading spokesmen 
should cease their constant scare talk about an ever-impending threat 
of runaway inflationary pressures, of shortages of goods, productive 
capacity and manpower. Instead, a more rapid rate of economic 
growth of about 5 percent a year should be the goal of domestic 
economic policies. (See AFL-CIO  publication, Labor’s Economic 
Review, August 1959.)

FEDERAL BUDGET POLICY

The Government’s restrictive and self-defeating budget policy 
should likewise be ended. The policy of attempting to balance the 
Federal budget at all costs should be halted.

Attempts to balance the budget at relatively low levels of output, 
income, employment and capacity utilization have proven themselves 
to be self-defeating. Needed defense and public service programs 
should be judged on the basis of national and social needs, rather than 
on the basis of the sole criterion of budget balance. The Govern­
ment’s budget policy should be geared to a more rapid rate of economic 
growth, to produce balance and surpluses, as a result of economic 
expansion and rising output, sales, incomes, and corporate profits.

TAX POLICY

The Federal Government’s tax structure is in need of substantial 
revision to provide a more equitable and balance-encouraging means 
of raising needed Government revenue. Top priority in such revision 
should be given to closing loopholes of special tax privilege for wealthy 
families and corporations and to reducing the tax burden on low- and 
middle-income families. Full employment, a more rapid rate of 
economic growth and measures to close tax loopholes can raise suffi­
cient revenue to cover required increases in Federal expenditures to 
meet the Nation’s major needs.

State and local government tax structures should be examined and 
revised—to eliminate the regressive nature of most State and local 
tax systems and to provide the means for raising revenues on the basis 
of ability to pay.
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A REASONABLY STABLE PRICE LEVEL I N  A GROWING ECONOM Y

Economic expansion of about 5 percent a year should be a major 
goal of national policy. A  reasonably stable price level should be 
sought, within the context of a rapidly growing economy.

The problem of a rising price level in the past several years is a 
problem of specific economic sectors and markets, cost-price-profit- 
investment policies of the dominant corporations in key industries 
and economic adjustments to changing social conditions in a period 
of slow economic growth. It is not an overall problem, such as 
demand inflation in wartime, that can be handled by general, overall 
restrictive policies. Slowly rising prices of services, such as medical 
care and insurance, for example, cannot be solved by tight money. 
The problem of rising steel prices, in an industry whose prices are 
administered by the dominant, giant corporations, cannot be solved 
either by blunderbuss, restrictive policies. Tight money, high interest 
rates, and restrictive budget policies, however, can slow down eco­
nomic growth and the expansion of job opportunities.

A  comprehensive national investigation and analysis of the price 
structure and its major sectors is needed, as a basic requirement for 
developing possible solutions to the problem of a slowly rising level 
of prices in peacetime. All sectors of the national economic and 
major economic activities should be examined in detail, in an attempt 
to isolate and analyze the causes of a slowly rising price level, for 
the purpose of developing possible specific remedies for specific causes 
of rising prices in specific economic sectors and major markets.

Public attention should be focused on the pricing policies of the 
dominant corporations in key industries, whose prices are admin­
istered rather than determined by effective competition. Each sector 
of the economy should be examined for the possible development of 
reduced profit margins. Low productivity sectors and markets of 
the national economy should be examined, in cooperation with em­
ployers and unions, to seek means of improving productive efficiency.

The work that has been begun by the Senate Subcommittee on 
Anti-Trust and Monopoly and the Joint Economic Committee per­
haps should be continued, for a limited period of time, by a tripartite 
national commission of inquiry into the price level, in an attempt to 
isolate the specific causes of a slowly rising price level and to develop 
possible, specific remedies for this problem, in the context of a rapidly 
expanding economy.

II. T h e  R o le  o f  C o l le c t i v e  B a r g a in in g  in  t h e  A m e r ic a n
E c o n o m y

c h a r a c t e r ist ic s  of co llective  b a r g a in in g

It is now almost 25 years since Congress first set forth its approval 
of collective bargaining as the preferred method for determining 
wages, hours, and work conditions of American wrorkers. The Na­
tional Labor Relations Act, signed by President Franklin D. Roosevelt 
in June 1935, sets forth Government policy in these words:
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It is hereby declared to be the policy of the United States to eliminate the 
causes of certain substantial obstructions to the free flow of commerce and to 
mitigate and eliminate these obstructions when they have occurred by encour­
aging the practice and procedure of collective bargaining * * ♦.

The history of collective bargaining, of course, dates from a much 
earlier era, although it has not always been the accepted practice in 
employer-worker relations. In fact, many of the earlier labor unions 
spurned any systematic method for dealing with employers. They 
much preferred a more direct action approach through the use of 
such weapons as the strike or boycott and objected to any formal 
agreement by which wages and working conditions would be fixed 
for a specific period of time. Many of the early unions concentrated 
their energies on attaining legislative or political goals, minimizing 
their activities at the workplace.

Although collective bargaining in the United States is now a well- 
accepted, even a conservative? institution, its origin is a concept which 
in time past has been considered quite radical: namely, that the 
worker is entitled to have a voice equal to his employer in determining 
his conditions of employment. It was many, many years before 
American employers were walling to accept this notion and even today 
many sections of the business community are not convinced of the 
validity of this principle.

Gradually, however, collective bargaining has become a widely 
accepted means of determining working conditions. The practical 
gains that some unions were able to achieve through collective bar­
gaining helped to convince additional workers of the value of such 
a practical approach to gaining improvements in work practices. 
Increasingly, company managements have seen advantages for them­
selves in the more orderly regulation of employer-employee relations 
that collective bargaining made possible.

Thus any inquiry into the value of collective bargaining would do 
well to recall its historical development, the bitter opposition it origi­
nally encountered, and the sacrifices, often in human lives, that have 
been made in its behalf.

In many sections of America today, collective bargaining is again 
under sharp attack. It is alleged that this system has had harmful 
effects on the American economy by retarding technological advances 
or unduly causing inflationary pressures. Often these attacks appear 
to be aimed more directly at one participant in collective bargaining, 
namely, the labor unions, but the remedies proposed frequently take 
the form of greater Government interference with the collective bar­
gaining process. Much of the discussion about collective bargaining 
and many of the attacks which it has sustained have been made by 
those who did not clearly understand either the American collective 
bargaining process or the possible alternatives.

An understanding of collective bargaining must begin with the 
realization that both workers and employers must be free to choose 
their own representatives and to reach mutually satisfactory agree­
ments without restraint from any outside group, including Govern­
ment. In absolute terms, one could argue that at no time has there 
ever been an example of completely “ free” collective bargaining since 
governmental influences in one form or another are always present. 
However, freedom is more a relative than an absolute concept, and 
unfortunately there are relatively few countries in the world where
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representatives of workers and employers can meet and make de­
cisions in relative freedom. Of course, there is no collective bar­
gaining in any accepted definition of the term in the Soviet Union or 
behind the Iron Curtain.

In this country, collective bargaining has taken a form and a di­
rection which is almost unique in the world. In most countries the 
collective bargaining arrangements are highly centralized in one or 
a few national bargaining systems. Decisions made by a few unions 
and management associations become reflected througout the country.

In the United States, the picture is quite different. Historically, 
the size of the country, the difficulties of communication, and the 
varying industrial development tended to produce a larger number of 
unions and a more diversified industry. There are other aspects to 
the unique character of the American collective bargaining system. 
In most of the other industrialized nations, unions developed as much 
for political as economic objectives, and the intense rivalries among 
religious and political groupings produced their counterparts in the 
structure of the labor movement.

In the United States, the labor movement became oriented less to­
ward political reform and more toward practical economic goals. 
Political democracy was achieved at a relatively early stage of the 
country’s history, leaving the unions free to devote the large part of 
their energies to winning on-the-job improvements for their members. 
While some union leaders preferred to emphasize broad political ob­
jectives, the more practical aspects of unionism became the dominant 
theme as collective bargaining proved a workable, effective means of 
achieving reasonable protection for workers and advancement of their 
economic well-being.

Nowhere in the world has the institution of collective bargaining 
been more thoroughly mined under a greater variety of circumstances. 
In the United States today there are over 125,000 separate collective 
bargaining relationships between several hundred thousand employers 
in thousands of differing national, regional, and local markets and 
approximately 150 national unions and 70,000 local unions.

The growth of unionism and the development of collective bar­
gaining have taken different forms in different industries. The eco­
nomic facts surrounding each particular industry have left their mark 
on the systems of collective bargaining which prevail today, the often 
forgotten fact is that there is no single or uniform bargaining pro­
cedure in this country, but rather a host of variations developed by 
the special needs of individual circumstances.

Despite the merger of the American Federation of Labor and the 
Congress of Industrial Organizations into one trade union center, 
there is relatively little centralization in union structure today. The 
central federation has limited powers and resources and does not 
engage in collective bargaining. Nor, for that matter, do the large 
federations of employers such as the U.S. Chamber of Commerce.

At the time of its most recent convention, the AFL-CIO  included 
135 international unions with about 60,000 local unions. Only 5 of 
these unions had membership of over 500,000 and the largest single 
union included only slightly more than 8 percent of the total mem­
bership. While the larger unions naturally include the greater pro­
portion of the membership, the extent to which membership is
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concentrated in larger unions in the AFL-CIO  is far less, for example, 
than in the British Trades Union Congress.

Not only is collective bargaining decentralized among the many 
national and local unions, but the individual union-in an agernen t re­
lationships vary widely in terms of the number of workers covered, 
the area of the bargaining unit, the number of employers and unions 
included in the agreement, the duration of the agreement, and the 
various subjects included in the contract.

It is worthwhile pointing out the great diversity in collective bar­
gaining with respect to some of these points.

NUMBER OF WORKERS COVERED
Most of the more than 125,000 bargaining agreements cover rela­

tively small groups of workers. Only about 1,700 to 1,800 agreements 
include at least 1,000 workers, although these agreements cover about 
half of all the workers under collective bargaining contracts.1 These 
larger agreements are most prevalent in those sections of American 
industry where organization on the management side has also de­
veloped into large units. In general, the pattern of union organiza­
tion closely follows the industrial pattern in a particular industry.

Statistics showing the number of workers covered by large agree­
ments tend to be misleading because most o f the larger agreements are 
confined to a relatively few major issues and leave many questions 
to be resolved by bargaining at the local level. Such issues as layoff, 
promotion, and transfer procedures, grievance settlement, and other 
work rules are generally left to local determination.

AREA OF BARGAINING U N IT
By far the greater proportion of bargaining agreements cover a 

particular industrial plant or a specific craft in a given community. 
Even the larger agreements are large, not because they include work­
ers in more than one community, but simply be cause the particular 
plant covered employs a large number of workers. Only 14 percent 
of the agreements covering 1,000 or more workers are interregional 
in character.

SUBJECT MATTER OF AGREEMENTS
While there are some subjects common to practically all agreements, 

there is wide variety of treatment. There are also many subjects dealt 
with in only a relatively few contracts each. The subjects included 
and the degree of detail will depend on the type of industry, company, 
and workplace concerned, the economic conditions of the employer, 
the attitude of the parties, and the evolution of the bargaining process.

To a far greater extent than in any other country, the results of 
each individual collective bargaining agreement reflect the conditions 
and requirements of the particular company and union involved. 
The subject matter covered by the contract, its wages and fringe bene­
fits, and the provisions regarding such controversial subjects as man­
agement prerogatives and union security have been discussed at great
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1 “Characteristics of Major Union Contracts,” Monthly Labor Review, July 1956, U.S. Department of Labor, Bureau of Labor Statistics, Reprint No. 2197.
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length by those who have to Jive and work with the resulting contract.
In a highly decentralized industry, for example, the type of wage 

changes, other benefits, bargaining procedures, and the role of the 
union, will be very different in an industry dominated by one or a 
few large corporations. The diversity in collective bargaining thus 
gives a particular strength and durability to the settlements achieved. 
The firm support which collective bargaining receives from both 
workers and employers is reinforced by the manner in which the bar­
gaining process is geared to fit their needs.

EFFECTS OF COLLECTIVE BARGAINING
Collective bargaining has become an integral part of the American 

economic system. It is widely admired and frequently cited as a 
pattern by unions, employers, and Government officials in other na­
tions. Here at home, however, the institution has been under attack. 
It is alleged, first, that collective bargaining contributes to the infla­
tionary process, and second that it impedes the development of 
technological changes and improvements in productivity.

Before discussing these specific charges, it is well to recognize that 
the merits (or demerits) of the collective-bargaining process go far 
beyond the issues raised by these two charges. Important as these 
may be, there are many effects of collective bargaining, both economic 
and noneconomic, which should be borne in mind in assessing its value 
to American society. Among the more important are the following:

1. Collective bargaining introduces the democratic process in indus­
try.—By himself, the individual worker is ordinarily helpless in deal­
ing with the force available to his employer. The power to hire and 
to fire any single worker is sufficient by itself to give the employer all 
the advantage in a system of individual bargaining. It is only when 
the individual worker is able to join with his fellow workers in a 
union that he can really speak up and have an influential role in de­
ciding wages, hours, and working conditions.

Surely it is obvious that, particularly on matters directly affecting 
all workers such as vacations, pensions or lunch-hour scheduling, the 
individual worker cannot very well shape company policy but must 
join with others in a union for group expression if policy determina­
tions are not to be wholly unilateral management determinations.

Collective bargaining thus becomes an extension of democratic 
procedures to industry. This is not to say that company decisions are 
made by majority vote of the employees but rather that the greater 
equality of bargaining power enables those directly concerned, the 
workers, to participate in decisions affecting their welfare.

Even some of the political forms of democracy are carried over to 
the industrial sphere; for example, the system of elections under the 
auspices of the National Labor Relations Board, to select a representa­
tive for the workers in the appropriate collective bargaining unit. 
Incidentally, the degree of participation in these elections is far 
higher than in political elections.

The Nation as a whole, and not just organized labor, has an impor­
tant stake in the essentially free nature of collective bargaining. Be­
cause of the direct participation by workers, the bargaining results 
receive a greater degree of acceptance by the work force than generally
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typifies labor relations of countries with other systems. To limit this 
freedom would limit the sense of worker participation and influence 
which is a key ingredient, however intangible and unmeasurable, of 
healthy, productive labor relations in a democratic society.

2. Day-to-day collective bargaining procedures make a valuable 
contribution to the orderly settlement of disputes betioeen workers 
and employers.—Negotiated procedures for settling grievances are a 
key constructive aspect of our bargaining system. Even under the 
most enlightened personnel policies, working relations in a plant of 
any size is bound to involve a multitude of complaints and disputes 
over company practices and policies, A  grievance procedure pro­
vides an orderly mechanism for the settlement of such grievances in 
a system in which the worker does not have to face company manage­
ment by himself but is represented through his union. Establishment 
of such a grievance procedure does not simply work for the benefit of 
the workers concerned. Such a grievance procedure is welcomed by 
management because, almost invariably, it is accompanied by a firm 
assurance from the workers and their union that there will be no inter­
ruption to production while the grievance is being processed, nor­
mally to a final and binding decision through voluntary arbitration.

3. Collective bargaining has made a major contribution to solving 
the problems of insecurity.—In recent years the collective bargaining 
process has been the means for developing new programs to meet the 
problems arising for workers from unemployment, old age, and sick­
ness. These programs have wrought a notable improvement in the 
ability of the average worker’s family to weather the financial strains 
imposed by such periods of reduced income.

With regard to retirement programs, for example, the spread of 
collectively bargained pension plans has provided a much needed 
supplement to the basic coverage offered under the old-age and sur­
vivors insurance law. The same general type of supplementation of 
public programs has taken place in some industries through the pro­
visions for supplemental unemployment benefits to carry workers 
through periods of unemployment. Since there are virtually no Gov­
ernment insurance arrangements in the field of health, the collectively 
bargained health and welfare plans represent basic protection for 
many workers.

These programs have made a major contribution to strengthening 
the security of many groups of Americans and have therefore built 
greater stability into the structure of our society as a whole. The 
success of these programs is evident from the fact that their pro­
visions have been adapted and extended to cover many groups of 
workers not represented by a union.

Moreover, the growth of these collectively bargained plans has 
stimulated improvement in similar Government programs. The Gov­
ernment’s old-age and survivors insurance program, for example, has 
undergone a series of major improvements beginning with 1950 after 
the first major breakthrough in the initiation of private pension 
plans. There has been greater interest in the necessity for improving 
basic unemployment insurance benefits since the initiation of supple­
mentary unemployment benefits in private industry. In the field of 
health, the most recent session of Congress passed a new basic health
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insurance program for Government employees modeled after many 
of the arrangements that have been initiated in private industry.

4. Collective bargaining has greatly changed the patterns of leisure 
time in the United States.—Union efforts through collective bargain­
ing to improve vacations with pay and increase the number of holi­
days granted is working a gradual revolution in the availability and 
use of leisure time in the United States. Through union efforts, the 
3- and even 4-week vacation for intermediate and longer service em­
ployees has become far more common. The number of paid holidays 
recognized by industry has been increasing to the point where the 
majority practice is to observe seven, eight, or more each year.

In addition to this, union efforts through collective bargaining to 
reduce the standard workweek have led, in a number of instances, to 
the 37^- and the 35-hour wreek. This also has made available greatly 
increased period of leisure time.

The value of the increased leisure time in terms of personal satis­
faction, of course, can never be measured. Nonetheless, it constitutes 
a major achievement whose initiating force has come only through the 
collective bargaining process.

5. Numerous other types of provisions in collective bargaining have 
yielded major benefits to American society.—The seniority system, 
difficult and as controversial as it sometimes appears, provides a basic 
method for determining which wrorkers are to be laid off, transferred, 
and to a large extent, promoted. Contract provisions relating to 
health and safety of the workers on the job help reduce the toll of 
work accidents. Training and apprenticeship arrangements develop 
higher skills in the labor force. Numerous other examples could be 
cited of collective bargaining arrangements which make an important 
contribution to personal satisfactions and economic efficiency.

IMPACT OF COLLECTIVE BARGAINING ON INCOMES AND COSTS
Collective bargaining wage settlements obviously have an impact 

on the incomes of American workers and on the costs of American 
business. In recent years this aspect of bargaining has been sharply 
attacked as a major cause of price increases throughout the Ameri­
can economy.

The wage-price issues involved in this controversy go to the heart 
of economic theory and analysis. They have been the subject for a 
major economic texts. While we cannot in this analysis do justice 
to all aspects of this controversy, it is important to make clear the 
basic attitudes and thinking of union organizations on the basic 
question. #

The object of the union is to secure higher living standards for its 
members. A  major way unions hope to accomplish this objective is 
by winning for their members wages and other monetary benefits 
higher than they would be able to obtain without union 
representation.

There is a major element in the academic community that argues 
that despite the most vigorous efforts, unions are restrained by the 
economics of the marketplace so that they cannot obtain for their 
members any significant advantage over nonunion workers.

Although it is obvious that this issue is not subject to conclusive
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proof, we wonder why, if this viewpoint in some academic circles is 
correct, employers so vigorously object to proposed union wage set­
tlements. Moreover, there is major evidence that wages for union 
members in the same industry and area of the country are higher 
than wages paid to nonunion workers.2

Let us set aside the view of some economists that union influence 
in achieving higher wages is negligible, I f  these authorities happen 
to be correct, it necessarily follows that union efforts to raise wages 
cannot exert an independent influence in raising costs to the 
businessman.

Let us assume that unions do have independent authority to raise 
wages. The critical question then becomes: has this authority been 
exercised in such a way that the net result on the American economy 
has been harmful rather than beneficial ?

It is labor’s vigorous opinion that the result of this union pressure 
for higher wages has been of positive value to the American economy 
for the following reasons:

1. A t this stage of its development, the American economy must 
place renewed emphasis on increasing the levels of purchasing power 
and consumption.—The most serious deficiency in the American econ­
omy at the present time is its lack of vigorous growth. Many parts 
of the economy are not operating at or close to full capacity. Invest­
ment in recent years has been at generally high levels. The basic 
need of the economy at present and in the immediate future will be 
for a growing level of income and purchasing power to stimulate 
the Nation’s economic growth. While continued investment, of course, 
is important, the primary needs of the economy will require specific 
emphasis on greater consumption. (See additional discussion of this 
issue in pt. I of this document.)

2. Without union wage pressure, improvements in productivity 
would not be translated either into higher wages or lower prices.— 
While the competitive character of the American economy still pre­
vails in a number of industries, it has become more and more evident 
that the extent of such competition is often limited, particularly in 
those industries dominated by one or few large corporations. Price 
competition has been weakened and in many cases whatever competi­
tive pressures still remain have been diverted into such nonprice areas 
as advertising, discounts, and packaging. Under these circumstances, 
there is every evidence that without union pressure, management 
would not be sufficiently motivated either to pay out more in higher 
wages or provide consumers with the benefits of lower prices.

Consider, for example, the evidence during the 1920’s, In that 
decade, wages increased only slightly, largely the result of weak union 
organization. The economy’s productivity continued to improve but 
it was not translated into any substantial decline in prices. The re­
sulting failure of purchasing power to keep up with advances in 
production was at least a major contributing factor to the great de­
pression of the 1930’s.

Although this union pressure for higher wages may be distasteful 
to management, the adverse economic effects that would occur from 
its absence would be far more serious to the economy as a whole.

a See AFL-CIO “Collective Bargaining Report,” July 1959.
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S. 0 ollectively bargained wage settlements have not been a signifi­
cant factor in causing price increases in postioar economy.— 
The evidence shows that wage settlements in the postwar period 
have generally been in line with changes in the price level and changes 
in the productivity of the economy. We believe that the record shows 
that postwar price increases in the American economy have been quite 
modest, particularly when compared to the experience of other coun­
tries throughout the world. It is clear that the greater part of the 
pressure for price changes during the postwar period has been the re­
sult first o f the aftermath of World War II  and, secondly, the infla­
tionary effects of the Korean war boom. Three-fourths of the post­
war increase in the Consumer Price Index occurred during these two 
periods. Even during the more recent period of price rises of 1956- 
58, union wage settlements have not been a major influence. In fact, 
judging by the changes in the consumer price level, the extent of price 
increases in the nonunion sector of the economy has been close to 
double that in the union sector.3

In assessing the results of union wage pressure, we believe that 
critics of collective bargaining often overlook several important fac­
tors. For example, academic discussions of the wage-price problem 
often read as though the employer had been wiped out as a party in 
collective bargaining with the union as the sole determinant of wage 
determinations. Yet it is apparent that employers still play, to put 
it mildly, at least an equal part in bargaining negotiations. Naturally, 
their efforts are directed toward lowered, rather than higher wage 
settlements.

Another factor, frequently overlooked, is that the results of collec­
tive bargaining are geared to the economic health of the industry and 
the company concerned. While the economists may continue to talk 
about “ pattern” settlements (and there are no doubt certain key set­
tlements which help to determine others made in a given year), never­
theless a major strength of the American system of collective bargain­
ing is its great diversity of wage settlements rather than adherence 
to one or several central “pattern” settlements. In effect, most of the 
wage bargains have been fashioned with an eye to the specific con­
ditions in the industry, locality, or the firm concerned.

Moreover, the influence across industry lines of so-called “pattern” 
settlements is less today than in the early postwar years. This is true 
because in the early postwar period many major agreements extended 
for only 1 year and tended to expire about the same time each year. 
More recently, the duration of agreement terms has been extended in 
many cases to 2 or more years, and the termination dates of these 
agreements are spread out during all the months of the year.

In addition, unit labor costs are determined not only by the con­
tractual wage settlement and output per man-hour, but also by in­
centive wage payments systems and various premiums that differ 
widely from industry to industry, company to company and even, in 
multiplant firms, from plant to plant. There are many thousands of 
supplemental plant agreements negotiated by local union officers and

3 See “Relationship of Prices to Economic Stability and Growth, Commentaries Sub­mitted by Economists from Labor and Industry,” particularly the papers by Stanley Rut- tenberg and Nat Goldfinger, and Peter Henle. (Joint Economic Committee, 85th Cong-., 2d sess. )i
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local plant managements, in addition to the master contracts. As a 
less, use of labor saving equipment. This relates to the previous 
ments is made much more diversified by the tens of thousands of sup­
plemental agreements that establish the basis for the actual conditions 
by which individuals and groups of workers—not statistical averages— 
work and are paid.

IMPACT OF COLLECTIVE BARGAINING ON TECHNOLOGICAL CHANGE
The charge is also made that through collective bargaining unions 

interfere with technological change by opposing the introduction of 
labor-saving equipment and by insisting on obstructionist work rules 
ŵ hich require the use of unnecessary personnel.

It is certainly true that these are subjects for negotiation in 
collective bargaining. These are naturally questions of direct con­
cern to both workers and employers. It is reasonable to expect 
workers, for example, to be interested in the conditions under which 
labor-saving equipment is introduced, to be concerned about the pace 
at which they are required to work and hence about the size of the 
work crew necessary to perform a particular task.

It would be foolish for organized labor to assert that there never 
has been an instance under which union workers and union policy 
worked to obstruct improvements in productivity and advances in 
technology. However, what organized labor does assert is that the 
basic effect of both the trade unions and the institution of collective 
bargaining has been to facilitate and not to obstruct technological 
change.

In one important respect, unions operate to stimulate greater, not 
less, use of laborsaving equipment. This relates to the previous 
discussion regarding union wage pressure. To the extent that such 
union pressure does represent an independent force, it inexorably 
produces additional pressures for the introduction of laborsaving 
equipment.

A  major part of industry’s motivation in increasing expenditures 
for new plant and equipment is to take advantage of potential savings 
in labor costs. In this way union efforts and the collective bargaining 
process have stimulated directly management’s private investment 
program.

Any technological advance necessarily involves questions of serious 
concern to those directly affected. One could hardly expect those 
workers whose jobs would be directly threatened to cheer enthusias­
tically the- introduction of laborsaving equipment. There are a mul­
titude of examples available showing how workers without the pro­
tection of any union have taken direct action in protest against the 
introduction of laborsaving equipment.

Recognizing the very human attitudes on the part of workers 
directly affected, what has been the influence of the union? What 
has been the effect of collective bargaining ? The answer is simple: 
Under conditions of union organization and collective bargaining, the 
attitudes and policies of the workers directly concerned are tempered 
and modified by the broader outlook of union officials and the pro­
cedural safeguards which have been introduced through collective 
bargaining.

3120 EM PLO YM EN T, GRO W TH , AND PRICE LEVELS

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



EM PLO YM EN T, G R O W TH , AND PRICE LEVELS 3121

Union policy almost invariably lias been to recognize the importance 
of technological change in maintaining a modern, efficient place of 
work. The alternative, of course, is that the business of the firm 
and the jobs of the workers will be lost to more efficient domestic or 
even foreign competitors. Union officials can take this more enlight­
ened approach to technological change precisely because through 
collective bargaining they have been able to develop a mechanism for 
easing any harsh effects that the change will cause. Through collec­
tive bargaining, arrangements can be made for the advance notice 
of automation, or other labor-displacing equipment, the possible 
transfer and retraining of the employees concerned, the observance of 
seniority and other objective criteria for making such transfers, to­
gether with adequate compensation to any workers who necessarily 
have to be released as a result of the change.4

Thus the impact of unionism and collective bargaining is to work 
out an acceptable set of rules for technological change. The net result 
may not be all that management in its wildest dreams may desire. 
More than likely, however, those managements who dream of un­
limited authority to achieve technological improvements are forgetting 
that without unions and collective bargaining, they might well be 
faced with even more difficult questions; namely, how to force even 
minor changes on a recalcitrant group of workers.

Technological change is a local problem. Machines, work flow, 
and production schedules vary from plant to plant, even in the same 
industry and company. Local unions provide the means for helping 
to establish the rules to ease any adjustment problems. There is yet 
no alternative in a free society—and perhaps none can be found—for 
the union in the work place, as an essential part of the process of 
adjusting to technological change.

PROPOSALS FOR CHANGE
Collective bargaining is not a perfect smoothly functioning instru­

ment. At times, it must seem an awkward, illogical, and haphazard 
way of handling industrial relations. To those unfamiliar with this 
American institution, a system which allows such vitally important 
questions as the level of wages, the degree of workmen’s security, and 
the amount of available leisure to be decided directly by workers and 
employers, must seem to invite uneven results and conflict.

It is clear that on some occasions collecti ve bargaining does not work 
as nonparticipants might want it to work. During the current steel 
dispute, there is some question whether, in fact, collective bargaining 
has functioned at all.

Yet irritation with the rough edges of collective bargaining should 
not be allowed to obscure its basic qualities. Any final judgment of 
collective bargaining must not be shaped by one or a few individual 
situations. Nor should the search for perfection or tranquility over­
look the genuine values to a free society that comes from the dynamic 
character and wide diversitv of the American collective bargaining 
system.

4 See AFL-CIO “Collective Bargaining Report,” April-May 1958, and “Labor Looks at Automation” (AFL-CIO pamphlet).
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The occasional examples of serious strain to which collective bar­
gaining has been subjected in recent years and the attacks that have 
been made upon it for other reasons have led to a number of proposals 
for modifying its general character.

These proposals are of several types:
1. Proposals to limit or modify the size of labor unions.
2. Proposals to limit or modify the size of the collective bar­

gaining unit.
3. Proposals to change the method of handling labor disputes 

affecting the health and safety of the public as a whole.
4. Proposals to inject greater consideration of broader eco­

nomic effects into collective bargaining.
These proposals will be discussed briefly in order:
1. Proposals to limit or modify the size of labor unions.—Many 

business interests have continued their attacks in recent years on what 
they call excessive union “power” or “ labor monopoly.” They are 
searching for some way to reduce union effectiveness and some feel 
that the answer is to be found in the application of the antitrust laws 
to labor unions.

But is union strength of such a magnitude that it could adversely 
affect the public interest if misused? Admittedly, unions generally 
are stronger than they were 20 years ago. Employers, however, are 
still powerful, and whatever additional power unions have been able 
to achieve has been necessary to more nearly equal the stronger bar­
gaining power of employers.

The strongest unions are most often found opposite the most power­
ful corporate aggregations. Although instances may be cited of 
seemingly powerful unions posed against wreak individual small em­
ployers, by far the greater number of cases still find much-too-weak 
unions bargaining with strong employers. This is certainly the case, 
for example, in such large industries as banking, insurance, depart­
ment stores, mail order firms, and telephone.

Financially, unions are certainly mere weaklings compared to the 
large corporations. In fact, it has been estimated that total assets of 
all unions in the country are less than the assets of one business cor­
poration, the American Telephone & Telegraph Co. Does it seem 
logical to break up the national union in the telephone industry while 
allowing the huge A.T. & T. to remain untouched ? There would be 
obvious inequities in many other industries, as well, if national unions 
were outlawed while monopoly or oligarchy remained on the industry 
side.

Moreover, while the breaking up of unions into smaller units might 
benefit some employers who want their unions weakened, there is 
grave doubt that, overall, such a radical step would provide either 
more stable industrial relations or a lower level of wage settlements. 
The influence of a broadly based labor organization, as many impartial 
observers have pointed out, lends stability and maturity to the bar­
gaining relationship. When bargaining becomes subject to a greater 
degree of local pressures as it would be if the broader national unions 
were dispersed into smaller units, the result is likely to be more fre­
quent work stoppages and more intense pressure for higher compen­
sation.
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Also, application of the antitrust laws to labor unions involves 
complicated legal issues and a variety of unknown side effects which 
can become apparent only through extensive, protracted, and costly 
litigation.

This is not the place to elaborate on these significant “byproduct” 
problems created by extension to unions of antitrust practices devel­
oped in the quite different business world. It should be noted, for 
example, that union complicity with management in setting prices 
or dividing markets is already subject to prosecution under the anti­
trust laws.

Suffice it to say that many unbiased observers have concluded that 
application of the antitrust laws would not improve employer- 
employee relations. Moreover, on the face, the choice of the antitrust 
laws as a vehicle for imposing additional restraints on labor seems a 
mischievous and peculiar one. The extensive existing labor relations 
statutes should be the base for any change in labor relations rather 
than an entirely new piece of legislation which has been developed 
against the different background of product markets. In fact, most 
of the specific complaints raised by advocates of antitrust legislation 
are precisely those issues such as secondary boycotts and picketing 
which are now covered in detail by the Taft-Hartley and the newer 
labor reform legislation.

2. Proposals to limit or modify the size of the collective bargaining 
unit.—Some people would change the collective bargaining system, 
not by regulating the size of the labor union but by regulating the size 
of the bargaining unit. The most widely publicized proposal in this 
area is the suggestion that all nationwide and perhaps regionwide 
collective bargaining agreements should be outlawed.

This issue gained some popular support at the time the Taft-Hartley 
law was being considered in 1946. It was defeated by a close vote 
in the Senate at that time. In the intervening years an increasing 
number of employer groups have recognized the harmful nature of 
this proposal. Many of the considerations which are involved in a 
discussion of union strength also apply here. Eliminating regional 
or national bargaining would impose very artificial restrains on 
collective bargaining.

There are very few agreements which are nationwide in scope, and 
most of these, in such industries as glass, paper, and wallpaper, have 
long histories which are recognized as models of stability and indus­
trial statesmanship. The railroads have a form of national collective 
bargaining (although a number of important issues are reserved for 
local agreements), but the procedures for bargaining in the railroad 
industry are already closely circumscribed and regulated through the 
Railroad Labor Act.

Most of the agreements in the public limelight covering large num­
bers of workers are companywide rather than national or regional 
in scope. They cover the particular plants of a company no matter 
where they are located. While some proposals have been made to 
break up companywide bargaining, most people recognize the patent 
unfairness of such a proposal since it would force local unions to 
negotiate separately with a giant corporation.

3. Proposals to change the method of handling labor disputes affect­
ing the hedlth and safety of the public as a whole.—The recent expe­
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rience in the steel dispute has awakened renewed interest in the 
methods by which the Government can protect the health and safety 
of its citizens against a work stoppage that may have a crippling 
effect on the economy as a whole.

It is generally agreed that the Government does have a definite role 
to play in such disputes, and that the procedural arrangements under 
the Taft-Hartley law are inadequate. On a number of different oc­
casions, union representatives have argued that the Taft-Hartley 
law does not provide an efficient or equitable method of resolving such 
emergency disputes. Among the points which unions have made are 
the following: Thtt the application of the injunciton means that for 
80 days the power of the Government is automatically invoked on the 
side of the employer regardless of where the fault for the collective 
bargaining impasse may lie; that the requirement of a vote on the 
employer’s “ last offer” tends to stifle genuine collective bargaining; 
and that factfinding without the corollary power to make recom­
mendations is but an empty gesture.

A  full discussion of the merits of various proposals for handling 
the rare disputes of this magnitude would require a separate paper 
by itself. Needless to say, many recognized experts in the field have 
made constructive suggestions for new procedures. Organized labor 
recognizes the need for improved procedures in this field and has 
sought to cooperate in working out improvements over the present law.

4. Proposals to inject greater consideration of broader economic 
effects into collective bargaining.—Public debate on the general ques­
tion of wage and price relations has led to a number of proposals for 
modifying the collective bargaining process to give the Government 
additional powers in the determination of both prices and wages. 
These proposals differ from suggestions being made to handle disputes 
affecting the public health and safety. Those concerned with the 
health and safety of the general public suggest how collective settle­
ments can be achieved without work stoppages that would cripple the 
entire economy. The proposals that have been made in this category, 
however, are more concerned with making certain that the collective 
bargaining settlements do not have an adverse effect on the economy, 
particularly by contributing to inflationary pressures.

These proposals take various forms. Some of them suggest the 
imposition of one or more special rules which the parties to collective 
bargaining would have to observe in reaching wage settlements. 
Some suggest an independent Government body to review price and 
wage decisions either before or after they have been made.

One specific suggestion is that collective bargaining wage settle­
ments should somehow be tied to changes in productivity. While it 
is useful to call attention to the relation between wage and produc­
tivity trends, particularly in overall national terms, it is impossible 
to apply any such direct relationship in a specific collective bargaining 
situation. Unions, of course, recognize that productivity is an im­
portant consideration in wage bargaining. But it is not the only basis 
for wage changes in a particular situation. Other factors which must 
be considered are changes in living costs, wage inequities between 
workers in the same company, locality, or industry, or cross-industry 
inequities, the profitability of the employer, and the labor market 
conditions for specific occupational skills.
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Moreover, it would be quite impractical to develop a single strict 
relation between wages and productivity. What productivity figures 
should be used ? Those for the economy as a whole, for a particular 
industry, or for a particular plant? What about sharp fluctuations 
particularly at the industry and company level ? What about workers 
whose wage increases fall below the rate of productivity advances? 
Should such increases be required for them?

Also, productivity data quickly becomes hopelessly involved in a 
morass of conceptual and measurement problems. Even the most 
reliable data is at least 6 months to a year out of date. There are 
always arguments over the selection of data, the weighting procedure, 
and the interpretation of the figures.

There are other proposals that have been made to inject economic 
consideration into collective bargaining. One suggestion that has 
received considerable attention would establish a new role for Govern­
ment in the collective bargaining process. This suggestion is to 
establish in either an existing or a new Government agency the au­
thority to review proposed wage and price decisions. Under the most 
publicized of these proposals, the Government agency would be em­
powered to hold public hearings regarding price increases which have 
been proposed by firms in industries where most of the output is pro­
duced by relatively few firms. Similarly, such hearings could be 
held independently on the subject of proposed wage increases in these 
industries. The agency would be given authority to issue factual sum­
maries of such hearings and, where it is considered desirable, to issue 
“ advisory statements.”

The proposal is certainly an interesting one and deserves careful 
attention. However desirable such a procedure may be with regard to 
prices, it is questionable whether the introduction of wages as a sepa­
rate issue into such a procedure for public hearings serves any useful 
purpose. Wage negotiations obviously occur within the framework 
of company’s profitability, which includes its prices. In a public 
hearing procedure, if a corporation contends that a proposed price 
increase is necessary because of changes in wages, then the wage issue 
would automatically become one aspect of such a price hearing. How­
ever, this is a far different matter from holding independent hearings 
on proposed wage changes which may never be reflected in higher 
prices. The record of wage changes in recent years does not in any 
way justify such Government intervention at the collective bargaining 
table.

Unions will oppose any effort in peacetime to impose governmental 
authority to negate the results of wage settlements arrived at through 
collective bargaining. On the other hand, there may well be con­
structive improvements that could be introduced into the collective 
bargaining process. These improvements, however, should be directed 
at making the parties concerned more directly aware of the relation 
between their individual bargaining and the economy as a whole. In 
this way, broader economic considerations can become a more im­
portant factor in collective bargaining.

Along this line, the AFL-CIO  has recently suggested in a letter 
to President Eisenhower that he call a national conference of union 
and industry leaders to consider and develop guiding lines for just 
and harmonious labor-management relations. In this way both sides
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of the bargaining table could consider the economic framework within 
which collective bargaining is conducted and the impact of current 
economic developments on relations between workers and employers. 
The discussions at such a conference obviously should not become 
enmeshed in the specifics of any particular collective bargaining situ- 
ation. Well-recognized experts in the field of economic affairs should 
be available to discuss economic trends at these meetings involving 
both union and management officials.

Unions will continue to give full support to free collective bar­
gaining. It has proved its durability and adaptability to changing 
economic conditions. It has been the instrument for achieving a more 
equitable wider distribution of higher living standards, for stimu­
lating new technical advances, and for developing greater stability 
and maturity in labor-management relations.

Labor does not defend collective bargaining unthinkingly. Often 
unions are not satisfied with its results. There is always the temp­
tation to invite Government tinkering in an effort to gain some ad­
vantage. But considered reflection directs the conclusion that any 
such advantage, for labor, for industry, or for other parts of the 
economy, would be short-run or illusory and would not be worth the 
price paid in terms of values lost as a result of curtailing the funda­
mentally free and adaptable bargaining process, no matter how frus­
trating that process may seem at times. Indeed, the very process of 
what might be called channeled friction which is our collective bar­
gaining system has, without controlling pressures from third parties, 
developed a better labor relations product at least in the long run, than 
any possible alternative.

I I I .  A id in g  t h e  L o w e st  I n c o m e  G roups

Stable and sustained economic growth can only be maintained if 
aggregate personal income and expenditure constantly rise and fairer 
income distribution among the families of the Nation is achieved.

These income objectives must be vigorously pursued by public and 
private means not only because the maximum satisfaction of human 
wants—in terms of goods, services and leisure—is the logical goal of 
economic policy, but also because adequate job opportunities and eco­
nomic growth can only be attained in our free enterprise system if 
the rise in personal income and expenditure is sufficient to insure 
adequate expansion of total personal consumption.

The purchases of our 55 million families supply the lifeblood that 
sustains the American economy. In the second quarter of 1959, 70 
percent of the total demand generated within the economy was com­
ing from these family purchases of goods and services, including 
housing. Moreover, the extent of the demand from private domestic 
investment for new construction, equipment and inventory—-about 11 
percent of the total national output during the second quarter— 
depends essentially upon the existing level of consumer demand plus 
businessmen’s anticipation about the growth or decline of this demand 
in the future. Although public expenditures also have an important 
impact upon the demand for goods and services, family outlays for 
personal consumption are, and inevitably will remain, the major and 
decisive stimulant to job creation and economic growth.
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Since the long-range ability of most families to spend for personal 
consumption is closely tied to their income—although borrowing, 
saving, and the use of past savings affect spending levels at any given 
time—there is value in noting postwar family income trends in order 
to evaluate the impact they have had upon economic growth.

In table I, average family income before and after Federal income 
tax and in current and 1958 dollars is shown.

In the 11 postwar years spanning 1947 to 1958, current average 
family income rose from $4,130 to $6,220, an increase of over 50 per­
cent. However, when these current dollar figures are reduced to real 
purchasing power gains—disposable income in 1958 dollars—the 
showing is less impressive. On this basis, the rise was only 18 per­
cent, or about 1%  percent per year. (Some of the rise reflects the 
striking increase in the proportion of working wives over the last 
decade. Furthermore, as real disposable income was rising, the size 
of families dependent upon that income was rising too.)

Nonetheless, the fact that the average family was able to enjoy 
some measurable increase in its real disposable income in every post­
war year but three, accounts in large measure for the general economic 
expansion of this period. Yet, the level of expenditure which even 
rising family incomes were able to support still was not sufficient to 
maintain adequate employment and the full utilization of our na­
tional production machinery during substantial periods since the end 
of World War II. Mounting inventories that portended the reces­
sions of 1949, 1954, and 1957-58, clearly reflected the inadequacy of 
family income growth and spending. What is more, each resultant 
recession further retarded the growth of personal income, a growth 
that is imperative if adequate economic expansion and job creation is 
to be assured.

Personal consumption and business investment must expand to­
gether in a balanced relationship if the entire economy is to achieve 
stable growth. Most important, at the present time a substantially 
more rapid growth in real family disposable income and spending is 
required. Clearly, the present average rate is not sufficient to assure 
uninterrupted economic expansion.

Moreover, statistics on family income “ averages” have tended to 
obscure the striking inequities in income distribution which have con­
tinued during the postwar years. This aspect is important not only 
for humanitarian reasons but because it has an important impact upon 
aggregate personal expenditures and their support of economic 
growth as well.

While the overall postwar real disposable income trend has been 
upward “ on the average”—although rising much too slowly—the in­
come level of the poorest fifth of our families and their share of total 
personal income have remained shockingly low. Actually, the share 
of those whose need for more goods and services is most acute, has not 
increased at all during the postwar years.

In 1957, according to the Bureau of the Census, over 10y2 million 
American families (groups of two or more related persons residing to­
gether; about one-quarter of the total) had a money income of less 
than $3,000 (under $57.70 weekly, before taxes). Six and a half mil­
lion of these families were existing on less than $2,000 (under $38.50 
weekly, before taxes) and 8 million children were members of these
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families. (According to preliminary census figures for 1958, these 
totals remained practically unchanged.)

In addition, another 5 million people who lived alone and are classi­
fied as single person families had a cash income of less than $1,500 
(under $28.85 per week) in 1957.

Altogether, more than 40 million Americans were members of 
families of two or more persons living on cash incomes of less than 
$3,000 in 1957, or were living alone on less than $1,500.

According to studies of the National Income Division of the U.S. 
Department of Commerce, the 7.6 million families at the bottom of 
the ladder in 1958 (with an income total of under $2,000 including 
cash plus the imputed rental value of owner occupied homes and the 
value of food and fuel produced and consumed on farms) received an 
aggregate of $8.5 billion in personal income. In contrast, the 2.5 mil­
lion families at the top (with incomes of $15,000 and more) received 
$65 billion.

An insight into family income shares since the mid-1930’s both be­
fore and after Federal taxes, is provided by table II, which is based 
upon studies of the staff of the National Income Division of the U.S. 
Department of Commerce.

Between 1935-36 and 1944, the income share of the fifth of our 
families at the top of the ladder dropped significantly from 51.7 to 
45.2 percent while the share of all of the four lower quintiles was 
rising. The gradual extension of collectively bargained wages during 
this period, passage of social security and minimum wage legislation, 
the high level of employment in 1944 and the tight restriction on 
profiteering during the war years, probably are the major reasons for 
this wholesome income distribution shift.

From 1944 to 1957, on the other hand, while a scant one-half of 
1 percent decline in the income share of the top fifth of our families 
was accruing to the benefit of the three middle quintiles, the share 
of the lowest and neediest fifth actually declined. Furthermore, there 
is reasonable evidence that despite the findings indicated by table II, 
the share of the most affluent upper fifth of our families actually went 
up between 1944 to 1957.

In the first place, capital gains—which increased from about $1% 
billion in 1944 to over $8 billion in 1957— are excluded entirely from 
the income concept used by the National Income Division staff and 
are therefore omitted from the figures in table II. This fast growing 
form of personal gain from the sale of securities, real estate, and 
similar holdings, went almost exclusively to the top 5 percent by 
income.

What is more, hundreds of millions of dollars worth of benefits 
from lavish expense accounts which actually paid for personal ex­
penses are not reflected in table II. Collection of this kind of extra- 
legal income has grown tremendously in the postwar years and—like 
capital gains—most of it accrues to the advantage of people in the 
highest income bracket.

While table II  understates the size of the actual income share of 
the families at the top, it dramatically highlights the small impact 
the Federal income tax has upon their fortunes. Despite anguished 
outcries that the tax has destroyed all incentive, its effect in leveling
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downward the income share of the well-to-do is moderate indeed. A p­
parently, sufficient loopholes exist in the law so that the wealthiest can 
sidestep the nominally high top bracket rates which, they allege, they 
are being forced to pay.

What is more, the “ after tax” column in table II  makes no allowance 
for the disproportionately heavy tax burden that local and most State 
levies impose on lower income families. I f  property, payroll and sales 
taxes were also deducted in these computations, the income share of the 
highest quintile and the top 5 percent would be even higher.

When all of the facts about postwar income trends are weighed, the 
conclusion is inescapable that: (1) Disposable real family income “ on 
the average” has been rising, but too slowly to keep up with the na­
tion’s expanding capacity to produce. (2) By any modern standard, 
poverty exists not only “at the fringes” of America’s society, but is 
the lot of 20 to 25 percent of our fellow citizens. (3) While the real 
disposable income of our wealthiest families and their share of total 
personal income continues to rise, the share of those at the bottom 
with the greatest need shows no improvement.

Why do so many Americans continue to live at such depressed eco­
nomic levels in the most productive nation in the world? Who are 
these people ? What must be done to eradicate their poverty ?

The answers are revealed by the studies of the National Income 
Division staff, the Surveys of Consumer Finances of the Federal Re­
serve Board, the findings on family income of the Bureau of the 
Census, and by the exhaustive investigation of your own Subcommit-, 
tee on Low Income Families 4 years ago.

The majority of these low-income families are headed by persons 
who are members of the labor force. Thus, regular employment at a 
decent wage still remains the most hopeful means by which our 
poorest families can lift themselves above submarginal living 
standards.

However, many live in distressed industrial communities where 
opportunities are scarce even when boom times exist elsewhere. Many 
others live in rural areas and on farms and remain underemployed 
from one year to the next simply because alternative jobs are not 
available.

For still others, inadequate education or discrimination because 
of age, color, creed, or a physical handicap are barriers to employment 
at a living wage.

Furthermore, the jobs at which most of the breadwinners of our 
neediest families work are not covered by any minimum wage law or 
are paid only the inadequate statutory minimum.

Finally, many of the lowest income families have no breadwinners 
at all. Year in and year out millions of Americans lose their jobs, 
become incapacitated because of illness and accidents, grow old, and 
die leaving dependent wives and children. Families affected by these 
circumstances, and without sufficient income to meet basic needs, ac­
count for much of our continuing poverty. Rising prices during the 
postwar years have inflicted the greatest hardship on these families.

Back in January 1956, your own Subcommittee on Low Income 
Families presented its recommendations to the Congress and made 
this challenge:
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The problems of low income, although numerous and complex, are not 
insurmountable. We have the wealth, the human and material resources, the 
skills, and the free institutions to solve them. We can solve them if we have 
the will and the desire to put forth the necessary effort.

Here are the things we believe must now be done :
The benefits provided by our Federal old-age, survivors, and 

disability program, our unemployment and workmen’s compensation 
laws, and by all other forms of social insurance should be immedi­
ately and substantially raised and coverage must be broadly extended.

Furthermore, adequate prepaid medical care should now be made 
available to all Americans, and family income payments should be 
included when the breadwinner is too ill to work.

Moreover, public assistance payments and coverage must be 
creased for those whose own social insurance and personal savings 
resources are not sufficient to maintain a standard of human decency. 
As part of this effort, surely the time has come when no American 
should lack adequate nutritious food in the face of the abundance 
we now produce.

All these measures are needed to maintain minimum income 
standards when our families become victims of the special hazards of 
modern life.

In addition, because most of the lowest income families include 
members of the labor force, the reward for their work must be 
increased and improved job opportunities must be achieved.

The level of standards and coverage under Federal minimum wage 
laws must be increased immediately. The statutory minimum must 
be raised to at least $1.25 an hour. This action would merely update 
the outmoded $1 minimum, now grossly inadequate to provide a mini­
mum decent standard of living. Protection of the law must be ex­
tended to millions of American workers now denied any coverage 
because of statutory exemptions or loop-holes. Reliance on State 
minimum wage laws to protect these millions not now covered by the 
Federal law has proved a failure. Prompt improvement and exten­
sion of the Fair Labor Standards Act’s provisions can help millions 
of Americans whose income earned on the job provides far less than 
a decent standard of living. By providing these workers with more 
buying power, a higher minimum wage and extended coverage can 
give greater economic strength to the Nation while answering the 
demands of simple justice for a large group of citizens.

Long overdue legislation must be enacted to increase job oppor­
tunities in chronically distressed industrial and rural areas where 
unemployment and underemployment are widespread even in pros­
perous times. A  comprehensive Federal program can help revive the 
growing number of communities whose lack of job resources means 
continued high unemployment rates despite national recovery or even 
prosperity. The spreading cancer of chronic local area distress can­
not be solved by the communities themselves, nor by the public agen­
cies or private groups within the States. This problem requires 
Federal aid. The whole Nation has a stake in helping hundreds of 
thousands of Americans to revitalize the economies of their commu­
nities, to improve the employment opportunities, income, and pro­
duction levels, to avoid the cost of idleness.
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The disgracefully low earnings of most wage earners in agricul­
ture—probably the most exploited group of Americans—must be 
raised. Their unjustified exclusion from almost all social welfare 
legislation and from laws which protect the right of workers to or­
ganize, no longer can be tolerated.

Unjust tax burdens now borne by lower income families must be 
ended. The $600 personal exemption, inadequate even 11 years ago 
when this level was established, should be raised substantially to re­
flect the changes in the economy. The injustice of the many tax 
escape provisions for higher income taxpayers must be ended. Drastic 
revision of the tax laws is needed to stop erosion of the Nation’s tax 
structure and insure a genuinely progressive tax system in the United 
States.

Vocational education and rehabilitation services should be widely 
extended.

The drive to end discriminatory employment practices due to fac­
tors of race, creed, color, sex, age, or a partial handicap must be 
pursued with great vigor.

Finally, a persistent effort must be made to help these lowest paid 
members of the labor force organize and obtain the benefits that result 
from collective bargaining.

The time has come for America to end the poverty that degrades 
the millions who still are its victims, and the rest of us who permit 
it to needlessly continue. And, by so doing, we will be strengthening 
the American economy as well, since poverty neither begets efficient 
producers nor adequate consumers. Economic stability and growth 
require both.

T a b le  I.— Average family personal income 'before and after Federal individual
income tax liability

Number of families and unattached individuals (millions)

Average (mean) personal income per family and unattached individual
Before tax After tax

In current dollars In 1958 dollars 1 In current dollars In 1958 dollars 1

1929__________________________ 36.1 $2,340 $4, 080 $2,320 $4,0501947__________________________ 44.7 4,130 5,280 3, 720 4, 7601948__________________________ 46.3 4,350 5,250 4, 010 4, 8501949__________________________ 47.8 4,170 5,070 3, 860 4, 7001950____________ ____ ________ 48.9 4,440 5, 330 4,070 4, 8801951____ _____________________ 49.5 4,900 5, 510 4,420 4,9601952__________________________ 50.2 5,120 5,630 4, 570 5,0201953__________________________ 50.5 5, 390 5, 870 4,810 5, 2401954__________________________ 51. 2 5, 360 5, 770 4, 840 5, 2201955_________________________ 52.2 5, 640 6 , 050 5,090 5,4601956__________________________ 52.8 5, 950 6 , 270 5, 350 5, 6401957__________________________ 53.5 6 , 2 0 0 6 . 340 5, 580 5, 7101958__________________________ 54.3 6 , 2 2 0 6 , 220 5,610 5, 610

1 The price indexes used as deflators are those employed in deflating the personal consumption expenditure series in the national income accounts.
Source: Survey of Current Business, April 1959, pp. 9-16, a report on income distribution by Dr. Selma Goldsmith of the National Income Division of the U.S. Department of Commerce.
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T a b le  II .—IIow family income was shared, by income 5ths and by the top 5 
percent, 1935-36, 19U, 1954, 1957

[Percent shares]

Quintile
Before tax- 1957

1935-36 1944 1954 Before tax After tax Average income after tax 1
Lowest . _ ----- - _ _ __ 4.1 4.9 4.8 4.8 5.1 $1,4282d ____________________________ 9.2 10.9 11.1 11.3 11.8 3,2903d____________________________ 14.1 16.2 16.4 16.3 16.8 4,6904th___________________________ 20.9 22.2 22.5 22.3 22.7 6,326Highest________  _ _ 51.7 45.8 45 2 45.3 43.6 12,154

Total. ___ 100.0 1 0 0 . 0 100.0 1 0 0 . 0 1 00.0Top 5 percent___ 26.5 20.7 20.3 20 . 2 18.2 20,279
1 Federal individual income tax.
Source: Survey of Current Business, June 1956 and April 1959, and earlier studies of the staff of the National Income Division of the U.S. Department of Commerce.

IV. T h e  N eglect  of  P u b l ic  S ervices

America is starving the public sector of its economy. In other sec­
tions of this report, we have pointed to the inadequate growth in the 
private sector of the economy. But however disappointing advances 
in the private sector have been, neglect of the public sector has been 
even more pronounced. Provision of the most essential public services 
and public works has woefully failed to match either the rapid growth 
of our population or the increasing demands of our economy.

The glaring deficiencies in the public sector were highlighted in 
a recent report prepared under the direction of Maj. Gen. J. S. Brag- 
don, Special Assistant to the President for Public Works Planning. 
This report states:

In almost every field in public works—hospitals, schools, civic centers, recrea­
tional facilities—shortages are the rule, not the exception. In almost every cate­
gory we are falling farther and farther behind in meeting even current demands. 
Backlogs, inadequate replacement schedules, urgent new requirements are char­
acteristic of public works problems across the Nation.

Horace M. Gray, professor of economics of the University of Illi­
nois, in an article in the Illinois Business Review for September 1959, 
warns:

This prolonged neglect of the public economy has resulted in accumulated de­
ficiencies of alarming proportions: In education, scientific research, highways, 
local utilities, airports, low-cost housing, urban redevelopment, depressed areas, 
development of natural resources, energy supply, stream and air pollution, health 
and medical care, crime and juvenile delinquency, institutional care for de­
pendent and aged persons, and other vital social services.

What are some of these gaps in our public services ? Here are a few : 
One out of eight cities today has a water shortage.
We are short 130,000 to 140,000 classrooms for our schools. 
Approximately 15 million American families are forced to live 

in substandard dwellings.
In the following sections, we shall briefly examine four major fields 

associated with the public sector—education, housing, community 
facilities, and natural resources.
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EDUCATION
When the public schools opened in the fall of 1959, their enrollment 

was more than 1.5 million above the normal capacity of available class­
rooms. This meant that 5y2 percent of the enrollment of public ele­
mentary and secondary schools was in excess of the normal facilities of 
existing schools.

A  year ago the Nation had a shortage of 140,000 classrooms. A c­
cording to the Department of Health, Education, and Welfare, pre­
liminary estimates for this fall indicate a containuing shortage of
130.000 to 140,000 classrooms. Yet, HEW  Secretary Arthur S. Flem­
ming reports that an “ unfortunate downward trend” in school bond 
sales throughout the country will lead to reduced classroom construc­
tion in the months ahead. This means that instead of improving, the 
classroom shortage is becoming worse.

Public school enrollment has been growing by leaps and bounds. 
The annual rate of increase of public school enrollment was about 500,- 
000 from 1945 to 1950. From 1950 to 1958, the rate about doubled to 1 
million a year. There will be a further acceleration in the next 5-year 
period during which school enrollment is expected to jump by some 6 
million to a total of about 40 million. From 1959 to 1964, the annual 
rate of increase will rise to about 1.2 million a year.

Official administration estimates indicate a need for 285,000 new 
classrooms between 1959 and 1964—201,000 to take care of rising public 
school enrollment and 84,000 to replace deteriorating school buildings 
and facilities that are destroyed by fire, flood, or roadbuilding.

However, these estimates are undoubtedly too low because they take 
no account of the classroom requirements resulting from population 
shifts that occur when families move out of the older centers of cities 
to new suburban communities and when changes in the location of 
industry bring new families into small towms. Full account of these 
requirements plus the present backlog of needed classrooms indicates 
that some 500,000 new classrooms should become available during 
the next 5 years or 100,000 a year.

This compares with the current construction rate of 60,000 to
70.000 classrooms a year with a probable downturn anticipated even 
from this inadequate level in the period ahead. Clearly, we are faced 
with a growing classroom shortage unless the present pace of school 
construction is stepped up substantially.

To build 100,000 classrooms a year will require an annual expendi­
ture of about $4 billion. While expenditures for school construction 
have risen to about $3 billion a year in recent years, they are still far 
short of the amount needed to meet minimum classroom requirements.

Some 96 percent of the total school construction cost is borne by 
local and State governments, while only about 4 percent is met from 
Federal funds. The burden of financing local school construction is 
becoming intolerable for many local communities. HEW  Secretary 
Flemming recently reported school bond sales during the year ending 
August 1959 amounted to $1.8 billion, a sharp 20 percent drop from 
the $2.3 billion total during the preceding year. This decline in school 
bond sales will be reflected in a slowdown in classroom construction 
at the very time when school building should be greatly expanded.
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Even Secretary Flemming admits that the drop in school bond 
sales provides evidence of the need for a “ Federal contribution” to 
school construction. Unfortunately, the method proposed by the 
administration, Federal guarantees of half the principal and interest 
on bonds issued by needy school districts, is completely inadequate. 
What is required is not just a Federal guarantee of local bonds whose 
principal and interest must be entirley reimbursed by financially 
strapped local communities. Secretary Flemming himself points out 
that the school needs are greatest in communities which have already 
exhausted their bond limitations. Federal guarantees of local obliga­
tions will do nothing to meet the urgent school construction require­
ments of communities which can no longer issue such obligations.

Progress toward elimination of the classroom shortage can only be 
achieved by a substantial increase in Federal contributions for school 
construction in the form of Federal grants-in-aid to the States for 
public school construction. The alternatives are clear: Either a 
comprehensive program of Federal aid for public school construction 
or a continuing and increasing shortage of classrooms for America’s 
children.

Public school classroom shortages do not tell the whole story of 
the gaps in our educational programs. We also have a shortage of 
some 132,000 teachers, due primarily to the low salaries paid to class­
room teachers. With teachers’ salaries averaging about $3,500 a year 
as recently as 1956-57, it is little wonder that thousands have left 
the teaching profession for more lucrative types of employment, 
while others have had to resort to secondary jobs to make ends meet.

Teachers’ salaries must be raised to decent levels if we are to retain 
our present group of teachers and attract adequately trained young 
people into teaching careers. As in school construction, States and 
localities cannot meet these increasing costs unaided. Therefore, 
Federal grants-in-aid for teachers’ salaries must be part of a com­
prehensive program of Federal aid for education.

There are also urgent needs in the field of higher education. In 
addition to continuing requirements for college and university class­
room, laboratory, and dormitory facilities, supplementary financial 
assistance is needed to permit qualified young people who cannot 
afford the soaring costs of a college education to enter college.

It is estimated that some 100,000 high school graduates in the top 
quarter of ability each year are unable to enter college for financial 
reasons. This is a. waste of talent our Nation simply cannot afford.

A  national scholarship program which would make a college edu­
cation available to top students regardless of whether they can afford 
to go on with college, might require about $200 million annually. 
Such a program should be authorized at the earliest possible date.

HOUSING AND URBAN REDEVELOPMENT
One-fourth of all occupied dwellings in the United States—about 

13 million in all—do not meet minimum requirements for family liv­
ing. An estimated additional 2 million or so dwellings are in livable, 
physical condition, but they are located in such rundown neighbor­
hoods that they make poor homes for growing children. Thus, some 
15 million American families, one-fourth of the total number, are 
forced to live in substandard dwellings.
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Based in part 011 data from the national housing inventory of the 
Bureau of the Census, the AFL-CIO has estimated that some 35 mil­
lion new housing units must be built in the next 15 years in order to 
provide a decent home for every American family by 1975. This will 
require an annual rate of housing starts of at least 2.3 million units. 
This is nearly two-thirds above the estimated average construction rate 
of 1.4 million new housing units a year during the past 5 years.1

The breakdown of estimated new housing needs for 1960-75 is as 
follows:

Millions 
of units

EMPLOYMENT, GROWTH, AND PRICE LEVELS 3135

Substandard ___________________________________________________________ 15. 0
Becoming substandard 1960-75___________________________________________ 7. 5

Total substandard________________________________________________ 22. 5
Less substandard suitable for rehabilitation______________ _— ____________—5.0

Total substandard to be replaced_________________ ______________ 17. 5
Removed by disaster and demolition (nonsubstandard)_________________  2.0

Total replacement need 1960-75__________________________________ 19. 5
Increase in number of families 1960-751________________________________ 14. 5
Undoubling of doubled up families_____________________________________  1. 0

Total housing requirements 1960-75_______________________________ 35. 0
Average annual requirement____________________________________________ 2. 3

1 Includes one-person households.
Low-income and minority families (a large proportion of which are, 

of course, low-income) are plagued by the worst housing conditions. 
Nearly two-thirds of all substandard houses (dilapidated or lacking 
plumbing or bathing facilities or both) are occupied by families with 
yearly incomes of $4,000 or less. More than two out of every five 
families in this income group live in substandard houses.

An alarmingly high proportion of substandard housing is occupied 
by Negroes and other minority families. In 1950, only one Negro 
family out of every four occupied a dwelling meeting even minimum 
standards for family living.

Despite the urgent need of low-income and minority families for 
decent homes, only a tiny proportion of houses built during recent 
years has been available to these families.

In 1956, more than 8 million families with yearly incomes of less 
than $4,000 lived in substandard housing. They represented nearly 
two-thirds of all families living in substandard housing. But in 
1958 less than 2y2 percent of purchasers of new single-family houses 
under the FHA program had “ effective annual incomes” of less than 
$4,000. And the FHA estimates of “effective annual income” under­
state actual f  amily incomes by 15 or 20 percent.

The average family income of buyers of single-family houses under 
the FHA program in 1958 was more than $8,000. But in that year 
only 22 percent of all families and unattached individuals had in­
comes of $8,000 or more.

1 This Is about 200,000 higher than the current official figures. However, there are indi- catioiis that the official figures now being published underestimate actual housing starts ana, m addition, they do not include farm housing construction.
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It is small wonder that in 1957 a staff report of the Senate Hous­
ing Subcommittee concluded that “ the housing industry * * * is 
serving primarily the upper income groups.”

Because of the drastic cutbacks in public housing construction, the 
low-rent public housing program has met the housing needs of only 
a small proportion of ill-housed, low-income families. Since 1949 
when the Congress authorized construction of 810,000 public housing 
units over a 6-year period, only about 250,000 units have been con­
structed. This means that during the past decade public housing con­
struction has met the needs of only 3 percent of low-income families 
living in substandard housing.

The construction record with regard to minority housing is even 
more dismal. In 1956, 35 to 55 percent of approximately 1.7 million 
rental housing units occupied by nonwhites in metropolitan areas 
were substandard. But since 1955, Negro families have purchased 
only about 10,000 houses built under the FH A and YA programs. 
Perhaps an additional 100,000 have been housed through the low-rent 
public housing programs. But 96 percent of Negro families living 
in substandard housing have had no new housing whatsoever made 
available to them.

These facts add up to two conclusions:
(1) The overall rate of housing construction is much too low. We 

should be building nearly a million more houses a year to meet mini­
mum housing needs.

(2) The reason why we have been building too few houses is that 
housing legislation and housing programs have all but completely 
neglected the families with the most urgent need for decent homes.

Students of the housing problem have long agreed on the major 
features of a comprehensive housing and urban redevelopment pro­
gram America needs. The major facets of such a program are sum­
marized below:

1. A  large-scale, low-rent, public housing program to provide de­
cent homes for low-income families.

Despite the unreasoned attacks which have been made on the pro­
gram, low-rent public housing offers the only effective way to make 
decent housing available to low-income families. No better substitute 
lias been suggested for the present financial formula for public hous­
ing, involving a relatively small Federal subsidy, long-term, low-cost 
financing in the private bond market and sponsorship and operation 
by housing authorities established by local communities.

While some improvements can undoubtedly be made in public hous­
ing program, the major defect is its far too restrictive scope. When 
the current public housing program was authorized in 1949, the late. 
Senator Kobert Taft, one of its chief congressional sponsors, expressed 
the view that public housing should account for at least 10 percent 
of all new residential construction. I f  that objective is to be met, 
the annual construction rate should be at least 200,000 to 250,000. 
Even this amount would provide rehousing opportunities for only a 
fraction of ill-housed, low-income families.

2. An effective program to make good homes available to middle- 
income families within their means.

In 1958, a family required a $9,000 income to buy an FH A house 
without committing itself for more than 20 percent of family income

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



for housing expense. According to the Federal Eeserve Board, only 
20 percent of families had incomes of $7,500 or over in that year, 
which means that an even smaller proportion of families had in­
comes of $9,000. It is clear, therefore, that only families at the top 
of the income scale can obtain new houses under the F H A  program 
without overextending their family budgets. Moreover, F H A  figures 
show that about the same income is required for existing homes pur­
chased under the F H A  program.

A  far more effective program is needed to make good homes avail­
able to workers’ and other middle-income families at costs they can 
afford. No subsidy is needed to achieve this purpose. A ll that is re­
quired is bold action to cut as sharply as possible financial charges 
and rents for new homes. A  number of bills introduced since 1950, 
differing only in details, ŵ ould have achieved this objective by mak­
ing available long-term, low-interest loans for cooperative sales and 
nonprofit rental housing for mo derate-income families, currently those 
in the $4,000 to $7,000 income range. I f  financial charges are reduced 
by lowering the interest rate and lengthening the repayment period, 
a much larger proportion of middle-income families could purchase 
homes within their means. In this way, large numbers of families 
now priced out of the housing market would be able to obtain houses 
on reasonable terms within their family budgets.

3. Similar financing should also be made available for housing to 
meet the special needs of elderly couples and individuals.

I f  the provision in the Housing Act of 1959 aimed at this objective 
is vigorously administered and extended beyond the pilot program 
scope currently provided in that law, we may make a start toward 
meeting the housing requirements of our senior citizens.

4. A  Federal policy to assure every family an equal opportunity to 
obtain decent housing without regard to race, color, creed or national 
origin.

General housing legislation to provide more and better housing for 
low- and middle-income families would benefit minority families along 
with all others, but only if discriminatory barriers are removed. State 
and local fair housing practices laws will make more houses available 
to minority families. The Federal Government must also undertake 
the positive responsibility to assure an opportunity to obtain adequate 
housing to all families without regard to race, color, creed or national 
origin. This will require that all housing built with the aid of Federal 
funds or credit or any other form of financial assistance should be 
made available to minority families on an equal basis with all other 
families.

5. An expanded slum clearance and urban redevelopment program 
on a sufficient scale to permit every city to wipe out its slums and re­
build its rundown sections as quickly as possible.

Funds available for urban redevelopment have been so limited that 
only a small beginning has been made. At least $1 billion a year in 
Federal funds are needed to put this program on anything like an 
adequate basis. In planning this program, it is essential that slum 
clearance and urban redevelopment efforts be concentrated first and 
foremost on bettering the housing conditions of the community and 
especially of its worst-housed members.
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6. Effective encouragement to metropolitan planning so that arti­
ficial and outmoded boundaries do not block housing and redevelop­
ment progress and dynamic urban growth.

7. In addition, a comprehensive housing program should include an 
effective farm housing program and, especially, decent housing for 
migrant farm families, a prevailing wage requirement in housing con­
struction involving Federal financial assistance, and protection of 
homeowners against foreclosure in the event of temporary emergencies.

COMMUNITY FACILITIES

Education and housing are not the only areas in which communi­
ties have been unable to keep up with expanding and shifting popula­
tion. Many communities throughout the country are finding it in­
creasingly difficult to provide necessary roads, airports, water sup­
ply systems, sewage disposal facilities, libraries, parks and other rec­
reational facilities, and a host of other necessary public facilities.

One of the most serious problems has been the lack of adequate local 
transportation facilities. The rapid growth of the suburbs, the in­
creased ownership of automobiles, and the expansion in the use of 
trucking facilities have all put an insuperable burden on our existing 
roads and highways. The Federal Government has now moved into 
this area by developing an expanded Federal program to provide 
funds for construction of interstate highways. Yet, too often it is the 
network of secondary roads that most needs improvements. States 
and localities find that the funds available to them for road construc­
tion and repair are totally inadequate.

Another related problem has been the inadequacies of airports and 
airport facilities. The continuing increase of air travel, the con­
gestion evident at many of our airports, and the urgent need to install 
the most modern safety equipment, all point to the necessity for an 
accelerated program for airport facilities. The legislation approved 
by Congress in 1959 will go only partway in meeting this deficiency.

A nationwide disgrace is the pollution of our water supply. The 
House Committee on Public Works recently reported that—
two-thirds of the Nation’s population get their drinking water from surface 
water supply into which are discharged disease carrying bacteria and viruses and 
toxic substances discarded by households and industries.

While the Federal Government has been contributing and should 
continue to contribute to the broad planning, research, and national 
inventorying of our needs and capabilities in the field of water, the 
nationwide problem of pollution must be mounted primarily by the 
States and localities. Their financial problem is not only one of in­
adequate funds but also the complications resulting from the fact of 
nature that causes river systems to ignore State boundary lines.

Expanded Federal financial assistance is needed to meet the capital 
costs of water facilities. It is estimated that construction of waste 
treatment facilities for all presently outdated industrial and mu­
nicipal facilities will cost about $5 billion. A  task of this magnitude 
calls for a short- and long-range program to assure American mu­
nicipalities that they can obtain Federal financial assistance for that 
part of the program beyond their own capabilities.
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The recreational facilities available to our citizens are woefully in­

adequate. Very few localities have had the foresight to set aside land 
for parks, playgrounds, or other types of recreational areas. Be­
cause of other pressing needs, communities now find that they simply 
do not have the finances to purchase and develop the necessary land 
for recreational areas. Rather, they repeatedly tend to delay these 
purchases and in the end find that the price of such land has risen so 
that it almost becomes prohibitively expensive. Federal financial as­
sistance will be needed to help communities meet their needs for parks 
and other recreational facilities.

States and localities are doing their best to meet the pressing need 
for more community facilities. In 1957, capital outlays by local 
Governments for education, highways, water supply systems, sanita­
tion, electric power systems, and other public facilities required al­
most one-fourth of all local government expenditures. To finance 
these outlays, local governments have been forced to resort more and 
more to bond issues and, in addition, have sometimes financed these 
capital expenditures out of their current budgets.

Only through the intervention of the Federal Government will 
localities be able to finance needed public improvements with a rea­
sonable rate of interest. While the Federal Government should not 
be expected to finance the entire amount or even a large proportion of 
needed community facilities in any one year, it can play a very im­
portant role as a lender of last resort so that communities have an al­
ternative source of funds to the excessively high interest rates re­
quired in the private bond market. The job of providing adequate 
community facilities has become so enormous that it is now beyond 
the capabilities of State and local governments to handle unaided. 
Only if the Federal Government utilizes some of its resources to pro­
vide assistance can the problem be checked.

NATURAL RESOURCES

Although the demands on the Nation's natural resources during the 
past decade have been enormous, within the next 25 to 50 years the 
calls upon our resources of crop and grazing land, timber, minerals, 
water, and energy resources will expand on a scale that will dwarf 
present requirements. By 1975, we will witness vast increases in use 
of water, continued encroachment of city and public facilities on 
farmland at the rate of 2 million acres annually, a continuing increase 
in food requirements, tremendous expansion of the use of raw mate­
rials, and demands for vast expansion of outdoor recreational facili­
ties for more people with greater leisure time. In addition, we will 
require electric energy in quantity three times that of today, and 
timber in greatly expanded amounts.

Water is the key resource used for more purposes than any other. 
Unfortunately, our water is not effectively utilized. Some 675 mil­
lion acre-feet runs to the ocean every year, while drought and deple­
tion of underground water tables have caused serious regional water 
shortages in such places as the Dust Bowl area and in California.

Our demands for water are growing at an ever-increasing rate.
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From 1900 to 1950, U.S. population doubled, but water consumption 
for all purposes quadrupled. In addition to increased demands for 
water supply resulting from growing population, there will be ex­
panding new uses for water in the home for air conditioning, auto­
matic washing machines and the like. Moreover, advances in tech­
nology have added to industrial water requirements, much of which is 
for water of better quality. Water is also needed for reclamation and 
irrigation. According to the U.S. Geological Survey, as a result of 
all of these demands upon our water supply, water requirements will 
rise from 256 billion gallons in 1958 to about 512 billion gallons in 
i975.

The unified river basin development as epitomized by the Tennessee 
Valley Authority is the best coordinated approach to our water and 
power requirements. Without this approach there can be at best a 
fragmented handling of such important programs as soil conservation, 
forestry, flood control, irrigation, navigation, and of pollution abate­
ment. Moreover, regional development through river valley author­
ities can eliminate jurisdictional infighting between various Federal 
resources agencies.

Energy is the key to development and use of other basic resources. 
The primary source of energy in our country has become electric 
power. Electric power in the United States has multiplied enor­
mously, rising from an installed capacity of 13 million kilowatts in 
1920 to 146 million in 1957, a rise of 1,110 percent. Yet, it is quite 
possible that our power demand in 1980 may be four times that of 
i957.

Changes in production technology are continually increasing the 
use of electroprocessed metals requiring large amounts of power. 
Such metals and minerals include titanium, aluminum, silicon, mag­
nesium, and sodium chlorate. They are extremely important to the 
growth of our industry because they are needed to meet some of our 
most pressing materials problems.

The tremendous promise of “giant power”— huge coal or atomic 
generators linked to regional transmissional grids capable of carrying 
loads of 500,000 volts of electricity— and an intensification of public 
power “yardstick” competition with private utilities should in the 
long run be major factors in lowering power costs to the home, farm, 
and factory.

A  coordinated natural resource policy should include the following 
principles:

There should be vigorous reaffirmation of the Federal Government’s 
role as principal steward of this Nation’s resources, and that broad 
Federal planning, construction, and management of comprehensive 
resources programs, keyed to national economic goals, is a proper, con­
stitutional, and necessary function of the National Government.

State and local governments and private enterprise have vital parts 
to play, each within its own capabilities and scope of operation. These 
roles should be redefined in order to provide a better basis of coopera­
tion among all levels of government and the private sector of the 
economy.
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The United States must sharply increase its natural resources in­
vestment which has dropped sharply in the past 6 years. Natural 
resources investment programs should be on a scale necessary not only 
to aid in sustaining economic growth but to stimulate additional eco­
nomic expansion. Such investments have the added benefit of being, 
in the mam, self-liquidating.

Safeguards against monopolistic attempts to seize the fruits of 
public resources development should be maintained and strengthened.

The resources approach in plans and undertakings should be com­
prehensive and multipurpose, not merely local and single purpose.

Expanded research in resources is vitally necessary. Research 
fathers progress.

FEDERAL ACTION NEEDED TO STRENGTHEN THE PUBLIC SECTOR

During the period since World War II , the financial support for the 
nonmilitary part of the public sector of our economy has been inade­
quate to meet our expanding social and economic needs and the growth 
of the private sector of our economy. Since 1946 we have devoted 
less than 20 percent of our gross national product to the public sector 
of our economy, and more than half of this amount has been devoted 
to defense requirements. Only 9 percent of our gross national prod­
uct during the postwar years has been used for nonmilitary public 
purposes. O f the 435 billion which has been spent for civilian func­
tions, only $85 billion, or less than 20 percent, has been Federal. The 
remainder has been State and local.

Approximately the same proportions hold for investment. Only 
less than 15 percent of total investment since World W ar II  has 
been public. Within this total, less than one-fourth has been spent 
by the Federal Government.

Thus, it is clear that the Federal Government has been a minor 
factor in capital investment and civilian programs. Yet, if the 
mounting needs of the American people for public facilities and 
public services are to be met, the Federal Government is going to have 
to shoulder a much larger share of the load. Prof. Alvin H. Hansen 
of Harvard University has estimated that we should be allocating 
one-fourth of our GNP, currently about $125 billion a year, to the 
public sector of our economy. This compares with only about 9 
percent during the postwar period for nonmilitary public purposes. 
Professor Gray has estimated that during the next 25 years public 
capital investment should amount to $40 billion a year, more than 
four times the annual rate during the past 14 years.

Clearly, these magnitudes of public expenditure and public invest­
ment cannot be borne by our States and local communities. Local 
communities do not have available sources of tax revenue that will 
yield substantially increased income. The basis for practically all 
local government budgets is the real estate property tax. While these 
tax rates have been rising sharply in recent years, they are now 
coming close to the limits that can legally and effectively be imposed. 
Practically every State imposes some type of limitation either by 
constitutional provision or statutory enactment on the property tax 
rate that can be levied by their local communities.
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Communities are finding it more difficult to obtain sufficient funds 
at reasonable rates of interest through bond issues floated in the 
private financial market. It is true that the borrowings of municipal 
financing has been increasing. However, these borrowings have be­
come increasingly difficult because of the increasingly high interest 
charges which the local governments have to pay. Of course, the 
securities of municipal authorities and other localities are exempt 
from Federal income tax and therefore carry a lower rate of return 
than securities issued by private concerns. On the other hand, these 
interest rates have risen substantially in recent years and today are 
at levels which have not been reached since the early 1930’s.

Moreover, many smaller communities have to pay relatively higher 
interest rates. For them the bond market is an unfamiliar place and 
they often are not experienced in the process of issuing securities. 
Consequently, bond buyers often require these localities to pay even 
higher interest rates.

A ll of these facts lead to but one conclusion— the Federal Govern­
ment will have to assume a much larger role in the provision of public 
facilities and public services. For some purposes, Federal loan pro­
grams may be able to do a substantial portion of the job. This method 
would seem appropriate for such local community facilities as water­
works, sewage-disposal plants, parks and recreational areas, and public 
buildings. However, it is essential that these loans be made available 
at reasonable interest rates although not at a subsidized level. For 
such purposes the so-called college housing interest rate formula, 
which is calculated by averaging the annual interest rates on all 
interest-bearing obligations of the United States forming part of the 
public debt, seems to be the fairest method for determining interest 
rates for Federal loans.

Some multipurpose regional development can be financed by flota­
tion of bonds in the private market. This avenue is now being 
explored in the case of the TVA.

For other programs, expansion of Federal grants-in-aid would be 
the most suitable approach. This is the best way of mitigating ine­
qualities in public services that exist among the States resulting from 
unequal financial capabilities. The inadequate level of public services 
in the poorest States reflects primarily theit lower income status. 
Many of these States are spending a larger proportion of their income 
on public facilities and services than some of the more wealthy States, 
but the dollar amounts available to them are much lower on a per 
capita basis. Major responsibility for financing State and local 
functions will continue to rest with these governments themselves, but 
superior tax-collecting resources of the Federal Government must be 
mobilized to help raise minimum public service standards.

Other vitally needed public service programs can be financed only 
through expanded Federal appropriations. This is true, for exam­
ple, of most programs aimed at proper development of natural 
resources, aid to education, and low-rent public housing. To the 
extent that such programs are not self-liquidating, their cost will have 
to be met out of public revenues, principally those of the Federal 
Government.
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The issues that have been discussed here— the education of the 

Nation’s children, improvement in housing conditions, the develop­
ment of natural resources, and the necessary expansion in public 
services generally— are all matters that affect every American. The 
progress that is made with regard to them will go a long way to 
determine the extent to which the American economy will serve the 
interests of all the American people.

The attainment of a continually higher output is a major goal of 
the American economy. Nevertheless, the larger output by itself has 
little meaning unless at the same time this larger output can be made 
to serve the interests of all Americans. This means bringing greater 
satisfaction to Americans not only by making possible greater ex­
penditures for the goods and services offered by the private economy 
but also by expanding these vital public services 011 which the future 
health and well-being of the population depend.
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STA T E M E N T  OF CH AM BER OF COMMERCE OF TH E  
U N ITE D  STATES

The chamber appreciates this invitation to express its views on em­
ployment, stability, and growth and their interrelations. It welcomes 
the opportunity to benefit from the expert testimony already presented 
before the Joint Economic Committee, which has proven illuminating, 
as much from the spark of conflict as from the glow of agreement.

1. T h e  G oals of E c o n o m ic  P o l ic y

Growth, full employment, and price level stability are goals com­
manding universal recognition and enjoying very widespread and 
deep-seated public support. From time to time one or another of 
these goals may seem more pressing than the others. Some sectors 
of the public may attach higher priority to one, and other sectors 
to another. Nevertheless, they are, in the public mind and the his­
torical view, economic goals of the same order of magnitude and 
priority. We do not propose therefore to emphasize any one of the 
three to the neglect of the other two.

We suggest further that these three goals are under most circum­
stances an inseparable trinity; that for best results, policies should be 
discussed and adopted with all three goals in mind. W e propose to 
discuss briefly the conditions under which these goals may be unrelated 
or mutually supporting, so that policies may be properly designed to 
achieve one goal without sacrificing the others ; and the conditions 
under which the goals may conflict, with recommendations for re­
ducing the area of conflict and for adoption of compromise policies 
which do not sacrifice too much of one objective in single-minded 
pursuit of another.

In concentrating on growth, employment, and stability we must 
remember that economic goals are not the only goals of public policy, 
and that these three are not the sole objectives of economic policy. 
Two other goals, whose attainment contributes to growth, employ­
ment, and stability, and which would merit consideration even should 
they conflict, are efficiency and freedom.

Economic efficiency is indeed the overriding economic goal. Un­
employment of labor and of productive plant and instability of the 
price level are objectionable from an economic standpoint (apart from 
social and ethical objections) because they entail waste, or inefficient 
utilization of our productive powers. Efficient utilization of our 
existing resources, by increasing total current output of goods and 
services, facilitates attainment of the long-run goal of economic 
growth. Even with high employment we need stress optimum allo­
cation of resources, production at least cost, and an economic system 
responsive to charges in free-choice consumer preference and demand.

I f  there is a hierarchy of goals, then freedom must be placed at the 
top. Freedom may be a condition for substantial attainment of any

3145

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



3146 EMPLOYMENT, GROWTH, AND PRICE LEVELS

of the other goals. It is a possession we are unwilling to sacrifice for 
any increase in growth, or employment, or stability.

Freedom has many components or facets, but it is indivisible. Eco­
nomic freedom includes consumer sovereignty, or the right to buy 
what we choose and the guidance of production by consumer wants 
and demands. It includes freedom of occupational choice, which in­
volves wide educational opportunities open to all who can benefit, 
substantially open entry into any occupation for those with adequate 
preparation, and freedom to move between jobs, occupations, and lo­
calities. Economic freedom also entails free private enterprise, with 
individuals unfetted in their choice of investments, and permitted to 
enter any line of economic activity they choose, subject to minimum 
restrictions and regulations demonstrably needed for the protection 
of society.

Preservation of our many freedoms means that by and large wre 
must maintain the present lines of division between private and 
public economic functions and activities. Undue and unnecessary en­
croachment by Government into the free market economy means an 
erosion of our economic freedoms.

2. T h e  R elations  B etw ee n  G oals

In settling upon a particular level of unemployment as the maxi­
mum tolerable without calling for positive countermeasures as a 
nation we implicitly vote in favor of a given rate of inflation and 
limitation to the maximum rate of growth. Likewise, if a given growth 
rate is picked out of the air as an objective, in committing ourselves 
to achieve that rate we implicitly vote for given amounts of unemploy­
ment or rates of inflation or a combination of both. I f  the chosen 
growth rate is unattainable through voluntary savings and investment, 
with existing profit expectations, the Nation votes for encroachment 
of Government enterprise in the fields of production and investment 
in the hands of private business.

Are rapid and sustained growth, high and stable employment, and 
stable price levels mutuallv compatible? The answer is both “Yes” 
and “No.”

The accent on the positive or on the negative depends upon the 
rigidity or flexibility with which we define full employment, reason­
able stability in prices (as well as in employment and growth rates), 
and adequate growth rates. The relations between these various goals 
depend upon the levels we seek. I f  we interpret the qualifiers with 
moderation, these several goals are not only mutually compatible 
but mutually supporting; attainment of one is difficult if not impossible 
without attaining the other twro in good measure. If, on the other 
hand, we demand excessive or immoderate attainment of any one 
of these goals, we find it in conflict with the attainment of the other 
two goals. In the long run it becomes impossible to achieve any one 
goal to the nth degree; the attempt to do so fails and results in the 
sacrifice of the other goals to boot.

A. FULL EMPLOYMENT

What is a reasonable definition of full employment? Unemploy­
ment statistics lump together many diverse categories. They include
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some who are unemployable for one reason or another; some who are 
shopping around but are unwilling to accept employment at the wage 
rates their skills and experience can command on the market; others 
who are in the labor force only temporarily (college students during 
the summer for instance) ; and still, others who are voluntarily and 
temporarily out of work as they change from one job to a better one. 
For example, from March 1957 to March 1958, between 5 and 6 million 
workers migrated from one State to another; some of these migrants 
may have been delayed some time between jobs, being counted as 
unemployed. Every year many millions of people enter or leave the 
labor force. Unemployment totals give little indication of the 
numbers entering or leaving the labor force or the numbers moving 
into or out of employment. On the other hand they fail to include 
some workers involuntarily working less than full time.

Unemployment statistics also include the involuntary unemployed, 
those who have lost their jobs as a result of seasonal and of cyclical 
fluctuations in economic activity, and many who have lost their jobs 
because of secular changes in the composition of final demand, in 
techniques of production, in composition of materials, in the location 
of economic activities. Some of these victims of secular change are 
in areas and industries where their labor is surplus, but can look 
forward to other jobs using their skills and experience in other areas 
or other industries. Other victims are not so fortunate ; the demand 
for their skills, in whatever area or industry, has declined, and they 
can only hope for renewed employment at a different occupation, 
which may require either retraining or reduction in their wage rates.

Voluntary unemployment is neither a social nor an economic prob­
lem. W e must accept it as inevitable as long as we recognize the 
right of individuals to change jobs and the desirably of individual 
response to economic opportunity. The unemployables are clearly a 
major social problem. No amount of economic wisdom, no level of 
deficit financing, will eliminate them entirely. It is the height of 
economic folly to warp the operation of the entire economic system in 
order to provide a very partial solution for a problem which can be 
tackled much more effectively and at much less cost to the economy 
through public and private welfare measures. The main purpose of 
the economic system is to produce goods and services as efficiently as 
possible in the right proportions and maximum amounts. Provision 
of employment for labor and opportunity for business enterprise is a 
means of achieving production and not the principal objective of the 
economic system.

Long-term structural unemployment, the heart of the depressed 
areas problem, is an ecomonic as well as a social problem. It is the 
consequence of growth and change and cannot therefore be completely 
eliminated except in a static economy. It can be reduced, but not by 
global measures increasing purchasing powder, for it is not the result 
of insufficient demand, but of changes in the composition of demand, 
of output, and of input, and in some cases of a bad job climate.

Considering the diverse and shifting composition of unemployment 
totals, what level of unemployment should we tolerate? A t what 
point are corrective measures called for ? Many economists feel that, 
as unemployment is measured statistically, about 4 percent of the 
labor force is the minimum compatible with stability, and that a some­
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what higher average must be expected to allow for moderate fluctua­
tions in economic activity. Stanley Lebergott, in a careful historical 
study of the problem finds that in the last century the American 
economy has attained an unemployment level as low as 3 percent only 
about 1 year in 4. One need not accept any specific percentage. The 
figure representing practical or attainable levels of unemployment 
varies from time to time and may show a declining trend over time.

I f  the Nation is ready to relax insistence on price stability, slightly 
lower levels of unemployment may be feasible for a time. Likewise, 
if we are satisfied with a reduced rate of growth, higher and less 
variable levels of employment may be in our reach. On the other 
hand, if we place high priority on accelerating our growth rate, one 
of the prices we must pay in paradoxically a higher rate of structural 
unemployment.

B. GROWTH

What is an adequate rate of growth? Three, five, ten percent? 
More to the point, what is the maximum sustainable rate of growth, 
within the constraints of our economic and political system? Is it 
compatible with reasonable price stability and reasonably full 
employment?

The longrun potential rate of growth depends upon the rate of 
new inventions, the application of these inventions to economic ac­
tivity, and the efficiency of invention, or the extent to which new in­
ventions improve our productivity, or the rate of application of 
inventions. No one can predict the future rate of invention or its 
economic productivity. W e have no assurance that it will permit a 
rate of growth in productivity much exceeding the rate which we 
have experienced in the last century. This rate has approximated 
Sy2 percent of GNP, and about 2 percent in output per worker man- 
year (somewhat higher in terms of man-hours). Backward coun­
tries, still catching up with a century of technological progress, can 
advance more rapidly. Facile international comparisons of growth 
rates therefore are dubious relevance.

The long-run potential rate of growth is not governed by the level 
of employment, the degree of price stability, or the wisdom of Gov­
ernment fiscal and monetary policies. These factors may prevent at­
tainment of the maximum rate of growth permitted by technological 
advances but do not determine technological advance potential and 
cannot create a rate of growth exceeding them.

The rate of growth attainable in our political and economic system 
depends largely upon decisions by individuals and businesses to save 
and to invest their savings productively. The volume and composi­
tion of investment determine whether actual growth will live up to our 
growth potential, but does not dominantly influence the rate of in­
vention. Unless individuals are prepared steadily to increase their 
propensity to save or unless businesses are prepared suddenly to in­
vest at much loŵ er profit expectations than they have invested in the 
past, there is no way of greatly accelerating our rate of growth while 
preserving the free enterprise system and our democratic way of life. 
Even should we be willing to sacrifice our way of life, it is doubtful 
we could permanently increase our rate of growth. There is no evi­
dence of a growing technological slack.
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The composition of growth is just as important as its rate. O f what 
kinds of goods and services should growth consist ? What should be 
the distribution of growth between more goods and more leisure? 
What should be the distribution of additional goods, services, and lei­
sure among the population ?

These decisions, as well as the decision on rate of growth, should be 
the result of the free choices of individuals expressed in the market­
place and through the ballot box. I f  we prefer the pleasures of the 
present for the promise of the future, we must settle for a slower rate 
of growth. I f  we adopt a philosophy of “take it easy” and follow a 
life of leisure, or tolerate featherbedding, likewise we must accept a 
less rapid improvement in our living levels.

I f  a 3-percent rate of growth in goods and services is what the 
people choose, then a 5-percent rate is not as good. Growth involves 
costs: deferred consumption, reduced leisure, increased rates of ob­
solescence of capital and skills, higher rates of unavoidable unem­
ployment. The optimum rate of growth depends upon the price we 
must pay for growth as well as on the value we attach to future in­
creases in the supply of goods and services and leisure. The differ­
ence between alternative rates of growth is not between two numbers, 
one of which is higher than the other, but between two allocations of 
time, energy, and income; between two ways of life. A  higher rate of 
growth would require allocation of a larger share of our resources to 
investment, and a smaller share to consumption; it would mean greater 
emphasis on incentives to save, work, and invest; less on incentives to 
consume.

Rapid growth, by widening economic opportunity, increases volun­
tary unemployment. Accelerated technological progress increases 
technological unemployment. New products and increased incomes 
both increase the rate of change in the composition of demand and in 
the composition of outputs; both changes result in higher levels of 
structural unemployment. Finally, higher levels of investment may 
accentuate fluctuations in economic activity, adding to the total of 
cyclical unemployment. All told, more rapid growth implies higher 
rates of unavoidable unemployment. The argument that rapid 
growth is necessary to provide new job opportunities for workers 
displaced by technological change is entirely contradictory. Rapid 
technological change is practically the same as rapid growth in out­
put per capita. I f  growth is slow, technological change is slow, and 
the number of technologically unemployed workers is small. Full 
employment is quite possible without growth in per capita output. 
Reasonably full employment much of the time is compatible with sus­
tainable growth.

C. PRICE STABILITY

Rapid sustainable growth, defined as an increase in productivity 
per worker, should be quite compatible with stable or even with slowly 
falling prices. Rising productivity means falling cost. The apparent 
conflict between rapid growth and stable prices is real enough, but 
could be eliminated. It results from rigidities in our economic system 
which are obstacles to attainment of economic goals. For instance, 
accelerated growth means a rising rate of unavoidable unemployment, 
although a growing economy also creates new job opportunities. I f
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the unemployment “threshold” of public opinion, of Congress, of the 
executive, is too low, the result will be attempts to eliminate “excess” 
unemployment through inflationary fiscal and monetary policies, even 
when such unemployment is a temporary, normal, and self-liquidating 
adjustment to change.

Even in the absence of such hypersensitivity to one of the byprod­
ucts of rapid growth, inflation will result if costs and prices are flexible 
upward but rigid downward. Growth accelerates and accentuates 
shifts in demand between regions, industries, products. Prices and 
wages rise in expanding markets, but fail to decline in shrinking 
markets, even in the absence of an overall excess demand as dis­
cussed in our report, “The Mechanics of Inflation.” I f  ŵ age increases 
capture most of the productivity gains in industries whose productiv­
ity is expanding rapidly, then these industries cannot cut prices. 
I f  wages rise more or less proportionately in other industries whose 
productivity is increasing less rapidly, or is stable or actually declin­
ing, then these industries must raise their prices, and price inflation 
results, providing fiscal and monetary policies accommodate such 
upward pressures; otherwise, unemployment will rise.

It is generally accepted that flexibility of individual prices is 
desirable and even essential for growth, reasonably full employment, 
and efficient use of existing productive facilities. Price flexibility 
is also a key constituent of economic freedom. Stability refers to a 
statistical abstraction: a price level index of some kind or other. The 
consumer, of course, is mainly interested in the stability of the retail 
price level, whereas producers are vitally interested in wholesale 
prices. W ith rapid growth, the number of price changes and their 
frequency increase, for growth means new methods, new products, new 
materials, new boom areas and occupations. As the rate of growth 
rises, adequate flexibility in individual prices becomes more and more 
difficult to reconcile with rigid stability in some price index. It is 
too much of a coincidence to expect that innumerable price changes 
should just cancel one another out, leaving the price index unchanged.

General price stability must be interpreted more liberally if it is 
to be compatible wTith flexibility in individual prices. What is impor­
tant is an expectation of long-run stability in price levels. As long 
as moderate short-run fluctuations in the price levels do not under­
mine the expectation of long-run stability, they facilitate sustained 
growth and high levels of employment. For moderate fluctuations 
in economic activity seem to be an unavoidable accompaniment of 
growth in a free economy and perhaps in any economy. I f  price 
level stability is prized too highly, or results from excessive rigidity 
in individual costs and prices, then the whole burden of adjustment 
to fluctuating levels of activity is thrust on employment and output. 
I f  employment is not permitted to fluctuate moderately, then the only 
remaining avenue of adjustment is through output, which will fluctuate 
much more than it would have otherwise.

The optimum long-run strategy toward long-run growth, employ­
ment, and stability is to distribute the burdens of growth and change 
more or less equally, in the process reducing the sum total of the 
burden to be shared. This posture can result if we refrain from set­
ting impossibly high standards of attainment for any one of our three 
goals of growth, employment, and stability, thereby avoiding an in­
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tolerable burden of adjustment on the other two. Such a strategy, we 
believe, offers better long-run results in every way than would a 
lopsided emphasis on one objective to the detriment of the others, or 
excessive preoccupation with short-run achievements.

W e tend to be trigger happy on only one of the three goals: full em­
ployment, Our touchiness on this subject is a legacy from the 1930’s 
which is slowly being spent. On economic growth we are becoming 
disturbed because of Soviet performance and its potential threat, but 
have shown so far 110 widespread tendency to panic, O11 price stabil­
ity we have in the past been too slow 011 the draw. As a result of con­
tinued price rises, particularly price rises during recessions, confidence 
in the future stability of the price level is shaken. The expectation 
of long-term inflation, and speculation, is now widespread. A  period 
of relatively stable prices is necessary to restore confidence and pre­
vent hypersensitivity to minor and healthy fluctuations in price levels.

?>. P o lic y  Recom m endations

The Employment Act of 1946, as its name and the date of its enact­
ment would indicate, give main emphasis to one of our trinity of 
goals. Generally accepted interpretations of the wording of the act 
since then, and the current policies of the administration, have tended 
to correct the imbalance in the language, in keeping with changes in 
problems and priorities.

The Central Government has a broad arsenal of weapons useful in 
varying degrees for implementing the threefold goal of full employ­
ment, price level stability, and growth. These, by and large, comple­
ment and reinforce one another. Any one policy, if pushed to its 
limits, may have harmful side effects. It is preferable, in terms of 
safety as well as of efficiency, to rely on a wide array of mutually re­
inforcing policies, none carried to extreme.

The available spectrum of policies can be divided into preventive 
or immunizing policies, and palliative or curative policies. Among 
the first are Government policies on monopoly and competition, on 
foreign trade, wages and labor, business pricing, and so forth, which 
influence the environment in which the economy operates. Such 
policies, which may be labeled framework, or structure policies, are 
not closely geared to the current state of the economy. Their use 
reduces the need for painful adjustments and facilities desirable ad­
justments at all times. They may minimize the avoidable and reduce 
the unavoidable fluctuations in employment, price levels, and rate of 
growth.

The second set of policies are aimed at improving the functioning 
of the economic system rather than altering the framework within 
which it operates. They are the fiscal, monetary, and debt manage­
ment policies primarily, which can be designed to counterract or re­
duce fluctuations in employment, output, and price levels. Their op­
eration is somewhat discontinuous, and may require ad hoc or discre­
tionary action from time to time.

Policies which generally do not require timely discretionary action 
are preferable to those that do, as we concluded in our report, “Eco­
nomic Lessons of Postwar Recessions.” The one exception is mone­
tary policy. The reasons are the sad state of the art of forecasting
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plus the lag in effect of most ad hoc policies. Accurate forecasting is 
necessary to initiate discretionary action at the right time and in the 
right doses, and to ascertain that its consequences do not prove per­
verse because they bear fruit in a future whose economic complexion 
may be quite different from that of the present.

A. SPENDING POLICY

Long-run spending policies should be decided on the basis of social 
costs and social benefits without reference to the goal of stabilizing 
employment, income, and price levels. No income should be diverted 
from private to public use unless it is clear that such income spent 
publicly contributes more to output and welfare than if spent pri­
vately. Where possible, private production is preferable to public 
provision, for private production is easily reversible and continuously 
subject to the market tests of value and efficiency.

The economic impact of changes in Government spending should 
not be ignored. Some built-in flexibility already exists in Govern­
ment expenditures, particularly in relief payments, and unemploy­
ment compensation. Consideration should be given to increasing the 
degree of automatic flexibility in Government spending, strength­
ening its stabilizing influence on economic activity. The possibilities, 
however, are distinctly limited.

Discretionary changes in the level of spending, inevitably plagued 
with problems of forecasting, timing, dosage, and lagged effects, should 
be considered with reluctance, and only after automatic flexibility 
has proven inadequate. A  speedup of Government investment pro­
grams in a slump, and a slowdown in a boom, can supplement other 
stabilization measures if limited to investment programs where prompt 
results can be expected from a change of pace without unduly increas­
ing their costs. Such discretionary changes of pace should be limited 
to regular Government investment programs undertaken on their own 
merits and should not result in undesired changes in the level of public 
services involved.

Public policy, through the agency of existing joint Federal-State 
programs, should encourage State and local governments to smooth 
out their capital expenditures as much as possible over the course of 
the business cycle, to reduce or eliminate the tendency of State and 
local finance to aggrevate fluctuations in economic activity.

Government spending should not be used to frustrate normal minor 
readjustments in the private economy. Nor should discretionary ad­
justments in the rate of spending be used in only one direction. I f  
increased spending is necessary during a recession, reduced spending 
is just as necessary once the recession is over. Otherwise the adoption 
of ad hoc government investment projects and the expansion of wel­
fare programs during recession under the guise of stability will quickly 
distort the balance between public and private production and respon­
sibility.

B. TAX POLICY

Tax reform should be carried out on its own merits without primary 
consideration to temporary short-run conditions or sole focus on its 
stabilization role.
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Tax policy, like spending policy, must be responsive to many cri­
teria, and cannot be oriented solely in terms of promoting full employ­
ment, price stability, and rapid growth. As long as the National Gov­
ernment relies mainly on income taxes for its revenue, taxation will 
have a comfortingly large element of built-in flexibility. (This does 
not mean that personal and corporate income taxes, at their present 
levels and progressive rate structures, contribute more through built-in 
flexibility than they detract through damping effects on incentives 
and investment.) The growth of income taxation in State finances is 
also a healthy development from the viewpoint of stabilization, but 
other important State and local taxes, mainly property, sales, and 
excise taxes, probably have a net destabilizing effect, even though 
their merits in other respects are substantial.

As in the case of spending policies, the first line of fiscal policy de­
fense is the automatic fluctuation of tax revenues, a defense bypassing 
the thorny problems of forecasting dosage, and timing. Discretionary 
changes in tax rates for stabilization purposes should be considered 
only when it is apparent that the automatic stabilizing features of 
Government finance, in combination with flexible monetary policy, will 
prove inadequate. Ad hoc changes in tax rates do have one advantage 
over changes in spending, that they do not distort the balance between 
public and private production. Tax adjustments may be impractical 
because of disputes over which taxes to cut, by how much, and for 
how long. Frequent and significant changes in tax rates for stabil­
izing purposes are, however, highly undesirable because of the uncer­
tainty they create for expectations and for rational business planning. 
I f  downward revisions of rate schedules are made in recessions, then 
upward revisions should be made when these are in order. Other­
wise the imperative of stabilization serves as camouflage for systematic 
changes in the tax structure, and possibly defeat the goal of price 
stability.

Perhaps the greatest contribution which could be made with respect 
to tax policy toward attainment of our three goals would be a complete 
overhaul of the entire tax structure. Our present system is a tinker’s 
delight of piecemeal design and construction, patchwork repair, special 
interest legislation, afterthought, loopholes, and loophole plugs. For 
the amount of revenue it produces it is far more discouraging to private 
investment and to the incentives to work and save than it need be. It 
is a drag on growth and quite possibly on employment. It should 
be possible to reform the tax structure in such a way as to improve the 
climate for private enterprise, and at the same time to strengthen the 
stabilizing features of built-in flexibility.

C. BUDGET POLICY

Spending and taxing policies, if separately pursued, could operate 
at cross purposes and cancel each other out. For best results in attain­
ment of their common goals they must be coordinated through the in­
strument of the budget. From the viewpoint of the framework of 
the economy, the size of the budget should be in keeping with the 
broad popular consensus on the respective roles of the public and pri­
vate sectors. The Federal budget alone is quite large enough to pro­
vide adequate leverage upon the entire economy for whatever purposes 
leverage may be required.
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From the viewpoint of satisfactory functioning of the economy, the 
key budget policy decision is on the size and timing of budget deficits 
and surpluses. Both in size and in timing, deficits and surpluses are 
largely the consequence of built-in fluctuations in tax revenues. This 
is as it should be. Flexibility in one or the other side of the budget, 
preferably flexibility in tax revenue (to avoid the risk of gradual en­
croachment of government into the private sector), should be designed 
to provide a balanced budget in the long run under conditions of rea­
sonably full employment, price level stability, and adequate growth.

The ideal of a balanced budget should be retained as a longrun 
objective. A  “stabilizing budget” policy should aim to balance the 
budget over the course of the business cycle. In recession there might 
be substantial deficits; in normal times, with reasonably high levels of 
employment and income, the budget should be balanced or yield a 
surplus for debt retirement; in inflationary periods the surplus should 
be substantial. The doctrine of the annually balanced budget pur­
chases fiscal discipline at too high a price: it aggravates fluctuations 
in employment, income, and price levels, and slows down the longrun 
rate of growth.

D. MONETARY POLICY

The need for coordination is not limited to taxing and spending 
policies. It extends also to monetary and debt-management policies. 
The salutary effects of a budget surplus in an inflationary period may 
well be counteracted by a monetary policy of low interest rates and 
credit expansion. Likewise a budget deficit in recession may not sta­
bilize upward if accompanied by credit restraint. Monetary and 
fiscal policies should work in tandem, as emphasized in the President’s 
Cabinet Committee report of October 25, 1959, “Managing Our Econ­
omy, Our Money, Our Budget, and Our Debt,”

Monetary policy should be the first line of discretionary defense 
against undue fluctuations in employment, output, and prices. It is 
fairly quick acting, flexible, general in application, indirect, and 
promptly reversible. It is more effective in preventing the excesses 
of a boom than in stopping arid reversing a business decline. Apart 
from its curative value in damping excesses through credit restraint 
and in slowing recessions and facilitating recovery through credit 
ease, monetary policy also serves as a preventive through the psycho­
logical impact which Federal Reserve signals convey to the business 
community. Federal Reserve Board action announces the state of 
thinking of a body of experienced and able men with their fingers 
constantly on the pulse of the economy.

Interest rates are prices. The arguments in favor of flexibility of 
individual prices apply with full force to the rates of interest. A t­
tempts to peg interest rates only make more difficult if not impossible 
the problem of stablizing the general price level. The additional 
interest costs of the national debt under economic conditions calling 
for higher interest rates are insignificant compared to the costs to the 
economy of maintaining under all economic conditions and inflation­
ary monetary policy. The same conclusion applies to the private 
economy.
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E. DEBT POLICY

Since debt policy has both fiscal and monetary aspects, it can and 
should contribute to stabilization at high levels. During recession, 
debt financing should improve private liquidity and reinforce easier 
credit policies. During inflation, debt funding should work in the 
opposite direction, to back up credit restraint and reduce private li­
quidity and private borrowing. The present maturity pattern of the 
debt structure hinders the use of debt policy as a positive stabilizing 
device, but should not require that it complicate the stabilization 
problem.

Rigid schemes for annual debt retirement regardless of prevailing 
economic conditions are now rarely advanced. They would require 
higher taxes and reduced spending in the face of a slump. A  statu­
tory debt limit may be equally perverse, where it is not raised every 
time it conflicts with stabilization policies. The statutory limit as it 
has operated in recent years, may provide false comfort; it breeds 
not fiscal discipline but fiscal delusion and fiscal subterfuge. No 
arbitrary rule can substitute for responsibility and restraint.

F. OTHER POLICIES

Government can contribute to high employment, price stability, and 
rapid growth in many other ways. One of its important functions is 
the collection and prompt dissemination of information. More and 
better information has many uses: improved forecasting for Govern­
ment stabilization policies; improved forecasting for business, which 
may reduce the size of the stabilization problem; information on job 
opportunities and labor supplies which enhance the mobility of the 
labor force and reduce the level of avoidable unemployment; informa­
tion on markets, materials and products of value to business which 
may contribute to investment and growth and to the mobility of capi­
tal; information helpful in planning educational programs and in 
retraining displaced workers, contributing to employment and to 
growth.

The information function overlaps with the function of education 
at all levels of government, whose main contribution is to maintain or 
accelerate growth rates. Our investment in labor (including mana­
gerial) skills is our greatest capital asset. A  balanced team of 
teachers, basic researchers, and applied researchers contribute to the 
steady stream of new developments which maintain growth in per 
capita income.

The Government can also help in maintaining a healthy competitive 
free enterprise system. There should be more enforcement of compe­
tition and less defense of competitors. Business needs relief from 
legislation threatening punitive action against firms which lower their 
prices as a consequence of reduced costs. Where economies of scale 
dictate a few large firms with limited scope for price competition 
without incurring the risk of antitrust prosecution or Congressional 
investigation, the need for new entry and benefits of competition might 
still be obtainable if we refrain from guaranteeing the domestic mar­
ket and domestic industries.
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Perhaps the thorniest public policy problem today involves the 
monopolistic power of labor unions to generate chronic inflation 
through their wage demands. This power is enhanced by the existence 
of giant business firms, by industrywide bargaining patterns that 
result in monopolistic abuses, by the spillover of wage gains in high- 
productivity gain industries to the rest of the economy, by the im­
munity of labor unions from antitrust prosecution, and by the will­
ingness of the Government heretofore to validate excessive income 
claims by labor through inflationary fiscal and monetary policies.

The chamber has no single or simple solution to offer. Much can be 
gained perhaps by better economic understandings on all sides, by 
business, labor, and the general public. More awareness is needed of 
the relation between productivity gains and permissible noninflation- 
ary wage increases; on the relation between profits and investment; 
on the importance of high and stable investment to high employment 
and rapid growth. Greater concern for the broader interests of society 
and the longer run interests of labor would reduce the differences 
between labor and management.

Two specious “solutions” the national chamber would oppose: resort 
to compulsory arbitration, which is not a solution at all but passing 
the buck, a euphemism for “letting George do it” ; and a periodic 
“summit” agreement between labor, management and Government 
on permissible wage bill increases, establishing the framework within 
which collective bargaining must proceed. A  “summit” decision on 
permissible annual increases in the total wage bill, like attempts to 
maintain rigid stability in a price index, of which labor costs are the 
most important component, reduces flexibility of individual prices in 
the most important of all markets, the market of labor. Where eco­
nomic conditions warrant it, some wages should be free to rise by more 
than the annual increase in national productivity; by the same war­
rant, other wages should not rise at all, or should conceivably de­
cline, in spite of national productivity gains. The solution in general 
terms is to make the labor market function as competitively as we all 
agree the product market should, and generally does, work.
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STA TE M E N T OF CO M M ITTEE FOR ECONOMIC  
D EVELO PM EN T

N o v e m b e r  3,1959.
Hon. P a u l  H. D o u g l a s ,
Chairman, Joint Economic Committee,
New Senate Office Building, Washington, B.C.

D ear  S e n a t o r  D ou glas  : This is in reply to your letter of October 2, 
1959, addressed to Mr. Alfred C. Neal, president of CED, which he 
has referred to me because the question you ask falls within the pur­
view of C ED ’s Research and Policy Committee.

You ask for “constructive suggestions as to public and private 
policies for reconciling and simultaneously obtaining the objectives 
of maximum employment, an adequate rate of growth, and reasonable 
stability of the price level.” This question covers almost the whole 
field of the work of C ED ’s Research and Policy Committee during 
the past 17 years. It also covers much of the work of the Commission 
on Money and Credit established by the CED. I cannot, in the time 
you specify, write the essay that an answer to this question would 
require or arrange the discussion among the members of our com­
mittee that would be necessary to formulate the position of our group 
as a whole. Instead I am enclosing copies of recent statements by 
C ED ’s Research and Policy Committee that bear on the problem you 
raise. Because of their length I  do not, of course, expect them to be 
included in the record. The statements 1 enclosed are: Defense Against 
Recession; Defense Against Inflation; Economic Growth in the United 
States; and the Budget and Economic Growth.

In addition I  should like to offer a few personal observations within 
the spirit of our committee statements.

First, may I  call attention to a lack of symmetry in the statement 
of the problem contained in your letter. The objectives to be sought 
are maximum employment, an adequate rate of growth, and reason­
able stability of the price level. Now I do not suppose that we take 
as an objective maximum employment in any literal sense. Surely we 
do not want to put our wives, children, and old people to work. Prob­
ably minimum unemployment is closer to what we want, but even here 
we would recognize that if the reduction of unemployment should 
require the sacrifice of other objectives it is not necessarily the other 
objectives that must give way. Probably all we can say is that we 
want the best combination of lowness of unemployment, speed of 
economic growth, stability of the price level, and other national 
objectives

Your letter asks for suggestions on policies for reconciling the 
three objectives you mention. This, of course, requires some position 
on the possibility of conflicts among these objectives and on the sources

* The statements referred to have been retained in the files of the committee,
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of such conflicts. I suppose a common assumption is that stability of 
the price level is or may be in conflict with both growth and high 
employment, whereas high employment is a very important or even 
sufficient condition for rapid growth. This common view rests on 
quite slender evidence and requires much more confirmation before it 
is accepted as the basis for policy.

I  would advance the hypothesis that in the long run any degree of 
employment and rate of growth that are achievable with any specified 
rate of foreseeable inflation w?ould also be achievable with a stable 
price level. The contrary view is mainly based on analogies with 
short-period rises of prices, production, and employment, generally in 
business recoveries. In such cases the inflation contributes to increas­
ing real employment and production, if it does not merely accompany 
it, because all prices and costs do not rise at an equal rate. For a great 
variety of reasons some prices lag behind others, so that the inflation 
involves changes in the relations among prices, including wage rates, 
rents, etc. These changes will certainly have real effects and they may 
be beneficial.

But if all prices changed in the same proportion this would be a 
purely nominal occurrence— like changing the word “dollar” to “shil­
ling”— and would not affect real quantities like employment, produc­
tion, or the rate of growth of production. A  long-continued infla­
tion, confidently and accurately anticipated, would tend to operate in 
this Avay. All prices would move pretty much in step. And it is hard 
to see why this should have real effects. A  long-continued inflation 
that is not foreseen, so that some sectors of the economy are always out 
of adjustment to it, would affect employment and growth. Whether 
the effects would be positive or negative is debatable, but not very 
important. The Government cannot successfully or morally run a 
continuous inflation with the intention of fooling a large segment of 
the population.

I  do not mean to suggest by the foregoing observations that any 
specified degree of employment or growth can be achieved with a 
stable price level. I  mean that any degree of employment or rate of 
growth that can be achieved in the long run with prices rising 2 or 
4 or 6 percent per annum can also be achieved with stable prices. I f  
the degree of employment or rate of growth that are achieved with 
stable prices are unsatisfactory, the remedy will not be found in 
inflation but will have to be sought elsewhere.

I  would like to comment briefly on the relation between the level of 
employment and growth. Obviously deep, dragging depression writh 
massive unemployment is unfavorable to growth. But I  do not believe 
that reduction of the average level of unemployment, or of the fluctua­
tions of unemployment, below the experience of the postwar years 
would make a significant contribution to the rate of growth. It is 
desirable to reduce unemployment, and we should seek ways of doing 
this. But it only diverts attention from the real factors affecting 
growth to think that major results can be achieved by raising the 
average level of employment from 95 to 96 or 97 percent of the labor 
force.

These observations, plus others contained in the statements I  have 
enclosed, lead me to the following suggestions, which I hope are con­
structive :
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1. W e should try to keep total money demand— total expenditures 
for goods and services— reasonably stable and rising at a moderate 
rate. It is a necessary condition for stability of the price level that 
demand should not rise too fast. Reasonable stability and moderate 
growth of demand are also favorable conditions for high employment 
and rapid economic growth. But we should not think that merely 
pumping up demand will raise employment and the rate of growth.

Government actions to influence the stability and rate of growth of 
demand lie chiefly in the fields of fiscal, monetary, and debt manage­
ment policies. These policies have been discussed by CED ’s Research 
and Policy Committee in several statements and considered by your 
committee on numerous occasions. I shall not enter here into the 
many problems that exist in this field. What seems relevant to the 
question raised in your letter is not technique but principle and ex­
pectation. The important point is that responsible behavior in this 
area is essential but cannot be relied upon to do everything.

2. I f  we are to achieve the levels of employment and production 
of which we are capable, workers must not demand as a condition for 
working, and businesses must not demand as a condition for producing, 
real incomes rising faster than their real productivity. This is a state­
ment about the real world, and is independent of the behavior of prices. 
The necessity for obeying this law cannot be removed by inflation. 
It simply means, for example, that if workers refused to work unless 
they received the real income of a movie star many workers would 
not find jobs, and that if this is a demand for real income no amount 
of inflation will solve the problem.

Keeping demands for real income from exceeding the growth of 
real productivity is a two-sided proposition. It involves on the one 
hand moderating the demands and on the other increasing the growth 
of productivity. In our society we rely mainly on the force of com­
petition to moderate demands for real wages, real profit margins, and 
other real incomes. I f  workers demand too high real wages or busi­
nesses demand too high real profit margins, some of the workers will 
not find work and some businesses will not sell their product. The 
competition of the unemployed workers and unsold products will 
moderate the demands. Possibly the organization of labor and busi­
ness has developed or may develop in a degree and manner that make 
wage and profit demands rather insensitive to unemployment and 
low production. This possibility, and means to deal with it, should, 
in my opinion, be central to your investigation. Only one of the 
numerous studies being conducted for your committee seems, by title, 
to be directly focused on this subject, This is entitled “Brief Memo­
randum on Antitrust Policy and Similar Policies To Halt Inflation.” 
I hope the memorandum will not be too brief, will not overlook poli­
cies with respect to labor organization, and will not assume that these 
policies are relevant to your investigation only as means to halt 
inflation.

The other way of keeping balance, namely, accelerating the rate of 
growth of productivity, I discuss under the head of increasing eco­
nomic growth, since rising productivity is the most important and 
valuable ingredient of economic growth.'
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3. I  would make three general observations about the problem of 
increasing the rate of economic growth.

First, a significant increase in the rate of growth will not be 
easy to achieve. An increase in the rate from 3 to 4 or 5 per­
cent looks like a small increase. In fact it is an enormous in­
crease. And big effects upon the rate of growth will be pro­
duced only by powerful causes.

Second, no single “key” will be found for increasing the rate 
of growth. The sources of growth are numerous and varied and 
so are the steps that must be taken to increase growth.

Third, growth is a “real” phenomenon, not a “monetary” one, 
and the steps that must be taken to increase growth are also “real” 
not “monetary.”

The following are important among the directions in which we 
should look for means to accelerate growth:

Increasing saving.— This is the necessary condition for increasing 
investment. The rate of private saving has in the past been a rather 
stable proportion of gross national product. It apparently will not 
be easy to change. Revision of the Federal tax system in the direction 
of relatively greater taxation of consumption may have some effect. 
Probably the most certain way to raise total saving is to run a larger 
Government budget surplus.

Increasing investment.— Increased saving is valuable as the neces­
sary condition for increased investment. The increased saving will 
by itself tend to encourage increased investment. This force may not 
be sufficient by itself, however, and, if savings increased, consideration 
may have to be given to tax revisions, such as accelerated amortiza­
tion, for stimulating investment.

Increasing research.— Technological advance resulting from re­
search is coming to be more and more recognized as a critical factor 
in the Nation’s growth and also in its security. Business and Gov­
ernment research expenditures are rising rapidly. But the size of the 
payoff from research is probably not yet fully appreciated in Gov­
ernment and in many businesses. More study of the economic returns 
from research is needed, and this may be an appropriate subject for 
study by your committee.

Increasing and improving education.— More and better education 
is one of the most productive kinds of investment we can make in 
economic growth as well as in other national purposes. Responsi­
bility for improving education is widely diffused in this country, as 
it should be. This means that improvement depends upon widespread 
appreciation of the need, which is coming, but not as rapidly as one 
would like. C E D ’s Research and Policy Committee is now at work 
on a statement which we hope will contribute to understanding of the 
need and of ways by which it can be met.

Increasing efficiency in the use of resources.— The American eco­
nomic system provides strong incentives for the efficient use of labor 
and capital, and on the whole our resources are used efficiently. But 
there are important cases in which this is not true, sometimes as a 
result of obstacles that Government has placed in the way of efficiency 
or that Government might remove. For example, there are large 
numbers of people employed in agriculture who could be more pro­
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ductively employed in other occupations. While we spend billions 
of dollars annually on the agricultural problem, very little of this 
expenditure helps bring about the occupational shift that would be in 
the interest of the farmers and of the whole Nation. Much of the 
Nation’s freight is inefficiently moved because transportation rates 
do not direct traffic to the most efficient carriers. In some industries 
obsolete work rules interfere with the efficient use of labor. I f  we 
place growth high on the list of national objectives, we must give 
close attention to public and private policies that may interfere with 
efficient use of our existing resources.

I hope that these observations and the enclosed policy statements 
will be helpful to your committee in its most important endeavors.

Sincerely yours,
T. V . H o u ser ,

Chairman, Research and Policy Committee,
Committee for Economic Development.
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ST A T E M E N T  OF TH E  C O O P E R A TIV E  LE A G U E  OF TH E
U .S.A .

Subject: “Can the Three Objectives of Maximum Employment, 
Adequate Rate of Economic Growth, and Reasonable Stability 
of the Price Level Be Reconciled and Simultaneously Achieved?”

INTRODUCTION

The Cooperative League believes that maximum employment, 
adequate economic growth, and reasonable stability of the price level 
can be simultaneously achieved.

W e believe, however, that this cannot be done unless important 
changes are made in present methods and practices. W e believe that 
present methods of attempting to achieve price stability, particularly 
those employed to prevent inflation, are frequently in conflict with the 
other two objectives. W e believe, furthermore, that artificial and 
in some respects dangerous methods are presently being used to 
maintain high-level employment and stimulate economic growth and 
that the use of certain better methods should be sharply increased.

We believe that expansion of cooperative and mutual enterprises 
of various sorts are one of such better methods, and one which can 
contribute much toward simultaneous achievement of the three ob­
jectives and to correcting the abuses in the methods now in use.

Of the three objectives, the key one is an adequate rate of economic 
growth. This is so because a truly adequate rate of growth can wipe 
out any harmful effects of inflation, it is the very antithesis of deflation, 
and strongly tends to increase employment.

Our economy has been growing substantially and fairly consistently 
ever since the trough of the 1929 depression. The popular conception 
is that growth was achieved during the thirties as a result of “artificial” 
stimuli from Government, that growth took place in the early forties 
due to the war, but that the growth achieved in the postwar period 
has been due to the “natural and inherent strength” of the American 
economy. This conception is to say the least questionable. It is 
probable that our economy has been subject to considerably more 
artificial stimulation from Government in the postwar period than 
was true in the thirties. And it is quite certainly true that some of the 
reforms of the thirties have sustained our economic growth during the 
postwar period to a considerably greater extent than is commonly 
recognized.

Meanwhile, certain new factors have arisen, or become much more 
powerful, in the postwar period which will severely threaten even our 
present rate of growth in the not far distant future. Principal among 
these are the accelerating advance of monopolistic controls in our 
economy, the potentially dangerous overexpansion of consumer debt, 
and the rise of an almost new science and art of consumer persuasion 
and motivation.
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A  fourth factor, now almost taken for granted, is the subsidy pro­
vided on the demand side of the economic equation by the huge military 
expenditures of the Federal Government.

A  fifth factor, which is beginning to be taken for granted also as 
the political influence of farmers declines, is the plight of the Amer­
ican agriculture.

The first question that requires consideration, however, is whether 
our present rate of economic growth is indeed adequate.

By comparison with the rate of growth of the economy of the Soviet 
Union, our rate of growth— probably about half that of Russia— is 
certainly inadequate. Especially is this true if we intend to continue 
to let the Russians choose the battleground for the cold war and if we 
continue to try to base our principal claims for the superiority of our 
system upon the sheer number of gadgets possessed by the American 
people. While this observation is somewhat beside the point of the 
committee’s study, we cannot refrain from observing that it is in 
fields other than the purely economic one where the Western system 
has its greatest advantages over the Communist one and offers the 
greatest relative benefits to mankind.

Some of these noneconomic values arise— or do not arise— depending 
on the methods and institutions which are employed in the economic 
business of production, distribution, and exchange. This is one of the 
reasons this statement will lay emphasis on the importance of coopera­
tive and mutual institutions,

Nevertheless, to return to the main course of the consideration, the 
rate of economic growth in the United States is of great importance. 
And it is at present inadequate from the point of view of effective 
competition in the cold war. It is also inadequate to choose but one 
example with respect to providing enough good housing for the 
American people at costs they can— or ought to— afford. And our 
present rate of economic growth will be increasingly recognized as 
inadequate as technological unemployment becomes a more and more 
serious problem.

This statement does not presume to set forth exactly what an ade­
quate rate of growth for the American economy would be. What it 
does contend is that that rate should be greater than it now is and 
probably as much as 50 percent greater. W e cannot be complacent 
simply because we produce more goods in one year than we did in the 
previous year. For one very good reason, because we have also 
produced a lot more children. Neither can we be smugly indifferent 
to the fact that few people engaged in agriculture are sharing in the 
generally prosperous condition that now prevails. Even less can we 
be indifferent to the decline in purchasing power of the agricultural 
segment of our economy. W e cannot be indifferent to any factors 
which either slow down or prevent acceleration of our rate of economic 
growth. Nor can we be indifferent to any factors which make our 
economy and even its present rate of growth more vulnerable to re­
tarding influences should they begin to assert themselves.

Among such factors are the following:
The principal methods now being employed to prevent what is 

called “inflation,” notably increasing interest rates;
The monetary system itself, depending as it does upon debt as 

the means of bringing money into circulation;
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The weak bargaining position of the Nation’s farmers and 
other small-scale enterprises in those segments of our economy 
where effective competition still exists;

Monopoly, artificially restricted production, and administered 
pricing— all of which are of one price;

Technological unemployment, coupled with our refusal to ex­
pand certain badly neglected fields wThere additional employment 
is needed from the point of view of the general public welfare;

The failure of the industrial economy to distribute enough mass 
buying power to sustain a market for the goods produced;

The consequent rapid and potentially dangerous increase in 
consumer indebtedness; and

The present reliance for maintaining even our present rate of 
economic growth upon the most cleverly devised and supremely 
“high pressure” methods of forcing sales of material goods and 
gadgets upon consumers without reference to their real needs. 
Not the least alarming aspect of this factor being the high pressure 
“sale” of debt itself.

It would, we realize, make for greater orderliness of this statement 
if it were to deal with each of these factors in order and separately. 
W e have attempted this. But so interrelated are the factors and so 
involved in cross relationship with the three objectives of the commit­
tee that we have concluded that this kind of organization of the state­
ment is impractical.

It will, therefore, discuss certain outstanding characteristics of our 
present economic situation referring to the above-listed factors as they 
become pertinent.

The appearance of economic health in our economy today is de­
ceptive in the extreme. American industry is generating nowhere near 
enough mass buying power to form a market for what it is pro­
ducing. The gap between total prices and total effective demand is 
wide indeed. That gap is caused by monopolistic, “administered” over­
pricing of most industrial goods in our economy (United States Steel 
Corp., in a statement entitled “Steel and Inflation: Fact Versus Fic­
tion,” says 88 percent of all prices are administered) and the practice 
of internal financing of capital expenditures, the cost of which is added 
to the price consumers pay for the goods.

Where investment in plant is financed from “internal” sources, that 
is, out of corporation surpluses arising in the course of business, the 
simple fact is that such plant is being paid for by consumers of the 
products of the industries. The cost of the new plant has quite obvious­
ly been added to the prices of the goods sold. Otherwise, the surplus 
could not have been accumulated. Thus, not only do monopolistic 
profits measure the gap between goods produced and effective mass 
buying power demand, but the cost of plant financed without the 
raising of additional capital must also be added in as a factor in that 
gap.

The gap is currently being somewhere near filled by the sum of all 
military expenditures, plus the increase in consumer debt, plus a con­
siderable portion of the increase in mortgage and long-term debt, plus 
local, State or Federal Government deficits, plus the losses taken by 
small and competitive businesses when they are forced to sell below 
cost of production as farmers in general are compelled to do.
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Despite this gigantic subsidy, amounting in total to perhaps $100 
billion a year, it is necessary for our manufacturers to resort to the 
most fantastic excesses of advertising and sales pressures to dispose of 
the flood of things they are pouring out.

The end is in sight. But for the astronomical burden of consumer 
debt which has been contracted and the rapid population increase we 
would have reached it already. American families may be— probably 
are— silly enough and conformist enough to think they must own two 
automobiles, a couple of televisions sets, a fancy refrigerator, and an 
overpriced suburban home. But few families will buy— now or ever—■ 
3 or 4 cars, or 4 or 5 television sets, or more than 1 refrigerator, or 
a home costing more than $50,000. The luxury market has its limita­
tions. One such limit is the limit to which the average young couple 
can expand the burden of family debt. Another limit is a healthy 
normal revulsion, signs of whicht are now unmistakable, against the 
ridiculous worship of material things into wrhich our present badly 
dictated economy has driven many of us. Still another limit so far as 
automobiles are concerned is the virtual impossibility of finding a 
place to park them, so that increasingly people use public transporta­
tion and— God save the mark— even walk.

Fortunately there is a corrective for much of this unbalance and 
abuse of resources which has already proved its effectiveness. That 
correcti ve is the extension of business ownership to many millions more 
people. It is a way the people can own some of the industrial plants for 
which they are actually paying. It is the organization of business 
enterprises by groups of people for the explicit purpose of meeting 
their own needs. It is consumer-directed production and distribution 
of goods and services. This corrective is the generation of more and 
more of a kind of competition that monopoly can’t frighten or buy 
out, but which can correct the worst of the abuses of the present situa­
tion for the simple reason that it exists to serve people’s needs, not to 
exploit their whims. This corrective comes into play through a form 
of business organization called cooperative or mutual business.

Let us illustrate.
Some 14 million American families are living in substandard or 

slum homes today. Millions more have spent far more in purchasing 
their homes than they should, in the interest of family financial sol­
vency, have done. Yet in some of our major cities there is, or at any 
rate has been up until very recently, considerable unemployment in 
the building trades.

The reason for all this is twofold. First we have not been building 
enough new houses nor doing nearly enough to cure big city blight. 
But, second, the houses that have been built have been mostly luxury 
housing. Comparatively few of them cost less than $15,000 and a 
family should have an income of at least $7,000 in order safely to afford 
a home that expensive. But only a minority of American families have 
incomes of $7,000 a year. In 1956 the Bureau of Labor Statistics 
estimated that 46 percent of American families could afford homes 
costing as much as $12,000. But even in that year only 27 percent of 
the houses built were priced that low. And that percentage is far less 
today.
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Our construction industry is building the kind of houses it wants 

to build, at prices it wants to charge— without any direct reference to 
what people generally need or can afford.

So a few intelligent people have had the idea of reversing this 
process and building the kind of homes the people do need at prices 
they can afford. The surest way to be certain you are doing this is 
to let the people who need the homes do the decisionmaking. In other 
words to organize a cooperative of the home-needers, build homes tail­
ored to their needs and pocketbooks, and enable them to own their 
own homes, cooperatively, after they are built.

Under such circumstances no high pressure sales efforts are needed. 
The houses are sold before they are built. They already belong to the 
families who are going to live in them before they are even constructed.

A  whole section of New York’s lower East Side has been changed 
from a slum into a beautiful law-abiding community of neighbors by 
this method. And the cost of this housing is 25 to 30 percent less than 
comparable commercially built housing. Average monthly charges 
including all costs in these cooperatives is $60 to $70 for four room 
apartments. That is $720 to $840 a year. Families with incomes as low 
as $4,000 can afford such costs for their homes without incurring addi­
tion debt.

But project this a bit further. Suppose in every major city there 
were competent service organizations, as there are in New York, ready 
and able to guide and advise groups of people needing homes so they 
could get them through cooperative housing. A ll that cooperative 
housing would be built to the specification of the people’s needs and 
pocketbooks. What would other builders do? They’d compete. 
They’d start trying to do the same thing— to go the co-ops one better. 
Some of them would succeed, in all probability.

And there would appear a solution to the housing problem of the 
American people without subsidy from Government and by the 
people’s own effort, investment, and use of intelligence.

Moreover we would achieve the kind of balance between supply and 
effective demand which could reasonably assure full employment in 
the construction industry into the indefinite future.

Price inflation would be effectively prevented because part of the 
competition in the industry would come from businesses belonging to 
the people who were going to pay the bill for its product.

The cooperative answer is really quite simple. Supply and demand 
can be brought into balance if the supply is of goods and services for 
which an assumed market exists and if the costs of such goods and 
services are within the ability of the people to pay.

But supply and demand will not be brought into balance if the sup­
pliers are in a position of monopolistic control, if they insist on prices 
far in excess of costs, and if they produce without direct reference to 
the real needs of those to whom they must sell.

A motivational expert recently said to a meeting of manufacturing 
executives: “Our job is not to produce what the people want but rather 
to make the people -buy what we want to produce.” This so-called ex­
pert was wrong. He was at least 50 percent wrong from the stand­
point of the people he was speaking to. And he was 100 percent wrong 
from the viewpoint of the Nation’s welfare.
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The consumer cooperative market is another example of how the 
impact of cooperative business on the economy tends toward a real 
and basically sound balance between supply and effective consumer 
demand and thus helps to create greater true economic health. Co­
operatives do not in general operate as “price-cutters.” As a rule 
they sell at going market prices unless their experience in the process 
of doing business shows that certain prices are economically inde­
fensible. On the other hand, since cooperatives belong to their cus­
tomers, they resist, for altogether obvious reasons, price increases. 
Thus they are natural, built-in stabilizers.

The well-established, well-managed consumer cooperatives in the 
country are able to return to their patrons patronage refunds of be­
tween 1 y2 and 4 percent per year. This means that this amount of 
money, which in the case of the competitors of the cooperatives goes 
into profits, is returned to the buying power stream through the pockets 
of the cooperatives’ patrons. In practical effect what has happened is 
that a price reduction equal to wdiatever the actual experience of the 
year in question has shown to be possible is granted to the patrons of 
cooperatives at the year’s end.

It is evident that, broadly enough applied, this sort of economic 
operation tends to keep effective consumer purchasing power demand 
in balance with supply. And the competitive effect of the consumer 
cooperative is to prevent monopolistically administered price in­
creases from being forced upon the economy.

Eural electricity offers an excellent example of how cooperatives 
can bring about three very beneficial results for the entire economy. 
The history of rural electric cooperatives shows how cooperatives 
can (1) meet an unmet human and economic need which other forms 
of business could not or would not meet, (2) expand the economy into 
new fields and develop new markets previously nonexistent, thus com­
pensating for unemployment as it develops in other industries, and 
(3) by means of their competition restore a more healthful condition 
to a whole industry. By a healthful condition we mean one where 
the industry produces as abundantly as it can, reduces prices of its 
product or service as much as is economically practicable, and expands 
employment by broadening the market for its goods or services either 
through price reductions or better products or more service at the 
same price.

As has been said it is of basic and critical importance that we in­
crease the rate of growth of our economy, particularly as technological 
unemployment mounts in the mass production industries. One of the 
best ways conceivable to increase the rate of growth is to develop 
enterprises that supply goods or services that fill hitherto unfilled 
real needs of the people— or part of the people. What takes place in 
such a case is a kind of horizontal expansion of the economy into areas 
where it previously did not exist at all.

This is what the rural electric cooperatives accomplished.
They accomplished it because they operate from a service or mutual 

aid motivation rather than a profit motivation. In other words, be­
cause they are cooperatives.

The facts are relatively simple and quite well known. In 1935, 
before rural electric cooperatives began to be organized, only about
11 percent of U.S. farms had electricity. By 1959, 4,500,000 or more
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farmers and rural consumers had built for themselves 1,000 coopera­
tive electric distribution systems. And 96 percent of all farms in the 
United States had electric service.

Prior to the coming onto the scene of the electric cooperatives the 
power companies made studies to see whether or not it would be 
profitable to serve farmers. They concluded it would not be. They 
concluded their rates would have to be somewhere around 75 cents a 
kilowatt-hour for rural customers. They declared that farmers 
never would be able to afford electricity.

These power companies had then, each in its own area, a tight 
monopoly of the power business. They control 86 percent of it today. 
But for the electric cooperatives those companies would have no 
competition at all except a little from publicly owned plants, which 
is why they spend millions of dollars every year attacking electric 
cooperatives. The conclusions of the power companies, from their 
own point of view, were probably right. Certainly, compared to the 
lush business of congested cities and large industrial plants, the rural 
market was and is a thin one and an expensive one to serve. From the 
iewpoint of a profitmaking enterprise— particularly one in a 
monopoly position— it was inadvisable to serve the farms and rural 
areas.

But from the viewpoint of the national welfare to say nothing of 
that of our rural population it was not only advisable but necessary to 
electrify the farms and rural communities. Indeed had it not been 
done the production miracles performed by our farmers during and 
after World W ar I I  would have been impossible. Furthermore, a 
great new area of economic activity was opened up by the electric co­
operatives. Their member-customers are still, after a quarter century, 
expanding their use of electricity about 50 percent faster than the rest 
of the country. A  market for some $13 billion worth of electric ap­
pliances and equipment— the amount bought by farmers since the 
electric cooperatives began— has been created. And it, too, continues 
to expand.

Private monopoly seeking maximum profit return will always en­
deavor to impose an artificial scarcity of its product or service on the 
country in order to maintain its monopolistic price structure.

This is the road to economic stagnation. Eighty percent of our in­
dustry is well on the road to that kind of situation.

It is fortunate that there is a corrective for such conditions which 
can be applied in some industries at least. The electric cooperatives 
applied it in the power business— and brought rates down sometimes 
by as much as 50 percent below what the monopoly charges had been.

The point is that the cooperatives approached the question of elec­
trifying the countryside with a different motivation. Their motive 
was to meet the needs of the people who had organized them and who 
owned them. From that viewpoint there was only one answer. Of 
course the countryside must be electrified. The reason the coopera­
tives had this viewpoint was because the cooperatives were—quite 
literally—the people who needed the service. What the great power 
companies said couldn’t be done they did—and at costs equal to only 
a fraction of what the power companies said would be required.

Here we can also see the natural effects of cooperative enterprise 
upon the problem of price inflation. The greatest benefits, both to
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their members and to society as a whole, from cooperative electricity 
have come where there has been established cooperative generation as 
well as cooperative distribution. In such cases a full yardstick of 
what costs of electricity actually needs to be is set up.

One example of the counterinflationary influence of consumer-owned 
business is provided by the record of Dairyland Power Cooperative. 
Between 1947 and 1958 the cost-of-living index rose 29.2 percent. In 
the same period Dairyland succeeded in reducing the cost of power to 
its customer-owners, the distribution cooperatives, by 34 percent. And 
all this reduction was passed on to the farmers and other rural cus- 
tomer-owners of the distribution cooperatives, 100,000 in number.

During these same years Dairyland paid more than $15 million in 
interest and principal on its loan from Rural Electrification Admin­
istration.

In contrast to monopolistic business, cooperatives by their very 
nature must always seek to provide an abundance of goods and serv­
ices at the most reasonable practical cost, This, quite obviously, is as 
dynamic as the monopolistic practices are stagnant.

Just how much has been added to our rate of economic growth as a 
result of cooperative rural electrification cannot be estimated. Nor 
can we tell exactly how much more serious a problem technological 
unemployment in the power industry would be if our rural areas were 
still in darkness. Neither can we precisely measure their effect in 
retarding total price inflation.

But there is no reasonable doubt that the difference in all three cases 
is substantial. And there is no doubt at all that the net impact of 
cooperative enterprise on the economy is in the direction of more rapid 
growth, more nearly full employment, and price stability.

One reason the rate of economic growth must be increased is be­
cause of the unmistakable appearance of substantial technological un­
employment in our economic life— for the first time in our history.

Three examples will have to suffice. Every major airline in the 
country has reduced the number of pilots in its employ— and is still 
reducing that number— for a very obvious reason. The huge jet 
planes carry twice as many people twice as fast.

The automobile workers union had almost iy2 million members a 
few years ago. Its plans for the future are based on the assumption 
that there never will be more than 1 million people employed by the 
automobile industry again.

The number of textile production workers in the United States was 
1,146,300 in 1947, 947,000 in 1959, and 820,000 in March of 1958. It 
is still going down.

Should our rate of economic growth be slowed we would be faced 
with a tremendous volume of technological unemployment. Indeed 
unless that rate is increased this problem will become more and more 
serious.

It is the contention of this statement furthermore that the expecta­
tion of reemployinug any large percentage of those displaced workers 
in the manufacture of more physical products for sale to consumers is 
probably hopeless. Unless we learn rather quickly that our children 
are, in simple justice, entitled to a good education in uncrowded class­
rooms, taught by decently paid and not overtired teachers— unless we 
begin to conceive slum clearance and urban redevelopment as some
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where nearly as important as paving a quarter of the country with con­
crete highways— unless wre give earnest attention to expansion of health 
services and juvenile crime prevention— unless we begin to see that 
full employment is going to be impossible unless there is sharp expan­
sion of work in fields directly servicing the general welfare, we are 
in for serious trouble.

No great civilization has ever been built or ever will be built on an 
unlimited increase in the consumption of material gadgets and satis­
factions. Our country will be no exception.

Clearly many of these fields ŵ herein employment can and should be 
expanded are practical only as public enterprises. But to the greatest 
extent possible we should develop them through the peoples’ own initia­
tive. Take health services as an example.

It simply is not possible for individual families to afford the high 
cost of modern medical care if they have to pay for it on an emergency 
fee basis whenever illness strikes. W e will not improve the health 
of our Nation nor add to the people employed in this field unless we 
apply methods that will make it possible for the people to share the 
risks together, applying the mutual insurance principle, and to pay 
average costs on a regular budgeted basis. This is what prepayment 
for health care is all about.

The Nation already is dotted with successful cooperative or group 
health plans which enable large numbers of people to afford the best 
of modern medical care, including health maintenance and the pre­
vention of illness. Such plans are based on the same principle as other 
types of mutual and cooperative enterprises. The aim of these plans 
is not to make money out of people’s sicknesses but to keep them as 
well as possible. Doctors associated with such plans are assured a very 
good income whether the subscriber-members of the plan get sick or 
not. The cost to the subscribers is based not on the unpredictable 
health outlook of individual families but upon the quite predictable 
need for medical care of large numbers of families— both well ones 
and sick ones. The cooperative principles of sharing and organizing 
people’s needs and establishing the means of meeting those needs is 
applied. I f  the amount of money now actually being spent on the 
average by American families for health and medical care were chan­
neled into monthly payments for comprehensive care through coopera- 
tive-type health plans it would be enough to pay, at present rates 
charged by such plans, for the best and most complete modern medical 
care for everyone.

It is not so much, in this case, a need to devote more expenditure to 
health care as it is to spend what money we do spend in the wisest 
and best way.

The point here is that we are not compelled to choose between 
disorganized, solo-practice, fee-for-service, high-cost medical care 011 
the one hand and Government medicine on the other. It is possible to 
make a middle way wTork as the means of expanding and improving 
health services and above all making them more available to the people. 
This can be done if enough people join together to accomplish it in 
each community. It can be done if they organize health plans whose 
purpose is improvement of health and if they pay their pro rata share 
of the cost of the care, by balanced groups of doctors, of the entire 
group. This is cooperation at its best,
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Maximum employment, adequate economic growth, and reasonable 
stability of the price level cannot be achieved either simultaneously or 
otherwise if some segments of the economy are impoverished and dis­
advantaged for the unjustifiable benefit of other segments.

As monopolistic controls are extended more and more broadly and 
into more and more industries the plight of those segments of the 
economy wThich remain competitive becomes more and more serious.

This is the trouble with small business today.
It is the root of the trouble in agriculture. Until the causes of the 

problems that afflict our agriculture are honestly faced it is out of the 
question to expect solutions to be found and applied.

Those causes are not hard to find. In a sentence : Most of U.S. 
industry, including nearly all of it with which farmers have direct 
dealings, is monopolistic in character. Price competition is a thing of 
the past and prices for industrial products which farmers must buy 
are “administered” upward quite regardless of economic conditions 
including supply and demand relationships. Production is controlled 
in order to protect the price structure; a degree of scarcity is deliber­
ately maintained.

In contrast, agriculture remains a highly competitive business. No 
one among the 5 million farmers of the Nation can possibly affect total 
volume of supply to any measurable extent. A ll of them know this. 
Furthermore, farmers like other people have to make a living. The 
wherewithal for that purpose is measured by the number of units sold 
times the price. The lower the unit price the harder farmers neces­
sarily will try to produce more units. Lower prices for farm products 
do not tend to reduce, but rather to increase, the so-called surplus. 
Obviously, too, farmers have to plant and plan production many 
months before harvest, They cannot control production or main­
tain price levels, and probably wouldn’t even if they could.

Hence prices received by farmers tend downward; prices paid by 
farmers tend upward. Prices received by farmers are the result of 
fall production sold at whatever price the market will bring. Prices 
paid by farmers are mostly fixed, largely by administrative action.

This is why the parity index hovers around 80, which means agri­
culture suffers a chronic loss and injustice of about 20 percent of the 
share of national income to which it is entitled. It is why, between 
1947 and 1957, the prices of industrial products rose 26 percent while 
farm prices fell 5 percent. And this despite the fact that production 
per man-hour was going up 90 percent in agriculture compared to only 
24 percent for all nonfarm industry. The benefits of greater techno­
logical efficiency have been passed on to buyers by agriculture. Had 
this also been done by other industries including those ŵ ith which 
farmers deal, the parity index would be 100 or thereabouts and farmers 
would have little legitimate complaint.

In general, agriculture in the United States is conducted on a full- 
production, market-determined price basis. Except at the compara­
tively low levels where price-support programs come into play farmers 
take for their abundant crops whatever the market will bring. This 
full production at freely determined prices for consumers is the basis, 
and the only basis, on wrhich, in a free economy, we can expect to build 
full employment, adequate growth, and general price stability. Be­
cause so much of our economy has been allowed to become monopolistic,
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farmers suffer economically for the reason that they operate in the 
manner best calculated to serve the Nation’s best long-run interest.

For unless, as technological progress continues the benefits are passed 
on to the Nation as a whole, as consumers, there cannot take place a 
broadening of the market nor enough expansion of production to 
prevent mass technological unemployment from becoming rampant.

This simply is not happening in most U.S. industry. And to com­
pound the tragedy of our agriculture it is not even happening with 
respect to the ultimate consumers of farm products. Only the middle­
man processors and marketers of farm products get the benefit of the 
low prices farmers receive. Thus by taking lower prices farmers do 
not build for themselves a broader market. They only line the pockets 
of processors and marketers of food products. Costs of food to con­
sumers go right on up. Between 1950 and 1958 the cost of food to the 
average family went up $122. But farmers receive $12 less for this 
food in 1958 than they had 8 years before. Processors and middlemen 
got $134 more.

This brings us to a third phase of the cause of the so-called farm 
problem. Agriculture has achieved to only a minor extent the inte­
gration that marks most of the rest of U.S. industries. Unless such 
integration takes place there is little hope of improving the economic 
bargaining power of farmers, or increasing the income of agriculture, 
or boosting rural buying power to the level where the rest of the 
economy needs to have it.

A  more adequate degree of the right kind of integration for agri­
culture could restore balance. This is the only practical way such 
balance can be restored unless the monopolistic power in other indus­
tries is broken where it exists. There is no sign on the horizon that 
this is even being seriously considered.

So integration appears to be agriculture’s only answer.
Some integration has taken place already. One kind has been car­

ried on by agencies outside agriculture which have integrated the 
farmer into their operations. Feed companies are the outstanding 
example so far. But processing corporations and chainstores are 
likely agents as well. The results of this sort of integration have 
been ruinously low prices for farm products involved— broilers as an 
instance— and the reduction of the farmer to the status of a wage- 
maker with no source of income except that allowed for prescribed 
routine operations.

The other kind of integration is the best hope of restoring pros­
perity to agriculture, of increasing farmers incomes, of making possi­
ble the survival of the American pattern of rural living. This second 
kind of integration takes place through the organization of coop­
erative businesses by farmers whereby they can themselves own a 
portion of the businesses related to agricultural production, either as 
suppliers or as processors and marketers. The principle of coopera­
tion is thus applied to enable a large number of weak economic bar­
gaining units to become strong, by joining together in mutual aid 
of one another. Thus it becomes possible for farmers to add a small 
percentage of the earnings of the very prosperous petroleum industry 
to their incomes by the simple process of owning that part of the bus­
iness which supplies farmers with petroleum products. It becomes 
possible for farmers through their cooperatives to own and operate 
part of the fertilizer business and to run it for the benefit of farmers—
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at full production at the lowest economically sound cost. The result of 
this particular operation has been that whereas between 1953 and 
1958 prices paid by farmers for all inputs of their farms went up 5 
percent, costs for fertilizer went down 2y2 percent. This was because 
about 25 percent of the fertilizer business is cooperatively owned by 
the people who use the fertilizer.

Cooperative ownership by farmers of part of the industries that 
supply farm inputs thus works three ways. It gives to farmers some 
degree of control over their costs of operation. It adds to the income 
of agriculture some of the margins of related business. And such 
cooperative action by farmers enables them to gain a degree of eco­
nomic bargaining power without which, in the kind of economy we 
have today, their cause is quite hopeless.

The cooperative farm credit system enables farmers in effect to pool 
their own credit for the mutual benefit of all, to borrow their own 
pooled credit on their owTn terms, and to build their own financial 
security by paying interest to themselves through their own coopera­
tive institution. This helps. Cooperative farm credit institutions 
have gone a long way and will go still further in making farmers, 
despite their generally weak bargaining position, independent of the 
rest of the economy so far as credit is concerned. Interest rates paid 
by farmers have been cut down by half from what they were before 
the advent of cooperation in this field.

Almost one-fourth of all farm crops are marketed through coop­
erative marketing associations. But a real approach to a solution of 
the so-called farm problem will come only as farmers begin to share 
with consumers in both income from and control over the processing, 
packaging, and distribution of food products. Were a portion of 
farm products processed, packaged, and distributed from farm to con­
sumers table by businesses cooperatively owned by either farmers, 
consumers, or both, the situation where low farm prices are not re­
flected in lower costs to consumers could be cured. The competition 
of such cooperative businesses would result either in better incomes to 
farmers, or lower costs to consumers, or probably both. A  yardstick 
of cooperatively owned enterprises which could carry raw products 
clear through to the consumers table under ownership of farmers or 
consumers would bring about direct dealing between farmers and 
consumers. And this would mean that if consumers paid higher 
prices this wrould result in bolstering agricultural income; and that if 
farmers’ prices fell the market for their products would actually be 
expanded because prices paid by consumers would go down. Mean­
while, again, a portion of the earnings of businesses related to and 
dependent on agriculture would be added to the income of rural 
America thus restoring economic balance and improving general 
economic health.

Belated to both the plight of competitive business, like agriculture, 
in a monopoly-dominated economy and to the problem of inflation are 
the facts about administered pricing. Briefly those facts are that we 
should have had practically no price inflation in the 1950’s if so-called 
natural economic influences had been able to operate. The competi­
tive sectors of the economy were responsible for price increases of less 
than 1 percent in the years 1953 to 1958. But both those industries 
and all the Nation as consumers were saddled with an overall rise of 
8 percent in the wholesale price index in those years. Eighty-five
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percent of this increase was accounted for by the very substantial 
boosting of prices in the monopolistic, administered-price industries. 
Steel prices were upped 37 percent, automobile and machinery prices 
22 percent, tobacco prices 15 percent and so on.

Farm prices, meanwhile, as have been noted, fell by 5 percent, tex­
tile prices almost as much. Both capital and labor in the monopolistic 
segment of our economy are profiting at the expense of the remaining 
competitive segment and of all the people, including themselves as 
consumers. Instead of passing the benefits of automation and in­
creased technological efficiency off to consumers in lower prices or in 
better products at the same prices, these industries are attempting to 
plow these benefits back into their own structures. Neither an ade­
quate rate of growth, nor full employment, nor price stability can be 
obtained under these conditions— let alone all three of them at once.

Are economic growth and maximum employment compatible with 
price stability? Can inflation be prevented and adequate growth 
and full employment be had at the same time?

Before we discuss these questions it is pertinent to observe at least 
in passing that deflation makes economic growth utterly impossible 
and condemns a large section of the population to unemployment. 
Under present world conditions, however serious a problem an infla­
tion would be to the United States, it is well to bear in mind that a 
deflation would bring infinitely worse consequences— among them in 
all probability a loss of the cold war.

So any measures taken to try to control inflation should be 
selected— and used— with great care and constantly watched to make 
certain that they do not result in deflation.

What inflation really means is a relationship between money and 
goods whereby the supply of money is increasing at a more rapid 
rate than the supply of goods to be purchased with that money.

It is doubtful that our country is at present suffering from inflation 
in this true sense of the word.

What we have had in the past few years is a price inflation, caused, 
almost wholly as has just been shown, by the arbitrary increases in 
prices of monopolistically controlled products.

About this central cause of price inflation we hear almost nothing 
from official sources. Instead we hear the very kind of ominous 
warnings of impending monetary inflation which have been one of the 
major causes of true inflation in the past.

The first thing that needs to be done to stop any inflation that may 
actually be threatening us— aside from the inflation of administered 
prices—-is for our national leaders to stop creating the very atmos­
phere in which inflation is most likely to take place.

It must be recognized at the same time that under our present 
monetary system the danger of both inflation and deflation are ever 
present. And the inflationary danger is compounded by the $11 
billion a year motivational advertising campaign against consumers’ 
pocketbooks. Under our existing monetary system nearly all the 
money we use as our national medium of exchange is created by 
private banks and financing institutions and take the form of debt 
to them. This may be the debt of a consuming family, or of a busi­
ness, or of the National Government itself.

One way, therefore, of bringing on a true inflation is to encourage 
people to go into debt. This we are doing with a vengeance, as has
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been observed several times in this statement. Furthermore, we are 
currently m a k in g  each debt harder to pay and requiring still more 
money to pay it by hiking interest rates.

Increasing interest rates is about as dependable a method as could 
be devised for assuring a further inflation of prices, since the cost 
of money enters into the cost of practically all goods and services 
that are produced. In the case of housing for example a 1-percent 
increase m interest has been shown to require a $2.25 per room per 
month increase in rent for low-cost housing. But what is equally 
serious is the increase in consumer debt which is taking place. It 
has been reliably estimated that somewhere between 30 and 40 per­
cent of the incomes of lower income families is now obligated for pay­
ments on installment purchases and debt. In 1959 almost 15 percent 
of all consumer income was so obligated. In 1950 the volume of con­
sumer debt in the country was $18 billion. In 1959 it was $47,900,000. 
Much of this increase in debt represented newly created money or 
extension of credit. Much of it involves exorbitant, though fre­
quently concealed, interest rates— usually called carrying charges.

The huge volume of this debt makes our entire economy far more 
vulnerable to any slight reduction in economic activity and in the 
income floŵ  to families than would otherwise be the case. It takes 
far less of a decline in employment to cause families to be unable to 
pay their debts and thus to set off a succession of defaults with possible 
serious deflationary results.

And yet our whole structure of super high-pressure salesmanship 
depends on constant and very large increases in debt on the part of 
consumers, and does everything it can to encourage such increases. 
This is due basically to the fact, outlined earlier in this statement, that 
the economy is not generating enough mass buying power in the hands 
of people generally to form a healthy and normal market for the flood 
of goods that could so readily be turned out.

So we are caught in a vicious circle which becomes the more vicious 
and dangerous with every one-fourth of 1 percent increase in interest 
rates.

There is a readily available remedy for part of the debt problem. 
Borrowing is not inflationary7 if savings are the source of the funds 
borrowed. The real danger from ballooning debt in our economy is 
that most of it has newly created money as its source. In this case 
repayment of the debt— or default and the writing off of debt— has 
the effect of actually reducing the volume of money in circulation. 
This was what lay close to the root of the 1929 collapse.

There are however, lending institutions in the country which do 
their business wholly on the basis of assembling the savings of natural 
groups of people into pools from which members of those same groups 
can borrow in time of need. These are the credit unions. Some 11 
million American families are credit union members and nearly $4 
billion of the consumer debt we have been discussing is completely 
noninflationary debt brought about by credit union members borrow­
ing from their own pools of savings in their credit unions. Were all 
the consumer debt of this character there would be little to worry 
about in connection with it. Not only so but the process of using their 
credit unions makes it possible for each group of borrowers to actually 
pay interest to themselves and thus to build their financial security. 
This is another example of how institutions built in the mutual aid
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principle and doing business for the purpose of meeting directly a 
need can bring a degree of health to our economy. It is also an ex­
ample of what can happen when the people keep control of their own 
savings and resources.

Incidentally credit unions have not raised interest rates. They 
have kept their rates where they were despite all the outcry about 
the “necessity” of higher rates. W hy? Simply because it has not 
been necessary to raise interest rates. And because credit unions are 
in business from a service motive to provide credit to their members 
at the most reasonable practicable cost, They are not in business 
for the purpose of boosting the cost of their service as high as the 
traffic will bear. They are, therefore, important stabilizing influences 
in our economy today. They are important factors in resisting 
inflation.

The same in general can be said of cooperatively oriented mutual 
insurance companies. The purpose of such companies, started as 
they have been by groups of people seeking to provide themselves with 
insurance, is to reduce premium costs as much as they can. They 
furthermore regard the savings of their policyholders as money held 
in trust for their policyholders benefit. Therefore, such insurance 
companies endeavor to give their policyholders as much active part in 
control of their companies as possible. And they make their invest­
ments as much as they prudently can in enterprises that will directly 
benefit their policyholders and society as a whole, rather than just in 
the already capital rich “blue chips.”

It would be unrealistic to say the least, however, to suggest that 
cooperative-type financial institutions are at present strong enough 
influences in the economy to stem an inflationary tide if it actually 
started to roll.

For the fact is that our present monetary system makes our whole 
economic welfare dependent upon increasing debt. Under our pres­
ent system it is only by expanding debt that we can obtain the money 
supply which is a necessary conditon for adequate growth and maxi­
mum employment. Our money is manufactured by the private com­
mercial banks of the country when they make loans and even when 
they make investments other than out of savings deposits. This 
rather strange and almost certainly unconstitutional method of giving 
away the basic public function of money creation to private interests 
results from the system of fractional reserves upon which our com­
mercial banks operate. With reserve requirements fixed at their 
lowest point in many years by the Federal Reserve Board— namely, 
at less than 20 percent— commercial banks can manufacture demand 
deposit credits almost at will and lend them into circulation at 
interest, With a 20-percent reserve requirement in effect the banks 
are able to lend about five times as many dollars of newly created 
checkbook money as they possess in reserves of actual cash or credit 
on the books of the Federal Reserve banks. Thus when the banks buy 
Government bonds they use the credit of the Government and the 
people— namely, the power to create money— with which to buy them. 
The interest they receive amounts to an outright subsidy by the 
Nation to the bank. It is a payment of interest by the Government 
upon its own credit. In 1951 interest on the national debt was about 
$5%  billion. Today it is in excess of $8 billion.
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Because the Nation has thus given away its money-creating power 
it is presumed that it must not itself exercise that power. A t least 
it never does so. The closest we ever come to doing so is when the 
Federal Reserve banks create new Reserve bank credit, For while 
the Federal Reserve banks are wholly owned by the private banks 
of the system they are nonetheless subject to some degree of public 
control, through the Congress and the executive department. As long 
as the Federal Reserve Board and banks recognize themselves as 
exercising the essentially public and governmental function of creat­
ing and controlling money there is a chance of the system working 
reasonably well.

But in order for this to be the case the Reserve System must act in 
the public interest rather than that of the private money-lending 
agencies of the country.

There have been times when the Federal Reserve Board came close 
to doing this. There was a time when its governmental power was 
used to maintain the price of Government bonds at par and thus to 
prevent any necessity for raising interest rates thereon. As long as 
everyone knew that the Federal Reserve would use its essentially 
governmental power to provide a market for Government bonds at 
par they could be sold elsewhere at par. And it was not necessary 
to increase their interest yield in order to sell them.

But this practice was abandoned a few years ago.
Furthermore, there is a way in which any danger of inflation can 

be directly avoided if the Federal Reserve Board will use it. This is 
the power of the Board to increase reserve requirements in the com­
mercial banks. By increasing reserve requirements the privilege of 
the banks to create more new money can be directly and certainly 
curtailed.

The present Federal Reserve Board, crying loudly about the 
“danger of inflation'’ has actually reduced reserve requirements in­
stead of raising them. On the other hand it has chosen to increase 
interest rates on the excuse that this was “necessary” to control 
“inflation.” Enough has been said to make quite plain why this 
statement contends that the Board has been wrong in both decisions 
and why its present course is more likely to cause inflation— at least 
price inflation— then to prevent it. Incidentally, the profits of com­
mercial banks have risen from less than $300 million in 1949 to a 
record high of about $1,400 million in 1958. They hardly seem to 
need favors.

It is difficult to see how we can assume adequate rate of growth 
and maximum employment with reasonable price stability as long 
as wre rely on the debt-inoney system we now have. Increasing debt 
is the price that must be paid to bring needed money into existence 
and make economic growth possible. The synthetic money created 
in this process is subject to sudden destruction by the simple process 
of reduction of debt. And the U.S. Government forces itself to pay 
interest on its own credit,

It is time some changes were made.
The Government of the United States should assume responsibility 

for creating from time to time, by its own action and without expand­
ing its debt, enough new money— and no more than enough— to ac­
commodate the expansion of productive capacity in the economy and 
maintain reasonable price stability. Until this is done the three objec­
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tives of the committee will be difficult indeed to realize simultaneously.
Were the Government to assume its proper duty with respect to 

money creation it would be necessary correspondingly to curtail the 
money-creating powers of the private commercial banks. This how­
ever could readily be done by a gradual increase in reserve require­
ments.

Under such a scientific monetary system it would become possible 
gradually to reduce the mountainous burden of our present national 
debt. It would also be possible to guard effectively against either 
monetary inflation or monetary deflation.

Whether or not such a rational approach to our monetary problems 
is taken there would remain in any case the problems of monopoly, 
administered prices, and all the consequences flowing therefrom.

One of two courses of action are possible. The first is for Govern­
ment so to break the power of monopoly where it exists that the 
prices of goods and services will once again bear some kind of rational 
relationship to the social usefulness of those goods and to the incomes 
of the people who are supposed to buy them. But there is not the 
slightest indication that any such course of action is contemplated. 
Nor does past history offer much evidence that it could succeed if 
tried.

The other course is to develop the one kind of competition which 
can best survive in such an economy— the competition of user-owned 
or patron-owned, cooperative-type enterprise. Such a course offers 
the added advantage of influencing not alone the price at which goods 
and services are offered to consumers, but also the kinds of goods 
and services that wTill be produced. For cooperative, consumer- 
owned businesses must produce and distribute those goods and serv­
ices which their consumer owners most need, whether it be housing, 
health care, electricity, credit, fertilizer, petroleum products, or 
groceries.

This is what this paper is all about. It does not presume to say that 
the competition of cooperative enterprise as today constituted can 
restore economic balance in the United States, But our paper does 
presume to point out that cooperative enterprise has done and is doing 
precisely that in Scandinavia. And that grown large and strong 
enough it could do it here.

A  number of examples have been given to show the beneficial effects 
of the presence and competition of cooperative enterprises in such 
fields as housing, household necessities, rural electricity, health care, 
petroleum products, fertilizer, credit, and insurance. W e have seen 
how employment can be expended under the impact of cooperative 
enterprise— as well as directly by it— because such enterprise must, 
being consumer owned, always conduct itself on a full production at 
lowest economically sound price basis. W e have seen how the service 
motive, or mutual aid motive can bring about expansion of the econ­
omy into brandnew areas which profit-oriented business naturally 
has shunned. And we have observed that a strong and integrated 
development of cooperatives in related businesses under farmer owner­
ship offers the best if not the last hope of rescuing our agriculture.

All of these influences are in the direction of the three objectives of 
the committee. It is our contention that an expansion of cooperative 
enterprise in the United States to three or four times its present 
volume so it would be doing about 10 to 12 percent of the Nation’s
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total business would be of very great value in making possible realiza­
tion of an adequate rate of growth, maximum employment, and price 
stability.

Only our major point remains to be made, or rather reemphasized. 
In broad generality the trouble with our economy at present lies in 
the overwhelming economic power of a comparatively few huge pro­
ducing units. They are in positions of absolute control of great 
segments of our economic life. To maintain that control they must 
control, and to a degree restrict production. To benefit from that 
control they “administer” prices of their products unjustifiably up­
ward. Most serious of all they seek to retain a lion’s share of the 
benefits from increased technological efficiency instead of spreading 
them broadly among the population and thus assuring not only the 
economic health of the Nation but that of their own industries as well. 
These giants are in fact their own worst longrun enemies.

What remedy can be proposed for this situation. There is, in the 
end, only one economic force that can balance the powTer of monopolist- 
ically organized producers. Even if a monopoy of the cracker industry 
were to perfect a completely automatic cracker factory requiring no 
labor at all— there would still have to be someone to buy the crackers 
or the factory would be worthless.

The natural— and only effective— countervailing force to industrial 
monopoly is the organized buying power of the people as consumers. 
To bring about such organization of consumer buying power the best 
if not the only available instrument is the cooperative. Organized 
consumers cannot, in pursuing their own natural economic interest, 
fail to represent the economic interest of the Nation as a whole. After 
all the Nation is the people and their one common economic interest 
is their interest as consumers.

It is not necessary that cooperatively owned automobile factories 
or steel mills be established alongside cooperative oil refineries and 
fertilizer plants in order to deal with America’s current problem. 
It is ony necessary that the buying power of consumers of the various 
monopolistically produced products be organized to a sufficient extent 
so that their economic bargaining power will somewhere nearly equal 
that of the producing companies.

Admittedly this is a tremendous task. But it is to be remembered 
that as experience is gained in the mutual benefits gained from co­
operative organization in any one field it is not too difficult for the 
same organized group to expand its activities into other fields. The 
basic necessity of life is food. And it is probably, therefore, logical 
that it is around the foodstore that the broadest organization of 
consumers buying power has taken place in most countries. But the 
cooperatives of Scandinavia, for example, have not stopped there. 
They have built on their successful operations in the business of house­
hold necessities an effective challenge to most of the major monopolies 
in their countries.

There is no logical reason why we cannot do the same thing here.
The great need is for broader public understanding of the true 

motive and purposes and effects of cooperative business. Such under­
standing could best begin in the Congress of United States.

J e r r y  V o o r h is ,
Executive Director.

(For the Cooperative League of the U .S .A .).
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ST A T E M E N T  OF IN V E STM E N T B A N K ER S A SSO C IA T IO N
OF A M E R IC A

O ctober 29,1959.
Hon. P au l  II. D ouglas,
Chairman, Joint Economic Committee,
Congress of the United States,
Washing ton, D.C.

D ear S enator  D o u g las : This is in response to your letter of 
October 2 in which you requested the Investment Bankers Association 
of America to submit a statement containing “constructive suggestions 
as to public and private policies for reconciling and simultaneously 
obtaining the objectives of maximum employment, an adequate rate 
of growth and reasonable stability of the price level.” W e are vitally 
interested in these questions and would like to make a thoughtful con­
tribution to your study. W e are frankly surprised and greatly dis­
appointed that, in view of the fact that this study has been underway 
since March of this year, we were allowed less than a month to com­
ment on a problem of such complexity. Under the circumstances, 
we have been unable to prepare and submit a comprehensive statement 
in response to your inquiry. Therefore, we have decided to restrict 
our response to certain areas of the problem which we feel are 
especially significant.

The problems which your committee is considering have many 
ramifications. We feel that the basic solutions to the problems of 
price stability and economic growth can be achieved only by getting 
down to fundamental principles. These solutions lie in a free market 
economy, supported by public and private policies that will release 
and encourage the energies and creativeness of a free people. I f  
these two problems are solved, we believe that satisfactory levels of 
employment will follow as a matter of course,

p r i c e  s t a b i l i t y

The debilitating effects of past inflation are pervasive throughout 
our economy at present. The fears of future inflation are so destruc­
tive of the longrun goals of economic growth and maximum employ­
ment, that means to combat inflation should be a primary concern 
of your committee, just as it is of all persons interested in the objec­
tives of your study.

To obtain the goal of reasonable price stability, we need a flexible 
monetary policy, a stabilizing fiscal policy, sound debt management 
practices, and some means of ending the wage-price spiral. Our sug­
gestions on these subjects are as follows:
(a) Monetary policy

We are firm believers in a flexible monetary policy administered 
by an independent Federal Reserve Board. The money supply must
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be so administered as to stimulate the economy in recession periods 
and to prevent excessive demand arising from monetary sources during 
boom periods.
(b) Fiscal policy

The fiscal policy of the Federal Government should make a major 
contribution to price stability. Deficits may be inevitable in recession 
periods, but surpluses should be developed in boom periods. These 
surpluses should be used primarily to retire the national debt. We 
must get the Federal budget under such control, by necessary reforms 
of the budgetary process such as the item veto, that expenditures do 
not automatically absorb the increased revenues produced during 
periods of advancing levels of general business. Particularly in a 
boom period, a balanced budget is not sufficient. When the budget 
absorbs a sizable portion of the national income, it has an inflationary 
impact even when balanced.
(c) Debt Tnanagement

Because of the effects of the management of our huge national debt 
on the money market and the flow of capital to all segments of our 
economy, we believe that the present interest rate ceiling on Govern­
ment bonds must be removed. The present rigidity, which forces 
current borrowings into the short-term segment, is contrary to the 
principles of prudent debt management and the public interest. The 
removal of the ceiling would enable the Treasury to lengthen the 
average maturity of the debt, to avoid the undermining of monetary 
policy through the issuance of excessive quantities of inflationary 
short-term debt and to avoid undue disruption of the money market.

The recent succesful offering of 5 percent U.S. Treasury notes due 
in 1964 demonstrated the value of flexibility in Treasury debt man­
agement operations. Far from adding to the cost of servicing the 
debt, this successful issue may well have the effect of reducing overall 
interest costs to the Treasury by reason of its favorable effect on inter­
est rates in the Treasury’s massive refunding operation. The size 
of the Treasury debt coming due within 5 years is already very 
large and it is not only imprudent to force the Treasury to confine 
its financing operations to this sector of the market, but it may actu­
ally add to the cost of servicing the national debt,
(d) Wage-price spiral

With respect to the wage-price spiral, we have no established associ­
ation policy or ready solution, but we recognize it as one of the most 
vital concerns of your committee’s study.

ECONOMIC GROWTH

The essential ingrident in economic growth is capital formation. 
Capital formation, in turn, is dependent on the creation and flow 
of savings and the willingness of the people to put their savings to 
the most productive uses. In this country people cannot be forced 
to save. The needful rate of savings must be obtained by appropri­
ate incentives in an environment that promises reasonable continuity 
of monetary values. I f  savings are to be used in the ways that are 
a requisite of a rapidly growing economy, savers must believe in the 
probability of returns commensurate with risks involved. The effec­
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tive return on capital needed to induce savings, as well as the flow of 
savings itself, are importantly influenced by many aspects of the tax 
laws. For example, at present upper bracket taxpayers are in effect 
excluded from the market for taxable bonds.

The following specific suggestions for revisions in our tax laŵ s 
would, we believe, promote a higher rate of capital formation than 
now exists and provide for a freer flow of capital between investment 
opportunities of varying degrees of risk. W e believe that it is in 
the area of tax policy that most can be done to solve the multiple 
problems of economic growth, employment and price stability. A  
summary of specific proposals for tax reform follows:
(a) Personalincome taxes

Confiscatory income tax rates deflect large amounts of upper bracket 
income from productive use. Because a tax rate exceeding 50 percent 
makes it move worthwhile for a taxpayer to devote his time to tax 
avoidance than to earning additional income, we believe the top rate 
of personal income tax should at no time exceed 50 percent. A  re­
duction in the top rate to 50 percent would even in the first year, cost 
only 2 percent of present revenues from the personal income tax, and 
the effect on incentives and savings flows would surely produce many 
times this amount in subsequent years.
(h) Averaging of income taxes

The arithmetical effect of widely fluctuating incomes is to create 
tax liabilities higher for fluctuating incomes than for stable incomes. 
This situation is inequitable, and it penalizes venturesomeness. Aver­
aging should be permitted over a reasonable period, say 4 or 5 years.
(c) Double taxation

Dividend income is taxed at a much higer rate than other types of 
income. Corporate income is taxed at 52 percent at the corporate 
level and, when distributed in dividends, is taxed again as individual 
income. Thus, the effective tax rate on dividend income in the lowest 
bracket is, in reality, more than 61 percent. The present 4 percent 
tax credit is only a token rectification of this basic unfairness. The 
dividend credit should be increased to 20 percent, which would at 
least have the effect of eliminating double taxation in the lowest per­
sonal income tax bracket.
(d) Capital gains tax

The basic evil of the capital gains tax is that it has had the effect of 
immobilizing or “locking in” tremendous amounts of capital in the 
hands of investors with capital gains which are largely illusory be­
cause they are a product of inflation. I f  this “locked in” capital was 
freed, much of it would doubtless flow into the kinds of new enter­
prise so greatly needed for sustained economic growth. It would 
thus create more job opportunities and produce many times as much 
corporate and individual income tax revenue for the Government as 
would be lost by the repeal of this tax. It is our strong view, there­
fore, that the capital gains tax should be eliminated in the interests 
of economic growth.
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EM PLOYM ENT

It is our sincere view that, if the recommendations made above with 
respect to monetary policy, fiscal policy, debt management, and tax 
reform were adopted, the resulting rate of noninflationary economic 
growth would not only take care of the employment problem but 
could readily produce a chronic labor shortage in the years ahead.

Yfe urge you and your committee to take immediate action along 
these simple fundamental lines.

Very truly yours,
W i l l i a m  D .  K e r r , 

President, Investment Bankers Association of America.
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STA TE M E N T OF L IF E  IN SU R AN CE A SSO C IA T IO N  OF
A M E R IC A

O ctober 80,1959.
Hon. P a u l  II. D ouglas,
Chairman, Joint Economic Committee,
Congress of the United States, W ashing ton, D.C.

D ear S enator  D o u g las : I am writing in reply to your letter of 
October 2 inviting our association to submit for the record “a state­
ment containing constructive suggestions as to public and private 
policies for reconciling and simultaneously obtaining the objectives of 
maximum employment, an adequate rate of growth, and reasonable 
stability of the general price level.” I would like to assure you that 
we appreciate your invitation very much because the subject of your 
investigation is one of great importance to the life insurance business 
as well as to the country as a whole.

W e have given your invitation a lot of thought and have decided, 
reluctantly, that it was impossible to prepare the careful document 
which this subject deserves within the time limit of November 1 
mentioned in your letter. Whenever a life insurance industry state­
ment on a subject of this nature is prepared, it is our usual practice 
to work it up jointly with the American Life Convention, a sister 
trade organization. The process of preparing this particular state­
ment and clearing it through our various governing committees would 
be quite difficult and time-consuming.

I would like, however, to call your attention to the statement pre­
sented before your committee on July 28 by George T. Conklin, Jr., 
vice president (finance) of the Guardian Life Insurance Co. of 
America. As you will recall, Mr. Conklin was accompanied by Sher- 
win C. Badger, financial vice president, New England Mutual Life 
Insurance Co., Boston; Robert B. Patrick, vice president, Bankers 
Life Co. of Des Moines; Richard K. Paynter, Jr., executive vice presi­
dent, New York Life Insurance Co., and James J. O ’Leary, director 
of economic research, Life Insurance Association of America. The 
prepared statement of this group appears on pages 1336-1370 of part 
6A, “The Government’s Management of Its Monetary, Fiscal, and 
Debt Operations” of your hearings.

As you know, both from Mr. Conklin’s introductory remarks and 
from a subsequent letter which you received from Claris Adams, 
executive vice president and general counsel, American Life Con­
vention, these men did not appear as representatives of the life insur­
ance business but simply as individuals who were invited subse­
quently by your committee to present their views. In spite of this,
I am sure that- the basic principles set forth in this statement would 
have the endorsement of most life insurance companies. They would
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certainly be representative of a great deal of the thinking in the life 
insurance business on the questions raised in your inquiry.

Sincerely yours,
B. E. S h e p h e r d ,

Executive Vice President,
Life Insurance Association of America.
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ST A T E M E N T  OF TH E N A T IO N A L  A SSO C IA T IO N  OF  
M AN U FAC TU R ER S

T h e  E m erging  E conom ic  P roblems of t h e  1960’s

The National Association of Manufacturers appreciates this oppor­
tunity to present its views on the subjects you are considering. W e be­
lieve that the information you collect, and the conclusions which you 
will eventually report to Congress, will have a tremendously import­
ant influence on the Nation’s future economic welfare.

This influence will be felt partly through the impact of your con­
clusions on future legislation. But just as important— perhaps even 
more important— is the impact that your views will have on the na­
tional psychology and thus on individual actions. The area of eco­
nomic affairs is one in which human expectations and human attitudes 
have a direct effect on the course of events. The prestige of your 
committee is such that you will surely have great influence in formu­
lating such public expectations and attitudes.

A  number of inquiries similar to this one are underway at the pres­
ent moment, both by governmental and nongovernmental bodies. The 
subjects of economic growth, employment, and price stability are re­
ceiving constant attention both in the public press and in private dis­
cussion groups. It is clear that the Nation is in the process of formu­
lating its attitudes on the most fundamental economic questions.

It is difficult to predict what conclusions will eventually crystallize 
out of this process. But whatever they may be, they will have a great 
influence, for better or for worse, on the economic destiny of this 
country. The current national effort toward a clearer understanding 
of broad economic issues will affect people’s actions as citizens in call­
ing for, or protesting against, various forms of governmental action. 
It will also affect their individual actions as buyers, sellers, savers, 
investors, etc., and this, too, will have its economic impact.

This is stated to emphasize the grave responsibility which will rest 
on your committee in conducting this inquiry and in preparing its final 
report. Those who present their views to you have a share in this 
responsibility, since we are all participating in the process of crystal­
lizing national and public attitudes. All of us had better give the 
problems before us our deepest and most honest thought.

The main object of this statement is to present an analysis of cer­
tain major economic problems which we believe will come to the fore 
during the next decade. As you will see, these problems are closely 
connected with the question of the reconcilability of price stability 
with high employment and economic growth, which is the central 
issue of your inquiry.
The theme in brief

A t this point we present our theme in a nutshell, leaving its fuller 
development for a later stage in the statement. W e see three eco­
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nomic problems emerging in the 1960’s. They are not entirely new 
problems, but new and more difficult phases of problems which have 
been with us for some time. They will be the chief obstacles to the 
attainment of the efficient and dynamic economy which is essential to 
the realization of personal aspirations and even to our survival as a 
nation.

The three leading economic problems of the 1960?s, as we see them, 
will be—

1. The threat of a continuously rising trend in unit labor costs, 
and the effects of this trend on our ability to maintain a high 
level of economic activity and of employment.

2. The shortage of venture capital, and its effects in limiting our 
long-term economic growth.

3. The growing economic strength of the other industrial na­
tions of the world, and its effects on our ability to compete with 
them both here and abroad.

This is a broad-perspective view of the economic problems of the 
next decade. It is not meant to suggest that the more down-to-earth 
problems of taxes and Government spending, money and credit policy, 
labor-relations laws, and so forth are not of critical importance. But 
these more concrete questions can usefully be considered in the light 
of their effects in helping, or hindering, a solution to the three prob­
lems listed above. W e also do not mean to suggest that the subjects 
of national defense, foreign aid, and the conduct of our foreign affairs 
generally do not pose critical problems. But, however skilled our 
leaders may be in dealing with these matters on a technical level, they 
will have to work within the limitations imposed by the intrinsic 
strength of our economy.

The first of the listed “emerging problems” has been with us for 
some time. Unit labor costs have been rising almost steadily for 20 
years. This has occurred despite a very substantial improvement in 
output per man-hour during the same period. Industry has made 
heroic and successful efforts to raise productivity through increased 
investment in plant and equipment, technological research and devel­
opment, improvement in management and organizational techniques, 
and so forth. These steps have resulted in great economic benefit to the 
Nation as a whole, but unfortunately the rise in hourly labor costs has 
been even faster.

A  rise of this magnitude in unit labor costs would normally have 
severely restrictive effects on markets and hence on employment and 
growth. During most of the 1940's and 1950’s these restrictive effects 
were evaded as a result of the generally inflationary climate of the 
period. It was possible, at least partially, to pass on the higher unit 
labor costs without seriously impairing markets.

The question must now be raised as to whether this process can 
continue. Can the Nation, by deliberately maintaining an inflation­
ary climate, prevent the rising trend in unit labor costs from leading 
to its natural consequences in restricting growth and employment ? 
It is our firm belief that such a course of action will not work. Our 
economy has now reached a point where a program of using price 
inflation as an offset to the restrictive effects of rising costs trends 
would be self-defeating. It would encourage the very tendency to­
ward higher labor costs that it is intended to offset. Furthermore,
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the U.S. position in world markets is no longer so secure that we need 
not be concerned with our cost levels. That is why we see this tend­
ency as the first of the emerging economic problems of the I960's.

The second problem, the shortage of venture capital, has also been 
masked by the inflation of recent years. Actually post-World-War-
II  business growth has been financed largely by borrowed capital. 
Normally such a topheavy dependence on borrowed funds would have 
created dangerously unbalanced financial structures and thus brought 
about its own termination. It has not done so because at the same 
time, inflation has in effect been reducing the burden of business debt. 
This, too, is a combination of circumstances that we cannot expect to 
continue. Creditors are indicating that they are becoming unwilling 
to participate in a process which occurs largely at their expense. In 
the 1960’s inflation can no longer serve as a means of sidestepping the 
problem of providing the private capital needed for economic growth.

As for the third problem, the growing economic strength of other 
industrial nations, this is a problem only in a special sense. Perhaps 
it should rather be considered a cause for self-congratulation since one 
of our national objectives in the post-war period has been the restora­
tion of the economies of those countries. But however important our 
aid may have been, it is becoming clear that the basis for the growing 
strength of West Germany, Jaj>an and more lately France and Italy— 
other instances could be cited— is the fact that they have put their own 
economic houses in order. They have made heroic efforts to maintain 
the soundness of their monetary systems— at a time when we are being 
urged to embrace creeping inflation as the road to perpetual pros­
perity.

Be that as it may, we have to face the fact that we will no longer 
have things all our own way in world markets for industrial goods. 
During the 1940’s and much of the 1950’s the world was hungry for 
industrial products and the United States was practically the only 
source for them. Whatever mistakes we made in failing to control 
inflationary tendencies at home did not make much difference in our 
ability to meet foreign competition. In the 1960’s they will make a 
great difference.
Economic thinking, and the past SO years

Much of current thinking 011 basic economic questions is dominated 
by the experience of the past 30 years. In people’s minds this period 
tends to be divided into two eras: the depressed period of the 1930’s 
characterized by chronic mass unemployment and a practical cessa­
tion of economic growth; and the inflationary period of the 1940’s and 
1950’s in which employment levels and growth rates seemed generally 
satisfactory, at least compared with the 1930’s, but price stability was 
not maintained.

The natural, but nonetheless superficial, conclusion which might be 
drawn from that record is that we have before us a choice between 
price stability with stagnation and unemployment on the one hand, 
and inflation with growth and high employment on the other. When 
the option is conceived in these terms the choice will probably always 
be made in favor of inflation.

However, it is necessary to think the problem through to a deeper 
level. Inflation is losing its efficacy as a means of sidestepping such
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fundamental difficulties as rising costs and capital shortages. W e shall 
have to face those difficulties, since during the next decade we will 
not be able to buy prosperity with inflation.

W e are firmly convinced that the 1960’s will be a period quite dif­
ferent in economic character from either the 1930’s or the 1940’s and 
1950’s. W e may find that we will experience a combination of the 
worst features of both eras, if we lean on the inflationary crutch for 
economic support. On the other hand, if the Nation faces its problems 
courageously and wisely, there is no reason why the 1960’s should not 
be a period of high growth, high-level employment and price stability.

The leading economic problems of the 1960’s will be the three listed 
above. In order to make our concern over these problems perfectly 
clear it will be necessary first to consider some of the background 
questions raised by your inquiry.

SOME BACKGROUND QUESTIONS

The nature of economic policy
Your committee is conducting a study, in broad perspective, of the 

kind of economy the country wants to have and of the kind of “eco­
nomic policy” which would be appropriate for attaining it. Some pre­
liminary thought is necessary as to just what is meant by economic 
policy.

In a free society it is not the function of “economic policy” to plot 
in detail the future course of the economy, in the way an engineer 
would plan every feature of a structure before he started to build it. 
Your committee is not the central economic planning agency of a 
totalitarian state, and we are sure that you do not want to assume such 
a status.

In our type of society, individuals set their own goals and make their 
own decisions. This process does not of course go on in a vacuum, but 
in an environment of general economic conditions— the economic cli­
mate— which determine the prospects for the attainment of individual 
economic goals. What actually occurs, then, is the result of the inter­
action between the background economic climate and the individual 
choices which are made.

Thus the proper field for economic policy is to plan the “economic 
climate” which will be most conducive to the attainment of individual 
goals, whatever they may be. It is not to specify in advance the out­
come of the interaction between general economic climate and indi­
vidual objectives.

Given this conception of the problem of economic policy as it pre­
sents itself to your committee, the presentation in this paper cannot 
be as spectacular as it might otherwise be. W e do not intend to present 
charts or tables indicating in detail what the economy can, should, 
or will be like in future years. W e do not intend to plot the future 
grow7th of the gross national product or the way it will be broken down 
as among major categories of goods and services. Displays of this 
kind are attention getting, but we do not see how they can possibly 
help your committee. You are not engineers designing a form to 
be impressed on inert material, but statesmen planning an economic 
climate in which human freedom may flourish,
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The role of Government
These remarks on the limitations of Government economic policy 

formulation are certainly not intended to deprecate the importance 
of your function, but simply to clarify its nature. Government after 
all does perform a large role in our economy.

The way in which Government conducts its own financial affairs has 
a broad economic impact. Taxes have to be collected to pay Govern­
ment expenses, and a large public debt has to be managed. The Gov­
ernment has the responsibility for the establishment and definition of 
the monetary unit. It has created a central banking system and lays 
down rules for its operation. It intervenes more directly in economic 
affairs through such devices as the antitrust laws, labor-management 
relations laws, the establishment of fair labor standards, etc.

These are some of the concrete instrumentalities by which the Gov­
ernment may influence the economic climate. But there is another, less 
tangible but equally important, way in wThich Government may have 
an economic impact. That is through the exercise of leadership in 
framing broad economic obj ectives and in providing understanding of 
hoŵ  they may be attained. In this leadership function the Joint 
Economic Committee has a central role to perform. The public will 
look to you for guidance in making its own judgments. The way in 
which you perform that function may have just as great an impact, for 
better or for worse, as any specific legislation Congress may enact.

This brief discussion of the methods available to Government for 
influencing the economic climate is purposely inserted before any 
analysis of the objectives which should be pursued in using these 
methods. After all, objectives can be realistically framed only when 
there is some grasp of the means available for achieving them. For 
example, there is no point in deciding that we should resist galloping 
inflation, but tolerate creeping inflation, if in fact there is no combina­
tion of governmental policies which can suppress one while it peimits 
the oth er.
Objectives of economic policy

A t the opening of these hearings in January, your chairman de­
scribed their purpose as:
* * * to see if we can combine three economically desirable goals: An adequate 
rate of economic growth, substantially full employment or maximum employment, 
and substantial stability of prices.

The initial thought, apparently, was that there would be no dis­
agreement as to the per se desirability of these three goals. This has 
been borne out by statements of your witnesses no one of whom, as 
far as I know, has indicated any such disagreement. However, you 
have heard a wide range of views as to whether the three goals are 
compatible, or if not how they may be made so.

The NAM, too, wishes to indicate its acceptance of the three goals, 
in principle at least. There is some ground for raising questions as to 
the precise meaning of such terms as “adequate economic growth” or 
“substantially full employment” or “substantial stability of prices.” 
Such questions might become of pressing practical importance if the 
three objectives were taken in a literal sense as guides to current action. 
If, for example, failure to attain adequate growth were to be taken
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as a signal for certain kinds of action, we should need a statistical 
standard for what is “adequate.”

However, the need for more precise definitions or exact statistical 
criteria is a bridge we can cross when, and if, we come to it. Let us 
agree for the moment that we understand the general character of 
the three goals we are trying to reconcile.

Aside from the question of definitions, there is one aspect of the 
three goals on which some clarification may be in order. That is the 
relationship between the “adequate growth” and “substantially full 
employment” objectives. Some discussions seem to regard them as 
essentially the same objective or at least as overlapping to a major 
extent. As an example, statements have been made to the effect that 
the way to insure adequate growth is to maintain full employment.

Statements of this kind indicate confusion as to whether there is any 
real distinction between the growth goal and the employment goal. 
We would like to suggest respectfully that this can be cleared up if the 
two goals are restated in terms of a long-term goal and a short-term 
goal/

The long-term goal would be an adequate rate of growth in our 
capacity to produce. This would envisage the increase in our produc­
tive resources and in the techniques for using them for the creation of 
goods and services—their productivity.

The short-term goal would be substantially full utilization of these 
productive resources. It would involve the avoidance of prolonged 
periods during which a large part of our productive potential remained 
unused.

Thus reconsidered, the three goals we are trying to reconcile would 
become as follows:

1. An adequate rate of growth in our productive potential.
2. Substantially full and continuous utilization of our produc­

tive potential, including our labor force.
3. Reasonable stability of prices.

Realistically, the problem before you is whether objective 3 is in con­
flict with objectives 1 and 2. Do the measures which would stimulate 
growth and full employment require some degree of toleration toward 
inflation? Would the policies which would restrain inflation also 
curtail growth and employment ?
Potential sources of inflation

Let us first set down a list of the sources from which an inflationary 
rise in the price level might conceivably be generated. This is not 
entirely hypothetical since it is based on experience both here and 
abroad. For the moment, however, we are not trying to evaluate the 
relative seriousness of the several current inflationary pressures, but 
simply to list all possible causes.

The sources of inflation fall into three classes:
1. The money-goods relation—an increase in the effective sup­

ply of money relative to the supply of goods.
2. Institutional factors—monopolistic interferences with free 

markets for labor, goods, etc.
3. Psychological factors—fear of a decline in the value of 

money, fear of goods shortages, expectation of speculative gains.
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These are the three types of pressures in terms of which inflationary 
developments, past, present, and prospective, are to be explained. 
Several questions then arise. What types of policy would be likely 
to resist successfully such inflationary pressures? Would the policies 
necessary for doing so also tend to restrain economic growth and full 
employment ?

We have gone through a period of roughly 20 years during which 
price trends have been generally upward. We will want to study this 
recent period in order to determine the factors which have caused the 
upward price trend, the effects it has had on our economic growth, and 
what it portends for the future. Before undertaking such an analysis, 
however, let us look further back in the economic history of the United 
States in order to examine the price movements which occurred, their 
causes, and their effects. What lessons can we learn from such a study 
of the past record that might be applicable to our present situation?

The basic material for a study of price trends and growth trends 
has already been presented to you in great detail by expert witnesses. 
Our intention here is not to duplicate such presentations, but to com­
ment on them briefly for whatever bearing they may have on the 
question at issue, namely, the relation between price trends on the 
one hand and economic growth and employment on the other.

T H E  H IS T O R I C A L  R E C O R D  O F  P R IC E S

Anyone who looks at a chart of price indexes running back to 
the beginning of the 19th century must be struck by the extent to 
which our price history has been dominated by the major wars in 
which we were involved. (Such a chart was presented to you by Mrs. 
Ethel D. Hoover on April 9, 1959, and appears in your record. For 
convenience we present the same data as chart I of this statement.) 
From 1800 until the beginning of World War II, three sharp spires are 
discernible in the price line, corresponding to three major wTar periods: 
the War of 1812 (which was one phase of a world war), our own 
Civil War, and World I.
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111 each case, prices began to decline shortly after the end of hos­
tilities and continued to trend downward, although with some inter­
ruptions, for many years after the war. Thus prices moved gen­
erally downward from 1815 until the mid-1840?s with an interim 
speculative rise in the 1830’s. Following the Civil War the price 
trend was downward almost without a break until 1896. Following 
World War I, prices broke sharply in 1921, remained roughly level 
until 1929, and then dropped precipitously once again until 1933. 
There was some recovery in price levels after 1933, but prices did not 
really begin to move sharply upward until World War II got under-
way*Thus to summarize our long-range price history prior to 1939 on 
a thumbnail: we had sharp, but brief, periods of price increase during 
wars followed by long periods of generally declining prices after the 
wars. Even the period between World War I and World War II 
followed this pattern in a general way, despite the interval of level 
prices between 1921 and 1929.

This leads to some interesting, although perhaps not conclusive, 
observations on the problems we face today. It is proposed by some 
that we should accept a gradual secular price rise in the future, as 
the best background for economic growth. The historical record 
cannot provide a complete refutation of this theory, but it is interest­
ing to note how much of our history, including periods of rapid eco­
nomic development and growth, was characterized by a downward 
trend in prices.

Two outstanding exceptions may be noted to the observation that 
interwar periods were generally times of price decline. From the 
mid-1840’s until a year or two before the Civil War, and again from 
about 1896 until World War I, the price trends were upward. Both 
these intervals were periods of growth and prosperity. In both cases, 
the price increases were in all probability connected with the opening 
up of new sources of gold.

Both rising prices and falling prices create injustices and hard­
ships. This is true entirely aside from their effects in either stimulat­
ing or retarding economic growth. The ideal from the point of view 
of equity would be stability of prices.

Unfortunately the historical record gives us no clue as to the effects 
on growth and employment of a protracted period of price stability. 
There never has been such a period. We do seem safe in drawing the 
limited conclusion that, at least under conditions which prevailed 
during most of our history, a rising trend of prices has not been a 
prerequisite to economic growth.
Interpretation of historical price movements

In broad-gage terms the historical record of prices prior to 
1939 seems to be explainable by variations in the goods-money rela­
tionship. During three major war periods—the War of 18i2, the 
Civil War, and World War I—the money supply expanded rapidly 
while the supply of goods available for private distribution either 
declined or increased at a much slower rate. The price level re­
sponded by moving sharply upward. Thus the inflationary episodes 
of American history prior to World War II are attributable to the 
first of the three factors listed earlier in this statement as the sources 
of inflation.

38563— 59— pt. 9B------ 10

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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Following these war periods, economic growth brought about dra­
matic rises in the output of goods and services* Our monetary insti­
tutions did not provide a commensurate rise in the supply of money. 
Thus a balance could be achieved only by a decline in prices. In fact, 
it appears probable that if prices had been “sticky” and unable to de­
cline, the Nation could not have achieved its spectacular economic 
growth in those postwar periods.

The interwar periods of price rise—1843 to 1857 and 1896 to 1914— 
are also attributable to changes in the relationship between supply 
of goods and supply of money. In both cases new sources of gold 
production were opened up in the world, leading to large increases 
in the quantity of circulating medium.

The point is that prior to World War II the major price trends are 
generally explainable in terms of the goods-money relationship, and 
there is no need to look to institutional or psychological factors for 
an explanation.

We turn next to a more intensive review of the course of economic 
events during and since World War II.

T H E  P R I C E  R E C O R D  S I N C E  1 9  3 9

The course of prices in recent years has been quite different, at least 
on first inspection, from the pattern of price movements during and 
following previous major wars. Fourteen years have passed since 
the end of World War II. Wholesale prices are now 139 percent 
higher than in 1939 and 74 percent higher than in 1945. By con­
trast, 14 years after the close of World War I wholesale prices had 
fallen 58 percent below their 1920 peak and were actually below the 
level which had prevailed in 1913. Fourteen years after the end of 
the Civil War wholesale prices had returned to approximately the 
levels of the immediate prewar years and were 56 percent below the 
wartime peak.

Thus we see no clear signs of the development of the general down­
ward trend in prices which followed previous major wars.

There are a number of reasons wThy we might have expected any 
tendency toward declining prices to be delayed somewhat after the 
close of World War II. In the first place, the inflationary effects of 
war financing were partially suppressed during the war by price and 
wage controls. When it became evident that such direct controls 
were inconsistent; with the efficient operation of a peacetime economy 
they were dropped. The net result is that part of the price increase 
which would have otherwise occurred during the wyar was postponed 
until the early postwar years.

A second reason for the variation of the post-World War II price 
record from historical precedent is the outbreak of the Korean war 
in 1950. This was accompanied by worldwide fears of goods short­
ages and created a new upw7ard pressure on prices which, however, 
lasted less than 1 year.

These two effects—the postponed price increases of World War II 
and the impact of the Korean war—were about pla} êd out by early 
1951. We did, in fact, have a period of approximately level prices 
for some years thereafter, but in 1956 the price level again started 
to move upward. This movement came to an end in mid-1958, and 
we have had about a year of level prices since then.
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In interpreting this record it is instructive to examine separately 
the course of prices of raw materials, semifinished goods, and finished 
goods. Such a breakdown is presented in chart II. It is especially 
worth noting that, after 1951, the prices of raw materials showed 
some tendency to repeat the downward trend characteristic of previ­
ous postwar eras. In semifinished and finished goods, however, the 
course of prices has continued generally upward. It should be re­
membered that the price of raw materials is a component of the price 
of the fabricated articles from which they are made, and therefore 
the pattern of raw material prices is reflected to some degree in the 
pattern of finished goods prices.

CHART H

WHOLESALE PRICE INDEXES 
FOR ECONOMIC SECTORS 

1947 -1949  = 100
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Source: Based on U. S. Bureau of Labor Statistics data.
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The downward trend in prices of crude materials after 1951 sug­
gests that the same forces which led to price reductions after other 
great wars have been present in the American economy during the 
past 8 years, but that they have somehow been prevented from having 
their effect on the prices of semifinished and finished goods.

It is significant that this same year, 1951, was the date of the ac­
cord between the Treasury and the Federal Reserve System by which 
the latter was relieved of the responsibility for supporting the Gov­
ernment bond market. This was in effect a national renunciation of 
an “easy money” policy. It would be natural to expect, if not an 
actual downturn in prices, at least a cessation of the inflationary trend 
following that step.
Money supply versus goods and services

The tentative conclusion at this point is that 1951, or thereabouts, 
is the time at which we should expect, at least in retrospect, to see a 
beginning of the tendency toward price declines which had prevailed 
after previous wars. An examination of the course of the money- 
goods relationship since 1939, as presented in chart III, also suggests 
that a turning point might have been expected in the early 1950’s.
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CHART HI
RATIO OF MONEY SUPPLY TO ANNUAL OUTPUT 

O F PRIVATELY PURCHASED GOODS 
AND SERVICES IN CU RR EN T PRICES

The chart shows the ratio between the money supply in private 
hands and the quantity of goods and services, valued in current prices, 
to be purchased by that money. During World War II, there was a 
rapid increase in this ratio. Money supply increased due to the 
methods used in financing the war, whereas there was only a moderate 
rise in the goods and services available for private use. The higher 
level of the money supply relative to the supply of goods and services 
exerted an inflationary pressure, and is a sufficient explanation of the 
price rises which occurred during that period.

Following the war there was a rapid decline in the ratio of the 
supply of money to goods. The money supply continued to increase,
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but the supply of goods and services, at current prices, increased even 
faster. This was partly due to increases in the physical quantity of 
goods and services available, and partly to the rise in the level of 
prices. However, until 1951 the supply of money relative to the sup­
ply of goods remained higher than prewar levels.

The prewar relationship between money and goods had been re­
stored by 1951. The gap had been closed by a combination of in­
creased output and higher prices. From that point on we cannot find 
the explanation for a continuing inflationary tendency in the money- 
goods relationship. In fact, the ratio of money to the current supply 
of goods and services has now fallen well below the 1939-40 levels.

The 1939-40 ratios between money supply and annual economic 
activity do not, of course, provide an absolute criterion, valid for all 
time, of the proper relationship between these two quantities. In the 
1920’s, for example, a quite different ratio prevailed. Nevertheless 
chart III does make it clear that the situation which existed during 
the war and early postwar years—an obvious excess of money over 
the amount required for conducting economic affairs—had been ter­
minated by the early 1950’s. This simply confirms the common ob­
servation that in recent years inflation has not been a phenomenon of 
“too much money chasing too few goods.”
Labor cost and profits

If the explanation for inflation in the 1950’s has not been money 
chasing goods, then what is the true explanation? In seeking an 
answer to this question we examine the labor-cost and profit compo­
nents of the price of finished goods. The trends since 1939 in these 
basic factors appear on charts IV and V.

Chart IV shows the trend in unit labor cost—that is, the amount 
expended for the services of employees, per unit of output. This 
trend is the net effect of rises in wages and fringe benefits, offset to 
some degree by increases in productivity. The persistent rise depicted 
on the chart occurred in spite of the substantial gains in productivity 
which were achieved during the last two decades. The rise continued 
even after 1951 when, as we have seen, the money supply ceased to be 
the dominating inflationary influence.

3200 EMPLOYMENT, GROWTH, AND PRICE LEVELS
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CHART E L

TRENDS IN UNIT LABOR CO ST
DOLLARS DOLLARS

We next examine the record of profits on a similar basis, as pre­
sented on chart V. Just as the preceding chart shows unit labor 
costs—employment cost per unit of output—this next chart shows 
unit profits—profits per unit of output. Thus charts IV and V are 
on the same basis, and may appropriately be compared.
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CHARTI5L

TRENDS IN UNIT P R O FIT
DOLLARS DOLLARS
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During the war and early postwar years, unit profits showed the 
same rising trends as unit labor costs. Before-tax profits rose rapidly 
until 1943. The years 1943 to 1946 were an adjustment period in 
which profits declined. (By reference to chart IV it will be seen that 
unit labor cost leveled off during the same adjustment period, but did 
not decline.) After 1946 before-tax units profits rose again, with 
only a brief interruption in 1949, to a new peak in 1951.

Most of the wartime gain in profits was taken away by the high 
rates of corporate income and excess profits tax, so that there was not 
much gain in unit aftertax profits until after 1946. Since high rates

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



EMPLOYMENT, GROWTH, AND PRICE LEVELS 3203

were again imposed during the Korean war, most of the gain in 
aftertax unit profits occurred in the 2-year period, 1946 to 1948.

More recently unit profits—whether on a before-tax or after-tax 
basis—have shown a downward trend. The downward trend in 
before-tax profits began in 1951. This is by contrast with unit labor 
costs which continued to trend upward after 1951. Thus during most 
of the 1950’s labor costs have increased at the expense of profits.
Significance of the price record since 1939

This analysis of economic developments since 1939 leads to a very 
striking conclusion. It is that 1951 represents a turning point when 
a new set of forces took hold on our economy.

Between 1939 and 1951 the experience was closely parallel to what 
had occurred in previous major wars. The inflationary peak was 
delayed until 6 years after the war because of certain special circum­
stances (wartime price controls, and the Korean war). But in this 
12-year period inflation was a general economic tendency, reflected in 
prices of crude materials as well as prices of finished goods, in profits 
as well as in wages. The general inflationary tendency had its origin 
in the great increase in the supply of money relative to the supply of 
goods.

Since 1951, however, the inflationary pressure has clearly been of a 
very different character. It no longer seems to be a general economic 
tendency reflected both in increased labor costs and in increased 
profits, and supported by market forces. Instead it has become a 
process by which increased costs are forced, upon the economy, but the 
resistance of market forces causes them to be reflected in reduced 
profits.
Rising wage costs as an economic force

The pressure for repeated increases in wage rates and fringe bene­
fits—without consideration of their relationship to the productivity of 
the economy or their effects on the marketability of the product— 
seems to have become firmly established during the 1940’s and 1950’s. 
An impartial observer surveying the record of those years might be 
inclined to describe the periodic increase in unit labor costs as a na­
tional habit. It has become an autonomous economic force in terms 
of which other economic developments are to be explained, rather than 
a tendency which is itself to be regarded as the effect of changes in 
the supply of, and the demand for, labor.

In and of itself, any such autonomous force toward higher costs 
would have depressing effects on employment and on economic growth. 
It is an elementary principle that when you raise the price of what you 
have to sell—whether it is labor or commodities—you are likely to sell 
less of it.

Of course, if an increased supply of money is simultaneously flowing 
into people’s pockets and bank accounts, a rising level of costs may not 
lead to decreased, sales or employment. This is what happened dur­
ing the 1940’s.

During the 1950’s the depressing effects of rising labor costs have 
been partly offset by declining prices of raw materials. They have 
been partly absorbed by declining unit profits and as a result the driv­
ing force of our economy, the profit motive is somewhat impaired. 
(In certain of our short-term business declines recovery has occurred
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as a result of exceptional gains in productivity offsetting the rise in 
hourly employment costs. Such is probably the basic explanation for 
our recovery from the 1958 recession, although the statistical record 
is not yet available for proving it.)

In the 1960’s we shall have to reckon with this economic force, and 
with its potentially depressing effects on our economy. One proposal 
for dealing with this problem is to pursue inflationary fiscal and mone­
tary policies so that demand will be inflated at a rate equal to the 
inflation in costs. Certain advocates of creeping inflation are frank 
to say that they believe there is no way to resist the force of rising 
wages and that therefore our only recourse is to assist in the process of 
meeting them by easy money and unbalanced budgets. It amounts to 
accepting inflation as the lesser of two evils.

There is no need to expatiate here on the evils and injustices of infla­
tion since they must be obvious. The point is that an inflationary 
policy will not work. It will not work because it will encourage and 
strengthen the very force it is intended to counteract and offset—the 
force of rising unit labor cost.

Picture to yourself the effect 011 national psychology of a commit­
ment—even an implied commitment—by the Government to use infla­
tionary monetary and fiscal measures, to whatever degree necessary for 
counteracting the depressing effects of rising employment costs. The 
customary market restraints would be off. There would be little rea­
son to refrain from the most absurd demands. There would be little 
fear on the other side of the loss of business due to acceding to such 
demands.

This may seem like an extreme statement of the ultimate effects of 
regarding Government spending and easy money as the solution to the 
cost problem. Yet it is hard to see how the Nation could stop short of 
such an outcome if it embraced the “creeping inflation” attitude which 
has been advocated before your committee.

No, inflation is not the solution. But the problem is still with us. 
This then is the first of the “emerging economic problems of the 1960’s” 
which we desire to bring to your attention: How shall the Nation halt 
the tendency toward a continuous rise in labor costs, so as to prevent 
its depressing effects on employment and growth ?

The full economic implications of this problem for the future will be 
discussed further on. For the moment, let us turn to the second emerg­
ing problem—the need for capital for financing the business expansion 
necessary to economic growth.

FINANCING BUSINESS EXPANSION
Our concern over the financing of business expansion is not from 

the point of view of the financier or the investor, although their inter­
ests are certainly legitimate ones. From any point of view business 
expansion is a sine qua non of economic growth. The question of 
whether, and how, funds for this purpose may be raised is a matter 
of concern for everybody.

It is not necessary to unravel here all the intricacies of business 
finance in the post-World War II period. Instead, we would like to 
discuss briefly some features of the impact of inflation on this financial 
process.
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For one thing, inflation has created the illusion that a large part of 
the business expansion since World War II has been financed by the 
retained profits of corporations. Actually this has been a relatively 
minor source of funds for expansion. The contrary illusion arises 
from the distortions in the accounts produced by inflation.

The rise in the price level means that depreciation, based for ac­
counting purposes on original cost rather than current cost, under­
states the true cost involved in the using up of plant and equipment. 
Thus a part of what is counted as profit is, from a realistic point of 
view, an unrecognized cost. In any case, it is not available for ex­
pansion since it is necessary for the replacement of existing assets.

A similar situation arises from the methods used in accounting for 
inventories. A part of what is recorded as an increase in inventories 
is simply the writing up of the unit price at which existing stocks are 
held. This writing up of values is counted as retained profit, but it is 
clear that it is not available for expansion in any genuine sense.

Most of the amount reported as retained profits in the postwar years 
vanishes when these two factors (understatement of depreciation and 
inventory valuation) are taken into account. This is illustrated on 
chart VI. It shows that retained profits, for the 12 years 1947 through 
1958, amounted in total to $113 billion. This is almost as great as the 
total of all the external sources of capital, and creates the impression 
that undistributed profits have been a major means of financing busi­
ness expansion.
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CHART 21

RETAIN ED  PR O FITS IN TH E POST-W AR PERIOD 
SHOWING AMOUNTS REQUIRED 
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Source: Bosed on U. S. Department of Commerce dote.

Actually, $66 billion of this retained profit must be recognized as 
depreciation which was not allowable under conventional accounting 
methods or the regulations of the Internal Revenue Service. An addi­
tional $19 billion of retained profit is merely apparent since it is the 
result of inventory valuation. Thus only $28 billion of the $113 bil­
lion reported as retained profit was available for business expansion.

It is true that $28 billion is not a small sum. Nevertheless this was 
not the important source of funds for recent business expansion. 
Actually, postwar business growth has been achieved largely on bor­
rowed funds. The implications of this fact, both for the past and the 
future, are worth exploring.
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Total corporate debt of all kinds stood at $74 billion in 1939. In 
1945 it was somewhat higher—$85 billion. But by the end of 1958, 
total corporate debt had risen to the astonishing figure of $247 billion.

At first blush, one may get the impression from these figures that 
corporations have imposed an intolerable debt burden upon themselves. 
One may wonder why the process did not result in a financial collapse 
before this. One may ask whether, in the process of tripling their 
indebtedness during the past 20 years, corporations have not thrown 
overboard all the canons of sound financial practice.

The answer is, as you undoubtedly well know, that generally speak­
ing indebtedness of corporations is not out of line with their financial 
structure or with the volume of business they have been doing.

But this still leaves a puzzling question: How is it that corporations 
have been able to borrow huge sums to finance their postwar expansion 
and still do not seem to have imposed a dangerous debt burden upon 
themselves ? The answer to that question can be given in one word: 
“inflation.”

The most fundamental effect of inflation is to reduce the burden of 
debt on the debtor. (To view the matter from the other side, inflation 
reduces the real value of the claims of the creditor.) While corpora­
tions were borrowing huge sums, inflation was simultaneously wiping 
out a part of their indebtedness.

The process is illustrated in chart VII. Corporations increased 
their indebtedness from $74 billion in 1939 to $247 billion in 1958. 
But, in 1958, dollars were worth less than half as much as in 1939. 
Thus in 1958 the $247 billion in debt was equivalent to only 107 bil­
lions of 1939 dollars. This increase in “real” corporate debt—from 
$74 billion in 1939 to 107 billion equivalent dollars in 1958—is quite 
moderate and easily taken care of by the business expansion of the 
period.
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Thus inflation has played an essential role in the process of financ­
ing business expansion during the past two decades. Expansion 
could not have occurred if corporations had not borrowed huge sums. 
Corporations could not have increased their indebtedness at this rate 
if inflation had not simultaneously been relieving them of the burden 
debt placed upon them.

All this sounds very neat—a painless way of financing expansion. 
As long as inflation continues, it might seem, you can borrow the 
amounts needed and still not get any deeper in debt. Who could ask 
for more ?
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But there is no perpetual motion in economics any more than in 
physics. You can’t finance expansion without cost any more than you 
can keep a machine going without supplying energy. The process of 
iinancial expansion through debt has not really been painless. The 
cost has been borne in substantial part by creditors—bondholders, in­
surance policyholders, savings bank depositors, pension fund bene­
ficiaries, etc. The reduction in the real value of their claims has been 
a major source of the capital for postwar business expansion.

This result was neither anticipated nor desired by business bor­
rowers. Nevertheless, it is true that the process of expansion through 
borrowing could not have gone on (at least not without creating in­
tolerable debt burdens and threatening financial collapse) if it had not 
been accompanied by inflation.

A natural question at this point is why, in the future, we should not 
continue to rely on the same process of borrowing, offset by inflation, 
to keep business expansion going. However painful this may be to 
creditors, it would be still worse if business growth were halted since 
then everyone would suffer.

Unfortunately, the solution to our financial problem is not going to 
be that easy. We cannot expect creditors to cooperate indefinitely in 
a process which operates largely at their expense. There are some 
signs—e,g., the rise in interest rates—that they are becoming reluctant 
to supply the funds for business expansion.

Here then is the second of the emerging economic problems of the 
1960’s: If we are to have economic growth, from what source will the 
funds for business expansion be derived ? If we have inflation, how 
will lenders be persuaded to provide the funds needed by business 
when they can anticipate being repaid in cheaper dollars ? If we do 
not have inflation, how will corporations be able safely to continue 
shouldering an ever-increasing debt burden?

THE GROWING ECONOMIC STRENGTH OF OTHER INDUSTRIAL NATIONS
American manufacturers are aware and somewhat apprehensive of 

the increasing amount of business which foreign producers are doing 
in world markets. The explanation as to why these foreign producers 
are expanding their sales at our expense is simple. They now have 
goods to sell which are competitive with many types of American 
products, and in many instances they are able to produce them at sub­
stantially lower costs. Our own apprehension reflects the economic 
success of certain other industrial nations, and the means by which 
that success was achieved are worth reviewing.

Many of the other industrial nations of the world experienced eras 
of runaway inflation following World War II. It is noteworthy that 
these countries first had to stabilize their currency before the rehabili­
tation job of putting their economy on a sound basis could begin. 
Currency reform was not easy, but there was a lesson to be learned 
from its innovation. The longer stabilization of the money was post­
poned the harder it was on the people of the countries involved.

Although it is beyond the scope of this paper to make a complete 
analysis of the recoveries experienced in Europe and Asia, we all can 
profit from a very brief review of the highlights of the outstanding 
economic comeback of a few of these nations. You will note that there 
is a similar pattern followed by each economy.
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Germany
The German “miracle,” as the comeback in that country has often 

been described, is well known. West Germany was really the first 
nation to put its economic house in order. Just prior to June 1948 
the country was in a complete state of economic stagnation. Infla­
tion was so rampant that most business transactions had deteriorated 
to barter. Money was just about worthless. In June 1948 a new 
currency was issued at the rate of 1 new deutsche mark for every 10 
existing Reichsmarks. This devaluation action marked the turning 
point for the German economy. Other steps taken at the time of 
devaluation were the abolition of price controls, demobilization of a 
large number of Government employees, institution of tax policies to 
stimulate investment, restriction of credit and the freezing of wages. 
The credit freeze and the wage freeze were lifted by November 1948 
but public opinion had been so moulded in the 5 months following 
devaluation that any inflationary credit expansion was avoided and 
trade union leaders were convinced that to seek inflationary wage 
increases was the wrong course to follow.

Germany’s recovery was not easily achieved. By doggedly adher­
ing to a domestic free market policy and strictly following an anti- 
inflationary economic program, Western Germany has been able to 
raise its economy from a state of complete chaos to that of the leading 
producer in Europe. Germany’s increase in consumer prices is the 
lowest of any industrialized nation in Europe and, as of July 1959, 
unemployment had shrunk to a new low of 215,460 which is only 1.1 
percent of the labor force. At present there is a definite labor short­
age in a country which only a few years ago had a tremendous problem 
absorbing refugees from Eastern Europe.
Japan

Although it is not as well publicized, the recovery of Japan in some 
ways surpassed the rate of economic growth achieved in postwar 
Germany. With an overpopulation problem and severely lacking in 
raw materials Japan found itself with a bombed-out industrial plant 
and 44 percent of its overseas territory permanently lost in September 
1945. Between 1945 and 1949 inflation was rampant and black mar­
kets flourished. In its attempt to put the economy back on its feet the 
Japanese Government pumped money into the economy through 
deficit spending.

In 1949, Mr. Joseph M. Dodge, after a study of the Japanese econ­
omy, inaugurated the economic reforms which started Japan on the 
road to recovery and economic stability. As in Germany, the first 
step was currency reform. The Dodge plan called for the choking off 
of government credits to business; establishment of a single yen-dollar 
conversion rate of 360 yen to 1 U.S. dollar and a strict balancing of the 
budget.

As an anti-inflationary force this program was immediately success­
ful ; and the unfavorable spiral of advances in prices and wages which 
followed the war ended. The strain of the stabilization period was 
ameliorated by the start of the Korean war in 1950 which brought a 
new boom to Japan. Since that time Japan has experienced normal 
cyclical variations in its economy while it has continued to follow a 
sound money policy. In addition its tax program was overhauled
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based on a policy of rewarding individual initiative. During 1958 
retail prices were only 8 percent over 1953 and the number of un­
employed totaled 570,000, or only 1.3 percent of the labor force.
France

After years of political and financial crises France has finally man­
aged to stabilize its government and its economy. Since the economic 
reforms were only introduced in December 1958, it is still too early 
to conclude how successful this new program will be in comparison 
with Germany and Japan. Thus far the reforms have been success­
ful and it is noteworthy that the heart of the program is aimed at 
stabilizing the currency. In December 1958, the franc was devalued 
17 percent. Concurrently other reforms were introduced and all had 
one objective—to halt inflation. Food subsidies were canceled and 
state-owned industries were allowed to raise prices to cover fully the 
cost of their operations. The aim was to abolish the inflationary bias 
of the economy by holding the fiscal deficit to a figure that could be 
financed without creating new money. The full power of the govern­
ment has been brought to bear against labor and business to stem any 
inflationary wage or price increases. At one point the De Gaulle 
government threatened to draft the workers of the state-owned trans­
port industry if they struck for wage increases. As a result an anti- 
inflationary psychology has evolved with resulting cooperation on the 
part of management and labor.

With the devaluation of the franc consumer prices naturally in­
creased immediately and the average Frenchman has had to put in 
longer hours of work to maintain his purchasing power. Fortunately, 
employment is high. Between December 1958 and March 1959 prices 
rose but since March they have leveled off and there is every indication 
that this stability will continue.

Observers sometimes point out that the French economy experienced 
rapid growth even in the generally inflationary period prior to 1958. 
It is significant however that both the French Government and the 
French people eventually came to the conclusion that their own wel­
fare required stern measures for putting an end to inflation—and they 
were willing to undertake considerable sacrifices for achieving that 
end.

Although it is as yet premature to stamp the French reforms as suc­
cessfully completed, all present indications are that France's economic 
prospects are more favorable than they have been for years under the 
present policies of fiscal balance and monetary stability
Economic reco very abroad—Conclusions and prospects

The preceding reviews of experience in West Germany, Japan, and 
France present some significant lessons for the United States. Nations 
which have experienced inflation in far more extreme form than this 
country have turned away from it. They have been willing to under­
take the necessary sacrifices to put their currency and fiscal system on 
a sound basis and to restore their international economic prestige. The 
public within these countries has come to understand the need for 
restraint in striving for increases in monetary income.

In the case of Germany and Japan, these steps resulted, not in a 
curtailment of growth, but in a spectacular acceleration. There is 
good reason to suppose the same results will ensue in France.
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A mildly inflationary atmosphere is sometimes regarded as a valu­
able stimulant to economic growth. The record of these countries 
demonstrates that a firm determination to resist inflation can have 
much more salutary effects on economic health and growth.

As far as the United States is concerned, the recoveries of these 
industrialized nations can only mean intensified competition in the 
1960’s. Chart VIII shows the trend of export prices received by these 
three countries and the United States since 1953. Even if we disre­
gard the sharp drop recorded by Franee after the devaluation in De­
cember 1958, the position of the United States as a competitor in world 
markets has steadily deteriorated. The danger to our trading position 
is further intensified by the fact that foreign producers are meeting 
or surpassing us as far as the quality of their products is concerned. 
As we look toward the 1960?s we must take into account the strong 
trading positions of these industrialized nations who have so success­
fully fought inflation and are dedicated to a continuance of their anti- 
inflationary policies. These policies are not based on any altruistic 
ideals, but on economic realities which were learned the hard way.
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THE OUTLOOK FOR THE 1960 ’s

It is not our intention to make predictions as to how the American 
economy will fare in the 1960’s and as to whether we shall attain the 
goals of growth, high employment, and price stability. If these mat­
ters were sufficiently predetermined at this moment to make firm pre­
dictions possible, there would be little point in your conducting this 
inquiry.

What we do want to urge upon you is a recognition of the fact 
that new problems (or perhaps it would be more accurate to say new 
phases of old problems) will emerge in the 1960’s. The “muddling
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through” which permitted us to get by in the 1950’s without visible 
major economic damage will no longer do.

As we see it, the inflation problem is emerging into a new phase. 
This is bound to occur because of the fact that the American people 
are thinking about the problem, talking about it, and making up their 
minds about it. Some national attitude toward inflation—it is too 
early to make predictions as to what that attitude will be—is going 
to crystallize out of this thought process. The American people, and 
the rest of the world, will be on notice as to our intentions and our 
goals. Such knowledge and the human actions guided by it will 
become a dominating economic force.

Inflation as the accidental byproduct of economic policies designed 
for other purposes is one thing; inflation as a deliberately chosen in­
strument of economic policy is another. The effects of an inflation into 
which we drift year by year are very different from the effects of a 
planned and anticipated inflation. If the empirical practices of the 
past become the accepted and announced principles for guiding future 
action, their effects are likely to be quite different. The American peo­
ple are now taking a good bite out of the fruit of the tree of economic 
knowledge, and things will never be the same.

You will recall that three potential causes of inflation were described 
earlier in this statement—the goods-money relationship, the institu­
tional (cost-push) factors, and the psychological elements. During 
World War II and until about 1951, the excess of money relative to 
goods was the primary driving force. Since 1951, the impact of rising 
unit labor costs has been the dominant factor.

What we should be alert to at present is the danger that the third 
set of potential inflationary forces—the psychological factors—will 
take over. If people get the idea that inflation is inevitable, their 
actions in seeking to protect themselves against, or perhaps to profit 
by, inflation will accelerate the process. This would be the final phase 
of inflation, and if the word “final” seems to have ominous implica­
tions they are intended.

However, it should be clear that we do not viewT inflation as the only 
problem of the future. The analysis presented in this statement has 
indicated three economic problems which will call for a solution in 
the 1960’s : rising labor costs, capital needs, and foreign competition. 
A continuance of inflation would not solve these problems but would 
only make them worse. On the other hand, even if wre succeed in 
avoiding inflation these problems will still be with us, Both the long­
term goal of continuous growth in productive capacity and the short­
term goal of continuous high-level employment of that capacity, 
depend on finding a solution to these problems.

CONCLUSIONS AND RECOMMENDATIONS
Generals are sometimes, probably unfairly, accused of always train­

ing their troops to fight the last war rather than the war that is to 
come. Economists often appear to suffer from a similar failing: they 
sometimes seem to be urging policies which might have been success­
ful for meeting the crises of the past, but are ill-adapted for the emerg­
ing problems of the present and future. Much of current economic 
discussion seems designed for fighting either the economic battles
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of the 1930’s or those of the 1940’s and 1950’s. But we are not likely 
to win unless we prepare ourselves for the problems which will emerge 
in the 1960’s.

The first step must be a forthright renunciation of inflation and 
all its works. This must be sufficiently complete and sincere to con­
vince the world that we mean what we say. It should leave no lin­
gering suspicion that we will turn again to inflation the moment the 
going gets rough. We need to be more than summer patriots or fair- 
weather opponents of inflation.

Such a renunciation must come from the American people as a 
whole, rather than merely from their Government, It should be 
emphasized once again, however, that your committee is in a position 
of leadership in the formulation of national attitudes.

With a background of determination to resist inflation, the Nation 
can begin to solve the three specific “emerging economic problems of 
the 1960’s” as outlined above. No attempt will be made here to blue­
print a detailed program for that purpose, but merely to indicate the 
direction in which solutions may be sought.

The tendency toward continuously rising labor costs is the chief 
impediment to the attainment of the short-term goal of high-level 
employment of our labor and capital. Eising costs restrict markets 
both at home and abroad. They eliminate profit opportunities—which 
after all are what we depend on to keep the economy operating—in 
many marginal situations.

The continuous upward pressure on labor costs is the product of 
excessive power in the hands of organized labor. In part that power 
is the product of the generally inflationary climate in which we have 
lived for 20 years. To that extent a change to a less inflationary 
atmosphere will help to control that power. However, monopolistic 
union power has become entrenched to such a degree that it will also 
have to be dealt with directly.

That is not to say that unions should not work toward improving 
the wages and benefits of their members. That is their central func­
tion, just as profitmaking is the central function of business organ­
izations. But business firms have been restrained from making profits 
by the exploitation of monopoly power, and monopolistic labor organ­
izations should be restrained in a corresponding way.

There is no point in pretending that this is an easy task. Over the 
years we have developed, in our antitrust laws, a philosophy and a 
set of techniques for controlling excessive power in the hands of 
business. We will need to develop a philosophy and a body of tech­
niques for dealing with excessive labor-union power. The conse­
quences of failing to do so are frightening.

The long-term goal of maximum growth in productive capacity 
depends chiefly on insuring that capital will be available for business 
expansion. The expedient of relying on a combination of loan capital 
and inflation will no longer work in the 1960’s. Loan capital will 
always have an important function to perform in financing growth, 
but in the future we will need a better balance between risk or venture 
capital and borrowed funds. The solution to this problem is to be 
sought in a reform of the Federal income tax rate structure, which is 
the chief impediment to the formation and flow of new venture capital. 
Ways must be found to reduce the tax burden on corporations and on
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the individuals whose savings may be expected to flow into venture­
some investments.

A  necessary condition for such a reform of the tax rates will be 
the utmost economy in Federal spending. In that way the increase 
in revenues resulting from economic growth will provide a leeway 
for the necessary tax reduction.

Solution of the third problem—foreign competition—requires a gen­
eral economic tightening-up on our part. We have grown lax in recent 
decades partly because of the absence of such competition. Costs have 
been allowed to get out of hand, and domestic inflation has gone much 
further than we should have permitted.

The emergence of foreign competition is part of the revival of world 
trade, and as such it is to be welcomed. The world would be an even 
more uncomfortable place for us than it is if the industrial nations 
who are our allies had not recovered economically. But ŵe wTill want 
to play a large part in the revival of world trade. To do so we will 
have to abjure inflation, restrain rising costs, and provide the necessary 
capital for improvement of our productive efficiency.

None of these three emerging economic problems of the 1960’s will 
be easy to deal with. But a recognition of their presence, and 
an understanding of their nature, is a first step toward their solution. 
It is our hope that at least that much has been accomplished by this 
statement.
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STATEMENT OF NATIONAL ASSOCIATION OF MUTUAL
SAVINGS BANKS

N ovem ber 2,1959.
Hon. P a u l  H. D o u g la s ,
Chairman, Joint Economic Committee,
Congress of the United States,
W ashing ton, D.C.

M y  D e a r  S e n a to r  D o u g la s  : The attached statement is in response 
to your letter of October 2, 1959, inviting the National Association 
of Mutual Savings Banks to submit for the record constructive sug­
gestions on public and private policies to reconcile and simultaneously 
obtain the objectives of maximum employment, adequate economic 
growth, and reasonable price stability. We are happy to have this 
opportunity to cooperate with your committee in its important under­
taking.

In order to comply with your request to submit our views not later 
than November 1, 1959, there has not been time to circulate the state­
ment throughout the savings banking industry and our various na­
tional committees. It has, however, been approved by our executive 
committee and represents essentially the thinking of the association’s 
economists under the direction of Grover Ensley. Dr. Ensley, as you 
know, was formerly associated with your committee.

I hope that this statement will assist your committee in developing 
appropriate policies to achieve its wTorthy national economic objectives.

Sincerely yours,
J o h n  d e L a it t r e , 

President, National Association of Mutual Savings Banks.

EMPLOYMENT, GROWTH, AND PRICE LEVELS

The National Association of Mutual Savings Banks welcomes this 
opportunity to offer suggestions for meeting the prime economic chal­
lenge of our times—reconciling and simultaneously achieving objec­
tives of maximum employment, adequate economic growth, and rea­
sonable price stability. Such an achievement in a free, dynamic, com­
petitive society depends not only on the intensive application of our 
best economic skills but also on a broad public understanding of basic 
economic issues. In both respects the Joint Economic Committee has 
played a key role by providing a public forum for economic discussion, 
sponsoring pertinent economic studies, and disseminating widely eco­
nomic intelligence.

Focusing attention on the need for simultaneous realization of 
maximum employment, economic growth, and price stability is in itself 
a worthy accomplishment. Not a few observers of the economic scene 
have been too ready to deny the compatibility of these goals. Some 
have advocated the sacrifice of price stability to what they consider to
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be the more important objective of economic growth. Indeed, they 
have argued that “a little inflation” is a necessary inevitable counter­
part and stimulant to maximum employment and adequate growth 
in a dynamic economy. This position has brought forth a strong 
counterargument from advocates of the prime importance of relative 
stability. In this view, only through cost and price stability can the 
longrun health of the economy be assured.

The pursuit of this controversy among sophisticated protagonists 
succeeds only in confusing the lay public that one or the other goal 
is of prime importance. The fact is that the goals of economic 
growth and relative price stability cannot be pursued separately but 
only simultaneously. They are interdependent. In the world strug­
gle of conflicting economic and political ideologies nothing less than 
the full utilization of our Nation’s human and material resources can 
be tolerated. To underutilize our capacity is to risk defeat in this 
struggle. At the same time it is clear that an adequate rate of growth 
and maximum employment cannot long be maintained in a setting of 
steadily rising prices. In an inflation-oriented society economic im­
balances, inequities, and speculative excesses are inevitable ingredients 
wliich ultimately convert economic growth to decline.

Public economic policy has in fact been pledged to the objective of 
achieving maximum employment, economic growth, and price stability 
since the enactment of the Employment Act of 1946. In this connec­
tion the statement submitted on request of the Joint Economic Com­
mittee by Grover W. Ensley, the national association’s executive vice 
president, on “The Employment Act of 1946: The Dynamics of Public 
Economic Policy” is pertinent. This statement appears in the study 
on “The Relationship of Prices to Economic Stability and Growth” 
published March 31,1958.

The Employment Act of 1946 was framed in an atmosphere of eco­
nomic uncertainty and apprehension and against a background of 
persistent unemployment and economic stagnation in the 1930’s. Lit­
tle wonder that the emphasis of public policy in early postwar years 
was on maximization of employment and production without adequate 
regard for stability or longrun growth. The surprising postwar 
resilience of our economy and widespread upward price pressures 
soon shifted the focus of attention of public policymakers to questions 
of growth and stabilization. Indeed the dynamic character of our 
economy has been matched by the dynamic quality of public economic 
policy. Policy will have to be continually adapted to changing eco­
nomic conditions if the major test of achieving reasonable stability of 
the general price level simultaneously with an adequate rate of eco­
nomic growth and maximum employment is to be met.

There are those, of course, who contend that the Employment Act 
does not, in fact, include general price stability as a specific objective. 
They argue that before public policy can be directed effectively to 
this question, the act must be amended to correct this omission. 
While such legislation may have some merit, it hardly seems neces­
sary. The emphasis in the act on promoting “maximum purchasing 
power” already implies the pursuit of public policies to achieve rela­
tive price stability.

Before the committee can design policies “to achieve simultaneously 
maximum employment, an adequate rate of economic growth, and
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reasonable stability of the price level,” it must be clear about the 
meaning of key terms. The inexactness of economics as an intellec­
tual discipline is perhaps highlighted by its use of language subject 
to varied interpretation. Economists will disagree, for example, 
on what constitutes “maximum,” “adequate,” and “reasonable.” With­
out attempting to qualify these terms, it should be clear that in a 
dynamic, free enterprise economy, economic conditions can only ap­
proach but perhaps never achieve the ideal.

Moderate fluctuation in business activity, with attendant economic 
dislocations and temporary personal hardship, is likely to continue. 
It could hardly be otherwise in an economy characterized by the in­
dependent planning, yet interdependence, of more than 50 million 
consumer units and over 5 million business units; by the importance of 
capital expenditures which may be postponable; by the uncertainty 
of economic life and the variation of individual reactions; by the 
uneven lags following changes in each economic sector. In such a 
society public economic policy ought to focus on minimizing busi­
ness fluctuations without interfering with the basic processes of long- 
run economic growth and general price stability or jeopardizing our 
free institutions.

Responsibility for maximizing economic welfare in a free economy 
must be shared by Government and private bodies alike. In seeking 
their own good, private units will generally promote the general good. 
At times, however, the right course of action in one’s best interest 
may not be clear; longer term permanent gains may be unknowingly 
sacrificed in the seeking of short-term temporary gains. Conflicts of 
interest, moreover, will arise from time to time within and between 
the broad sectors of industry, labor, agriculture, and finance. To 
minimize the harmful effects on the national economy of unwise 
private actions a broad program of economic education is needed to 
convince consumers and business enterprise alike that it is in their 
own best interest to pursue and support programs and policies ded­
icated to sound economic growth and relative price stability. Public 
economic policy and planning must always serve as a guide to private 
economic units. In this framework, our economic goals may be 
realized if private and public policies are pursued along the broad 
lines herewith suggested.

1. Increase flow of savings.—In the depressed economic setting of 
the thirties the prevailing fear was that underutilization of savings 
for productive investment would deter economic progress. As wide 
acceptance of the theory of economic stagnation gave way to recog­
nition of dynamic economic growth, it was clear that the basic need 
was for an increased—not a reduced—volume of savings. Today, 
few would deny that expansion of our productive capacity consistent 
with sustained growth and reasonable price stability can be achieved 
only through steady expansion in the flow of savings. Indeed, evi­
dence based on scholarly studies suggested that the major deterrent to 
adequate economic growth may be insufficient savings. It is antici­
pated that needs for capital facilities in our ever-growing economy 
will be larger than ever before. Merely to provide for our growing 
population, let alone to upgrade general living standards, the need 
for new plant and equipment, housing, and Government facilities
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will be unprecedented in the decades ahead. In addition, provisions 
for national defense and security can hardly be neglected.

The mutual savings banking industry has been dedicated for nearly 
150 years to the encouragement of thrift. It is currently putting to 
work in productive investment over $39 billion, based on the accumu­
lation of savings in over 22 million individual accounts. The industry 
pledges, in cooperation with other private and public groups, to con­
tinue its vigorous efforts to channel an increased flow of savings into 
the Nation’s capital facilities.

2. Improved productivity.—Just as increased savings are essential 
to the sound inflationary financing of capital expansion, so is increased 
productivity essential to sound economic growth. Whether the appro­
priate rate of advance is 2, 3, or 5 percent annually may not yet be 
clear on the basis of empirical evidence. What is clear is that steady 
advancement is essential. There can be no simple prescription for pro­
ductivity advances, but increased capital investment is an underlying 
essential. Thus, once again the importance of increased savings to 
finance new investment is underlined.

It is basic also for management and labor to be dedicated to the 
principle of advancing productivity. They must strive cooperatively 
to eliminate wasteful practices and to develop new, efficient production 
techniques.

Historical evidence shows that technological gains are at the heart 
of productivity increases. It is thus encouraging to note the marked 
awareness of industry in the value of scientific research. Expendi­
tures for research and development by American business have risen 
steadily in postwar years, and as a result labor efficiency has increased 
markedly. It has increased also because of improved labor practices, 
newly acquired skills, and better educational facilities.

3. Enlightened %oage and price policies.—The present institutional 
framework of American enterprise permits some degree of wage and 
price setting by labor and management outside of market supply and 
demand forces. This fact places a profound responsibility on leader­
ship and calls for the shaping of policy with a high degree of enlight­
ened self-interest. Thus, labor must have an awareness of the harmful 
effects, to its own cause as well as to the general economy, of wage in­
creases in excess of productivity gains. Business must understand the 
problems of “sticky” prices less responsive to market forces. In both 
instances excessive demands will lead ultimately to market resistance 
and to an aggravation of business fluctuations.

Broad economic education will be important in keeping wage and 
price policy consistent with our broad economic goals. Also important 
will be the influence of an aroused, informed, public opinion brought 
to bear on decisions reached by labor and management in the collec­
tive bargaining process.

4. The maintenance of a free competitive business climate,—Per­
haps too often restraints on freedom of business enterprise are consid­
ered primarily to be those imposed by Government, through the exer­
cise of its regulatory, fiscal, and monetary powers. Such restraints are 
admittedly great, but they should not obscure the frequently more sig­
nificant limitations on business freedom imposed from within the pri­
vate sector of the economy. Thus, where they exist, monopolistic prac­
tices need to be eliminated. Greater freedom of entry is needed both
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into skilled trades and into general industry. Mobility of men and re­
sources is essential.

The freedom to compete lies at the heart of economic progress in 
our society. New products, new techniques, new labor skills, new firms 
must be encouraged to compete with the older established ones. 
Healthy competitive endeavor should be fostered by both private and 
public bodies so that industrial American resourcefulness may be 
broadly utilized for the common benefit.

5. Continued independence and flexibility of monetary policy.—  
Monetary policy is an effective tool for sound economic growth and 
reasonable price stability only when it is administered with independ­
ence and flexibility. Since March 1951, the Board of Governors of the 
Federal Reserve System has been able and willing thus to administer 
its broad monetary powers. Short of national emergency, the Board’s 
independence of action should not again be hampered as it was in the 
postwar years before 1951.

Though economic inexactitude has not permitted perfect timing, 
Federal Reserve action has been a fundamental force in the generally 
favorable postwar experience of the Nation’s economy. This action 
has had a positive effect not only upon commercial banks but also 
upon other types of financial intermediaries. While some theorists 
deny the pervasive effects of monetary policy, our central banking 
authorities are clearly aware of them as evidenced by this recent state­
ment of Gov. A. L. Mills of the Federal Reserve Board:

Altogether, there is little question but that Federal Reserve System monetary 
policy profoundly influences the investment policies of mutual savings banks, 
savings and loan associations, and insurance companies, and that influence is 
registered directly through changes in the Federal Reserve bank discount rate 
and indirectly through a derivative influence on their activities that stems from 
the effects that monetary policy first has on the credit-creating activities of the 
commercial banks.

Expansion of Federal Reserve monetary powers may not be nec­
essary, but the safeguarding of the Board’s independence and flexi­
bility of action is fundamental to the simultaneous achievement of 
maximum employment, adequate growth, and reasonable price sta­
bility.

6. Development of responsible fiscal policy.—It is only within recent 
years that Federal revenue and expenditure policy has been shaped 
to moderate business fluctuations and aid long-term growth. Such a 
policy orientation is now widely accepted regardless of political per­
suasion. Implementation of such policy still presents difficult prob­
lems, however, particularly with respect to timing. Increased spend­
ing and reduced revenues during the 1958 recession were important in 
the generation of recovery. The continuation of Federal deficits in 
the 1959 prosperity, however—the result, in part, of earlier expendi­
ture authorizations—has aggravated the tightness in financial markets 
and confounded monetary policy. If fiscal policy is to achieve its 
potential as a tool for economic growth and price stability, it is es­
sential that a surplus of Federal revenues over expenditures be realized 
when business activity is high and rising. This would reduce the 
burden of stabilization policy borne by the monetary authorities, per­
mit some reduction in Federal indebtedness or at least offsets to deficits 
incurred during recessions, and remove the Federal Government as a 
competitor for scarce capital funds.
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Within this framework an effective debt management program is es­
sential to achieve the goals of the Employment Act. Current Federal 
statues, however, impose unrealistic restraints on debt management 
operations and hinder efforts to maintain fiscal discipline and flexi­
bility. Accordingly, legislative action to remove the 4 ^ -percent 
ceiling on Treasury bonds is urgent. It is a basic tenet of our free 
enterprise economy that buyers and sellers, borrowers and lenders, 
compete in open markets for the goods, services, and financial claims 
which they offer and seek. In this setting, the Federal Government 
must be free to compete with other types of borrowers for available 
funds on the basis of interest rates and terms.

When Federal statutes and capital market conditions permit, the 
Treasury must be willing to increase its offerings of long-term secu­
rities. Only when the overwhelming short-term character of the Fed­
eral debt is modified can the Treasury gain control over its debt and 
reduce its frequent disruptive trips to the capital market. Not until 
then can debt management become an effective weapon in our battle to 
achieve economic growth, maximum employment, and reasonable price 
stability.

One basic aspect of Federal fiscal policy that requires thorough 
reconsideration is the tax structure. This structure has developed in 
recent decades generally under one emergency or another, not the least 
of which have been war and depression. Review and appraisal of cur­
rent laws is, in fact, overdue and is promised to get underway soon by 
the House Ways and Means Committee, chaired by Congressman 
Wilbur D. Mills. The basic criteria for appraisal adopted by this com­
mittee appear eminently sound and include the following:

(1) Equity and fairness*;
(2) Progression in the distribution of tax burdens;
(3) Allowing free play of the market in allocating resources:
(4) Providing a climate for economic growth;
(5) Ease of taxpayer compliance and administration of the law.

That a considered broad approach is being taken in this matter is
clear from these criteria as well as from the statement made not long 
ago by Mr. Mills, then chairman of the Subcommittee on Fiscal Policy 
of the Joint Economic Committee.

The basic problem [of inflation] is an inadequate level of savings out of 
current income. An ever-increasing volume of real savings is needed to meet the 
economy’s requirements for replacement of plant and equipment under inflated 
prices and for growth based upon full exploitation of rapid technological ad­
vances. Fiscal and monetary policies should be directed toward encouraging a 
higher level of voluntary real savings under the present conditions of inflationary 
pressure.

The results of the general tax review and appraisal by the House 
Ways and Means Committee will be eagerly awaited.

7. Coordination of Federal credit programs with monetary a,nd 
fiscal policy.—Because the policies and programs of the several Fed­
eral credit-granting and insuring agencies bear importantly on the Na­
tion’s growth and stability, it is essential that they be coordinated with 
overall monetary and fiscal policies. The coordination of Treasury 
debt management operations with Federal Reserve monetary and 
credit actions is by now a well-accepted principle. It is not as well 
accepted, at least in practice, however, that other Federal credit pro­
grams need to be coordinated and integrated.
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Public policy, operating through the various Federal agencies con­
cerned with mortgage credit, seems at times to be committed to having 
mortgage credit available readily at all times, regardless of where we 
are in the business cycle. A housing credit policy of this type, pursued 
with little or 110 regard for monetary and fiscal policies, presents 
serious problems for economic stabilization. This is true also for the 
Federal agricultural credit programs. There can be no alternative but 
that the huge and expanding Federal mortgage and agricultural credit 
programs be subordinated to, and modified from time to time in ac­
cordance with changing criteria for economic growth and stability.

8. Improved economic statistical programs.—Basis to effective Gov­
ernment and private action to moderate economic fluctuation is effec­
tive timing. And without comprehensive and promptly available 
economic statistics, effective timing of appropriate actions is not pos­
sible. It should be emphasized that comprehensive statistics, promptly 
available, are as important in the framing of business decisions in the 
private sector of the economy as in the framing of monetary policy, 
for example, in the public sector. The Joint Economic Committee 
has already made a significant contribution to the improvement and 
broad dissemination of statistical economic indicators. Through its 
Subcommittee on Economic Statistics the continuation of studies de­
voted to broadening and improving statistics is gratifying.

Economic data need constantly to be appraised as to usefulness for 
analysis of current business conditions and decisionmaking. A con­
structive program of data expansion and improvement needs to be a 
permanent part of Government economic investigations. Some im­
portant statistical gaps which need to be filled lie in the areas of sav­
ings, inventories, quality of credit, interest rates, construction, income 
distribution, and consumer and business expectations. The Joint Eco­
nomic Committee’s Subcommittee on Economic statistics can play an 
important role in a comprehensive program of Federal statistics.

The reconciliation and simultaneous achievement of objectives of 
maximum employment, adequate economic growth and reasonable 
price stability would result in a degree of economic prosperity and 
national well-being unparalleled in our history. The work of the 
Joint Economic Committee will undoubtedly contribute significantly, 
as it has in the past, toward broader public appreciation of the central 
economic problem of our times. The National Association of Mutual 
Savings Banks, in suggesting in broad outline public and private 
policies for the realization of national economic goals, is happy to 
cooperate with the Joint Economic Committee in its important en­
deavor.
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STATEMENTS OF NATIONAL RETAIL MERCHANTS 
ASSOCIATION

(By Nathan J. Gold, President)
I appreciate this opportunity to present to the Joint Economic 

Committee the views of retailing on the subject of a sound economy, 
with particular reference to the problem of maintaining maximum 
employment, price stability, and sound economic growth.

The National Retail Merchants Association represents more than
11,500 stores in the United States doing an annual volume of $20 
billion. There follow our views addressed to specific facets of the 
problem as indicated by the following headings:
Fiscal policy of the administration

In the past twTo decades much of the individual and national eco­
nomic growth has been illusory as a result of the steady inflation. 
Its consequences wToulcl not matter much but for the fact that the 
depreciation of the dollar has hurt those who practiced thrift and 
saved a “nest egg” for their old age, those who were patriotic and 
bought U.S. savings bonds, those on fixed incomes and pensions, and 
others in retirement. All of this is well known without needless 
repetition. Inflation today is the major peril to our economic well­
being. We feel that greater attention must be given to the continued 
threat of inflation. Contrary to the opinions of many, our present 
high standard of living is not a result of inflation, but can be at­
tributed rather to the benefits of advanced technology and sound man­
agement. While inflation may be a contributing factor, the truth is 
that we have continued, during these past several years, to borrow 
upon the future through the medium of the devaluing of the dollar 
and through rapidly increasing Federal debt.

Economic growth and maximum employment can flourish only in 
conjunction with price stability, that is, a sound dollar of steady value.

The administration and Congress must dedicate themselves to a 
sound fiscal policy, a balanced budget, avoidance of unnecessary spend­
ing, and fiscal and debt management in a manner and at a rate of in­
terest which will siphon off funds from savings institutions and other 
nonbank investors rather than through excessive sales to banks which 
serve to increase the money supply and feed the fires of inflation.

Nothing in the emphasis placed on avoidance of unnecessary spend­
ing is intended to restrict in any way the outlays necessary for pres­
ervation of the national defense and security effort or for other es­
sential Government services. It does, however, imply strict limita­
tion of nonessential expenditures for public works, pork-barrel and 
other politically motivated outlays. Major programs such as the Fed­
eral highway program must continue to be self-supporting through 
gasoline tax increases of amount and duration consistent with the 
scope of the program.
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The relationship of wages to inflation
We are vitally concerned with the problem of continued inflation 

as reflected in consumer prices and cost of living, and we believe that 
continued efforts by Government and business should be exerted to 
halt it.

Our national economy, if it is to be healthful, must depend upon 
mass production and distribution at the lowest possible unit cost, 
Wages in the retail and service trades as in many other industries 
have continued to rise more rapidly than employee productivity.

The trend of negotiated wage increases not justified by increase in 
productivity is one of the major causes of our continued creeping in­
flation. The practice of both management and unions of negotiating 
wage increases over future contract periods without any positive 
assurance of increased productivity has served to increase production 
and distribution costs and thereby prices to the consumer. This has 
had a serious inflationary impact upon white-collar workers and the 
public generally.

We strongly oppose any increase in the Federal minimum wage or 
the extension of wage and hour controls to the retail and service 
trades. Increase in the minimum wage involves considerably more 
than the health and welfare of the marginal worker. Every increase 
in the minimum wage is automatically accompanied by comparable 
percentage increases in hourly earnings above the minimum in order 
to maintain existing wage differentials based upon skill and expe­
rience. Such increases again disregard the problem of productivity 
and contribute directly and seriously to further inflation.

Minimum wages and hours of work are only meaningful at the 
local area, in relation to local costs of living. No Federal rate can 
be established on a national basis which would not be too high for 
some areas and too low for others. We hold the strong opinion that 
for the retail and service trades any regulation of minimum wages 
and maximum hours of work is properly within the province of the 
State rather than the Federal Government, and any such controls, if 
and when needed, should be initiated at the State and local level 
rather than on a Federal basis.
The effect of strikes and automation upon economic growth

The number of man-hours of work lost annually because of strikes 
are to be deplored as an economic waste. It is hoped that the new 
legislation passed by Congress will help minimize such stoppage of 
employment.

The strike issue is particularly acute in the large industries where 
the cessation of work directly affects national and public interests. 
In such emergencies, we believe, the President should appoint a fact- 
rinding board as soon as there occurs a national strike which, if con­
tinued, wTould be against public interest, The duties of this board 
should be not only to determine the facts involved but also to attempt 
to bring about voluntary reconciliation of the differences between the 
two parties. Failing in this, the board should make its findings pub­
lic and the Taft-Hartley law should be invoked.

Another issue affecting long-range maximum employment is the 
loss of work of some individuals because of the introduction of auto­
mation. The Government should carefully study the trends in auto­
mation as they affect the continuity of employment and should seek
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every means of trying*, through appropriate training, to divert such 
affected individuals to other sources of employment.

As long as wages continue to rise faster than productivity, the need 
for increased automation will intensify.
Federal estate taxes and their effect upon the economy

Sound economic growth is dependent upon the continued existence 
and enhancement of small business. Small business is at the core of 
the American free-enterprise system as well as the American way of 
life. All possible steps should be taken to insure that small business 
will be given the opportunity to grow. One of the greatest impedi­
ments to this growth lies in our estate tax laws. A recent survey of 
our members by the association indicated that a great many mergers 
and liquidations in the retail field had as a contributing cause the 
operation of the estate tax.

Our studies revealed that when a smaller store interest is included 
as the principal part of a taxable estate an average of 25 to 30 percent 
of the store assets must be applied toward the payment of estate taxes. 
It is obvious that many small-business enterprises cannot hope to sur­
vive this financial burden imposed upon them by the liquidation and 
withdrawal of over one-quarter of their business assets, particularly 
in the retail business, in which large amounts of assets are represented 
by inventory and accounts receivable.

Intelligent planning can to some extent reduce the harmful effect 
of estate taxes on a smaller enterprise, but nontax factors prevent the 
smaller businessman from taking full advantage of this type of plan­
ning. We strongly recommend, therefore, that legislation be enacted 
which will reduce the overall estate tax burden and particularly the 
estate tax rates applicable to smaller estates. Also, further considera­
tion should be given to present statutes which permit the deferral of 
estate tax payments by permitting lower interest rates in respect to 
late payments and the extension of the time limit in which to com­
plete the payment of the estate tax liability.
The effect of income and excise taxes on the economy

We oppose the imposition of excise taxes because it places an undue 
burden on the consuming public with lower incomes by decreasing the 
purchasing power of this economic group. It has as its resulting effect 
a lessening of demands for goods and services, and a concomitant 
lessening of employment and production, We therefore urge that 
excise taxes be repealed at the earliest possible date.

Present income tax rates, both personal and corporate, are exces­
sively high, and should be reduced at the earliest moment consistent 
with sound budgetary practice. Well-reasoned rate reductions, ap­
plied on an equitable basis calculated to reach all taxpayers and all 
forms of economic activity, will accelerate the growth and productiv­
ity of the economy, and increase our economic strength and national 
welfare.
Consumer credit

Our suggestions regarding consumer credit and its effect on the 
economy have previously been submitted to your committee. For 
the sake of completeness, however, a copy of our statement is attached.

If we can be of further assistance to your committee, do not hesitate 
to call upon us.
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(By Charles F. Naumann, Chairman, Credit Management Division)
My name is Charles F. Naumann. I am the chairman of the Credit 

Management Division of the National Retail Merchants Association 
with offices at 100 West 31st Street, New York, N.Y.

The National Retail Merchants Association has a membership of 
over 11,500 department, specialty, and chain stores located in every 
State of the Union and many countries abroad. Its members pro­
vide employment for several hundred thousand of our citizens and 
do an annual volume of business exceeding $19 billion.

The board of directors of the Credit Management Division, Na­
tional Retail Merchants Association is opposed to any move in the 
direction of legislation or standby authority to regulate consumer 
credit.

It is important that all people interested in this subject fully ap­
preciate the substantial contribution that consumer credit has made 
toward the improvement of living standards in America. As an in­
fluencing force, it is our opinion that consumer credit has contributed 
more to the American way of life than even our mass production 
system.

In fact, mass production, we feel, results from a mass market rather 
than produces one—and certainly, consumer credit has contributed 
greatly toward the creation of the mass market upon which mass pro­
duction is based.

It is our belief that Government regulation is not only unnecessary 
but may be harmful to normal cycles in our economy. Our economy 
is far more correctly controlled by the prudence of the American con­
sumer and the American businessman in the conduct of their affairs 
than ever can be achieved by Government regulation. It has long 
been recognized that consumers themselves are sensitive to changing 
economic conditions and adjust their buying and debt obligations 
accordingly.

This was established not only by the annual survey of consumer 
finances, conducted by the Board of Governors of the Federal Reserve 
System in cooperation with the Survey Research Center of the Uni­
versity of Michigan, but also by the comprehensive study of consumer 
installment credit made by the Board at the suggestion of the Presi­
dent and the request of the Council of Economic Advisers.

In fact, this study produced no conclusive evidence of the effective­
ness of the former regulations of consumer credit.

Accompanying is an analysis of the consumer credit statistics com­
piled by the Board of Governors, Federal Reserve System which 
shows the relationship of debt by holder to total credit outstanding 
and the percentage of debt to disposable income. It will be noted that 
the ratio debt for installment “other consumer goods paper” (which 
included department and specialty store figures) increased from 2.3 
percent in 1939 to 2.7 percent as of June 30, 1959—a rise of only four- 
tenths of 1 percent for the past 20 years. During the same period the 
ratio of noninstallment “charge account” credit outstanding to dis­
posable income decreased from 2 percent to 1.3 percent.

It is true that on the overall there has been an increase in total con­
sumer credit outstanding. However, when we relate total debt to 
disposable income, we find the ratio only increased from 10.2 percent 
to 14.2 percent in two decades, which is small when we take into con­
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sideration the increase of our population, the number of family units 
and the broadened base of credit users resulting from the drastic 
change of credit selling, and the fact that today, buying on credit is 
a normal way of life for the typical American family.

As for the quality of credit extended, one need only consult bad 
debt loss ratios which at department and specialty stores for many 
years have remained fairly constant at less than one-fourth to one-lialf 
of 1 percent of total credit sales. The largest credit loss ever ex­
perienced in 1932—the depth of the depression—was iy2 percent for 
charge accounts and 5 percent for installment accounts, more than 
half of which was repaid in subsequent years.

It is reasonable to expect that because of the economic safeguards 
and stabilizers built into our economy since that time, we will not 
experience a correction of such major proportion in the future.

In view of the factors stated above, we are therefore opposed to 
Government regulation of consumer credit—standby or otherwise. In 
times of war and national emergency when in the interest of security, 
it is necessary to divert productive capacity to defense, our country has 
demonstrated repeatedly the rapidity with which it can make the 
required adjustments in business and the economy.
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Consumer debt analysis

(Prepared by A. L. Trotta, manager and research director, Credit Management Division, N RM A)

Type
Millions of dollars Percent to total credit Percent to disposable income

1939 1958 June 30, 
1959

1939 1958 June 30, 
1959

1939 1958 June 30, 
1959

Installment:Automobile____ __________________ ----------- 1,497 14,131 15, 419 20.7 31.4 33.0 2.1 4.5 4. 6
Other consumer goods paper i_ ______ ____  __ . __________ 1,620 9. 007 9, 077 22.4 20.0 19.4 2.3 2.8 2.7Repair and modernization_____________ _ __ ____ 298 2,145 2,240 4.1 4.8 4.8 .4 .7 .7
Personal loans___  ___ _ _______  ___ _ _ _ _ _  ____ __ 1, 088 8, 582 9, 074 15.1 19.0 19.4 1.5 2.7 2.7

Total installment credit_____ _ _ _ _ _ _ _  _ ------------- 4, 503 33, 865 35, 810 62.4 75.1 76.7 6.3 10.7 10.7

N oninstallment:Single payment loans ______ ______  ______ _ _ ----------- 787 3, 543 3, 842 10.9 7.9 8.2 1.1 1.1 1.1
Charge accounts __ ______ ___________ _ __ ----------- 1, 414 5,018 4, 318 19.6 11.1 9.2 2.0 1.6 1.3
Service credit____ _____________ _ _________  __ ---------- 518 2, 639 2, 746 7.2 5. 9 5.9 .7 .8 .8

Total noninstallment credit ______  __ __ __ ______  __ _ 2,719 11, 200 10, 906 37.6 24. 9 23.3 3.8 3.5 3.2

Total consumer credit_____  _____ ______ _ _____ _ 7, 222 45, 065 46, 716 100.0 100.0 100.0 10.2 14.2 14.0
Disposable personal income 70, 400 316, 500 2 335,300

i Includes all consumer installment credit extended for the purpose of purchasing auto- 2 2d quarter of 1959. mobiles and other consumer goods and secured by the items purchased, whether held byretail outlets or financial institutions. Includes credit on purchases by individuals of Source. M atuial Federal Reserve statistics, automobiles or other consumer goods that may be used in part for business.
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STATEMENT OF UNITED MINE WORKERS OF AMERICA
O ctober 30, 1959.

Hon. P aul H. D ouglas,
Joint Economic Committee,
Senate Office Building, Washing ton, B.C.

D ear Senator D ouglas: I am submitting herewith to the Joint 
Economic Committee a statement of the United Mine Workers of 
America pertaining to the problems of designing policies to achieve 
maximum employment, an adequate rate of economic growth, and 
reasonable stability of the price level. I sincerely trust this statement 
will be satisfactory and of value to your committee.

With kind personal regards and all good wishes, I am,
Very truly yours,

T homas K ennedy,
Vice President, 'United Mine Workers of America.

EMPLOYMENT, GROWTH, AND PRICE LEVELS

Mr. Chairman and members of the committee, I am Thomas 
Kennedy, international vice president of the United Mine Workers 
of America, an organization comprised of coal miners located in 28 
States of this Nation.

In speaking for this organization, I represent individuals who have 
contributed heavily toward the success of the United States of 
America since its founding. As you know, coal is one of the basic 
bulkwarks of the American economy. This fact has been proven time 
and time again, especially in World Wars I and II, when it became 
necessary for coal miners of the United States not only to produce 
enough coal to meet the needs of this Nation, but those of our allied 
nations as well.

In emphasizing these facts, I am compelled to make some observa­
tions as to the tremendous unemployment problems which now exist 
in the coal fields. Unquestionably, every sound-thinking American 
must recognize that no other economic ill affects individuals within 
an economic area more than mass joblessness, such as prevails at the 
present time. Of course, in making this point I am not dealing with 
the subject of unemployment on a selfish basis by any means, because 
I fully realize that countless numbers of individuals from other in­
dustries are likewise in the same category. As the spokesman for our 
organization, however, I must point out that unless something is 
done—and done soon—to alleviate the suffering which now prevails 
in the coal mining towns of this Nation, conditions will become 
worsened.

Our records indicate that there are about 100,000 unemployed coal 
miners in the United. States. These figures represent the situation as
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it exists in both the anthracite and bituminous regions. This condi­
tion is pitiful, to say the least. Coal miners are trained for that par­
ticular occupation. They are people whose deep-rooted ties to the coal 
region date back to their early ancestry. As a result, these men, by 
their very nature, do not like to take up living quarters elsewhere 
because they are always looking forward to the day when the mines 
where they were employed will start up again. Moreover, even if 
they did decide to vacate their present abodes, they would find it ex­
tremely difficult to find gainful occupations elsewhere, because of the 
festering cancer of unemployment which is so prevalent throughout 
the Nation.

Distressed families and terrible living conditions are the result of 
unemployment on a vast scale. Unquestionably, unless corrected, 
social decay and moral degeneration are bound to follow. I, there­
fore, make the assertion that if the coal industry is to fulfill what is 
expected of it in the years to come, we must all put our shoulders to 
the wheel and do everything within our power to make these coal 
mining towns bustling centers of prosperity instead of dark areas 
suffering from the ravages of unemployment.

As a means of correcting the evil of unemployment, it is our recom­
mendation that a national fuels policy should be adopted by the Fed­
eral Government. This has been a firm stand of the United Mine 
Workers of America for many years. Just recently, the coal opera­
tors, the United Mine Workers of America, the coal-carrying rail­
roads, coal-equipment manufacturers, and coal-burning electric util­
ities, banded together and formed an organization known as the Na­
tional Coal Policy Conference, for the purpose of bringing about unity 
in working toward this goal. Of course, all parties involved in this 
movement are cognizant of the fact that everyone must strive for one 
common purpose, because the ills of the basic coal industry have af­
fected every industry that the aforementioned group represents. It 
is, therefore, our opinion that the Government would be acting in 
good judgment, if it would institute a thorough, completely objective, 
nonpartisan study of the overall fuel situation, after which the re­
sults could be incorporated in a national fuels policy. During the 
last session of Congress, 42 Senators and 30 Representatives intro­
duced joint resolutions for the creation of a joint committee to make 
such a study. In making their proposals, these lawmakers, who are 
well aware of the suffering which exists among their constituents, rec­
ognized that this is the sensible approach to handling this problem. 
Surprisingly, however, the gas and oil industries, which have been 
receiving breaks galore through the years, feel that since this Nation 
has survived for the past 150 years without a national fuels policy, 
such a program is unnecessary now. In my judgment, such absurd 
reasoning only prevails because the gas companies are permitted to 
wastefully dump natural gas under utility boilers, and the giant oil 
companies are permitted to import residual oil from some countries, 
including Venezuela, long an archenemy of the United States. These 
matters have been a major source of irritation to the coal industry be­
cause such practices permit practically laborless fuels to be used un­
fairly in competition against coal.

From a conservation standpoint, the dumping of natural gas in 
such reckless fashion is extremely wasteful. It is a known fact that
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reserves of gas are relatively limited. For selfish reasons, however, 
the gas industry continues to insist on maintaining a yearround vol­
ume by dumping this gas at cuthroat prices under utility boilers. 
While dealing with this subject, I think it is extremely necessary that 
we should dwell to some extent on the manner in which natural gas is 
put on the market in unfair competition against coal. It is very ob­
vious that an industry selling its product below the cost of production 
must make up the difference somewhere else. So, who pays? The 
household consumer pays this difference to enable the gas industry to 
offer dumping prices. Thus, the coal industry is forced into periods 
of idleness during the summer months just because natural gas is 
available at cutthroat prices and the Nation is suffering tremendously 
as a result of this wastage of a valuable natural resource. More im­
portant, however, is the fact that many coal miners are forced into 
idleness, which further aggravates the chaotic unemployment problem 
that exists throughout the Nation.

During the past several years a flood of cheap, waste fuel oil has 
seriously threatened the coal markets along the eastern seaboard. 
Most of the plants located in this area are equipped to burn either coal, 
oil, or gas. Consequently, when an oil glut develops abroad, the major 
outlet is the utility boilers of the United States which are in close 
proximity to eastern waterways. In order to clear up any misunder­
standing which may exist, I think it is well to point out that waste oil 
or residual oil, as it is commonly known, is a heavy, tarlike product 
which can only be burned by utilities and other large consumers which 
are equipped to do so. Contrai^ to some beliefs, it is never used for 
home heating. To be specific while dealing with this problem, I would 
like to remind this committee that the eastern part of the United 
States is considered to be coal’s prime market. Unfortunately and 
shamefully, however, the coal industry has been forced into watching 
an ever-growing volume of foreign oil engulfed in this area. For 
example, in 1958, over 40 million tons of coal were displaced by 
residual oil imports. In making this point, I wish to emphasize that 
coal does not and never has objected to legitimate competition. We 
would be illiterate, however, if we were to sit back and say nothing 
about the indiscriminate dumping of waste oil in our markets at 
any price just to meet the whims of those who are “hellbent” on making 
a “fast buck” at any price, and with utter disregard for those who 
might suffer due to their selfishness. It is our firm opinion that such 
unscrupulous and unfair competitive tactics should under no circum­
stances be tolerated by the U.S. Government and we will never sit idly 
by until this goal is accomplished.

Another factor which has been working detrimentally against the 
coal industry is the depletion tax allowances given to the gas and oil 
interests. As a result of the special privileges which have been granted 
to these industries, they are enabled to make exorbitant profits from 
which millions of dollars can be used for advertising propaganda 
purposes. In reality, the advantage given to these two industries 
could easily be termed as a “marriage” of the oil and gas magnates 
with our Government,

In spite of all these handicaps, the coal industry, both anthracite 
and bituminous, is sternly looking toward a brighter future. Many 
of our citizens, if they were faced with the same major problems as
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the people in the coal industry, would take a chickenhearted attitude 
and accept defeat. To those of us who have long been acquainted with 
the coal industry, however, we are proud of our achievements. We 
have faced tremendous hardships before, and on many occasions the 
industry we speak for was on the brink of economic chaos. Never­
theless, through firm determination and a willingness to preserve and 
protect the basic industry of our Nation, coal has become one of the 
most modern and productive industries in the world.

In World Wars I and II, when it became mandatory for the United 
States to produce the coal requirements of this Nation, as well as the 
needs of our foreign allies, the coal industry devoted its fullest efforts 
and turned out masses of production, the like of which was never 
accomplished in any other nation of the world. Furthermore, in mak­
ing this commentary, I believe it is very essential to make it clear for 
the enlightenment of those w7ho might never have known, or as a 
refresher to those who might have so soon forgotten, that the coal 
miners of this Nation worked on every holiday during World War II 
and also sacrificed four Sundays, in order that they might meet the 
fuel needs requested by our Government. While reminiscing along 
these lines I think it is very ironical that the coal industry, which is 
so essential for the preservation of our freedom and the expansion of 
our economy, should be so easily ignored. We make no apologies for 
coal. Furthermore, we do not come before this committee, nor have 
we ever appeared before any body, with our hats in hand to beg. It 
has been proven beyond a shadow of a doubt that the American coal 
industry lias the manpower and the machinery to insure adequate fuels 
for our Nation in times of war and peace. What we are striving for is 
equality of opportunity which has been prescribed under our free 
enterprise system.

There are many other ramifications which can be blamed for victim­
izing the coal industry, but in making the above-stated points, I believe 
the major factors have been dealt with. It is, therefore, my recom­
mendation that the establishment of a national fuels policy would 
solve these problems. Obviously, our entirely economy is energy 
based. The projections for the future indicate energy consumption 
growing at an accelerated rate. If our Nation is to meet this expansion 
of energy demand, it must have adequate fuel reserves. Most of the 
other industrial nations of the world have conducted extensive studies 
into their fuel pictures. Guided by these studies, they have been able 
to take steps to use their fuel supplies efficiently. The need for such 
a study in the United States is becoming more apparent to responsible 
leaders. We in coal have no particular ax to grind. An impartial 
congressional committee could make the inquiry. All segments of 
the fuel industry could be called in, testimony could be taken and 
conclusions drawn. The important point to remember, however, is 
that all fuels must be utilized to their maximum efficiency. The days 
of superabundant natural resources in America are over. We must 
begin to use those resources we have in abundance and conserve those 
in short supply.

The import restrictions on residual oil should be maintained. These 
quotas are vital to national defense. More germane to our topic today 
is their injurious effect on our domestic economy. The injury to our 
own miners is inexcusable in the light of trade barriers erected against
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our own goods abroad. Just a short time ago, Secretary Anderson 
referred to this problem in an address to foreign financial specialists. 
We as a nation cannot afford to allow our own economy to suffer because 
of unfair dumping tactics by foreign countries.

The practice of the natural gas industry in dumping during sum­
mer months should be discouraged. Since gas is relatively scarce it 
should be utilized to best advantage. Due to modern technological 
advances, utilities are equipped to burn almost any type of fuel. It 
seems inconceivable that such a vital and scarce product as gas 
should be used merely to maintain volume when an abundant product 
like coal is readily available. The force of the various regulatory 
agencies should be brought to bear in stopping the undercutting of 
coal’s primary market to satisfy short-term financial interests, to the 
long-term detriment of the Nation as a whole.

Besides the establishment of a national fuels policy, we also pro­
pose that the following steps should be taken to relieve the impact 
of unemployment :

1. Unemployment insurance should be extended to cover the entire 
period of joblessness. This compensation should be on the basis of 
75 percent of the average weekly wage. Federal grants should be 
given to States to enable them to extend the payments of those about 
to exhaust their benefits. We recognize the unemployment system as 
being in the status of the general welfare clause of the Constitution 
and, in providing for its improvement and extensions, it cannot with 
propriety or in logic or commonsense be classified as a dole, not­
withstanding the opinion to the contrary in high places. The United 
Mine Workers of America maintains that there should not be, or 
cannot be, dire poverty in our Nation when the vast majority of 
Americans are enjoying the highest standard of living in history. 
Poverty in the midst of plenty is an intolerable incongruity, the 
existence of which we cannot afford.

2. In the same vein, the minimum age for social security should be 
lowered to permit older men out of work to qualify for such benefits. 
Mine workers over 60 are now eligible for pensions from the welfare 
and retirement fund or anthracite health and welfare fund. How­
ever, the amount does not allow the men to enjoy to the fullest extent 
their declining years. The inclusion of social security at a younger 
age wT>uld, in all probability, encourage men to retire younger, thus 
allowing more men to work in the industry.

3. Coal research programs should be started to broaden coal’s mar­
ket base. A bill to this end was passed by the last session of Con­
gress, only to be vetoed by the President. We cannot urge too 
strongly similar future legislation. The anthracite industry, espe­
cially, and the bituminous industry need new markets in order to 
realize their full potential. Depressed conditions in both industries 
preclude any extensive research. Therefore, they must look to the 
Government for research programs on a broad scale. Research has 
been carried on in many fields by the United States. We feel that 
coal research would bear rich dividends for the Nation.

4. A large intensified construction program for roads, highways, 
hospitals, and schools, with a low interest loan program for small 
business, and help in construction of plants for industry in the dis­
tressed labor areas is needed.
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5. A liberal and more elastic contract and purchasing program on 
the part of the Federal Government, with due and proper considera­
tion for going basic industries, such as the coal industry, should be 
established.

6. Under the foreign aid program there should be increased pur­
chases of goods and commodities here in our own country for ship­
ment abroad.

7. Our Government should look into the situation respecting the 
barter system, engaged in by Western Powers, who are recipients of 
our loans, credits, and other aid, but who in turn make bartering 
arrangements with countries that have Communist governments, all 
of whom are dominated or controlled by Russia, including Russia 
itself.

8. Finally, an investigation should be conducted into the coal-buy­
ing policy of the Government. This inquiry will be able to determine 
whether or not any agencies of the Government, established to uplift 
economically depressed areas, have in fact done grave damage to coal, 
the most basic industry in the country. The United Mine Workers of 
America feels that such congressional interest will do much to elim­
inate some harmful practices.

A study of the unemployment in the coal industry has a very special 
significance. Everyone is well aŵ are of the fact that automation and 
mechanization are gradually cropping into our living standards. As 
a result, labor and industry are cautiously edging into an entirely new 
era. Problems of major magnitude have to be solved. The prob­
lems are many, the rewards are great.

Coal has faced and met these problems for many years. In so 
doing, labor and industry have been united in a common cause. Now, 
as we look to the future, our position is healthy and strong. With 
fair treatment by Government, our industry and our union will grow 
to meet the demands of an ever-growing America.

Surely, it is not asking too much when we suggest proper steps 
be taken to w7ipe out the interrelated causes which combine to saddle 
coal with a problem of major proportions.

The coal industry has undergone an amazing transformation in 
the past 10 years. (See chart, p. 3239.) Mechanization of the mines 
has progressed so rapidly that all of the other segments of the indus­
try have not been able to keep pace. For example, in 1890 the average 
production per man-day was 2.56 tons. The average output per man- 
year was 579 tons. By 1930, this figure had jumped to 5.06 tons per 
day and 948 tons per year. By 1950, comparable statistics revealed 
6.77 tons per day and 1,239 tons per year. In 1957, the efficiency had 
increased to the point where a bituminous miner produced 10.59 tons 
per day and 2,155 tons per year. Last year, the output per day 
jumped even further to just under 12 tons. This tremendous in­
crease in productive efficiency has enabled coal to maintain a stable 
price level over the past 10 years. The man who works in the indus­
try is currently enjoying the highest hourly wage of any industrial 
worker in the world. The combination of high wages and stable 
prices make the coal industry something of an unique economic phe­
nomenon in our time.

On the other side of the ledger, employment in the mines has de­
creased sharply over the past 20 years. In 1937, the industry pro­
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duced 445,531,449 tons of coal, with 491,864 men employed. In 1957, 
total production amounted to 492,703,916 tons, with only 228,635 men 
working in or around the mines. This decline in employment was the 
price paid by America’s coal miners to enable their industry to remain 
in a competitive position in our economy. These unemployed men 
represent the casualties of the economic warfare inherent in our free 
enterprise economy.

As we ramble over these facts and figures pertaining to production 
output in the coal industry and the unemployment problems which 
exist today, I cannot help but emphasize that under present conditions 
I doubt that the production performance of the coal industry in World 
War II could be repeated if a time of national emergency faced us. 
Anyone who is familiar with the coal-mining industry is ever mindful 
of the fact that it takes many long months to rehabilitate mines which 
have been shut down, because it does not take long for deterioration 
to set in and create problems that only time and hard work can correct. 
As a major illustration of such a factor, I would like to point out that 
in the anthracite industry where water-pumping problems are tremen­
dous and the cost of operation is very high as a result, there are mines 
now idle for which it might even take years before they could possibly 
start up again. On the basis of my own personal experience, I refer 
principally to the Hazleton shaft mine located about 2 miles from my 
home in Hazleton, Pa. At this particular operation, where coal was 
mined on seven levels and an annual payroll of over $3 million existed, 
the ravages of Hurricane Diane in 1955 caused a shutdown which is 
still prevalent, Of course, the operating company is without neces­
sary resources to compete with the pumping costs and, under State 
and Federal laws as they now exist, there are no funds whereby finan­
cial assistance can be rendered.

Summing up the entire picture, I wish to offer the assistance of the 
United Mine Workers of America in any way that might be helpful 
to this committee, or any other committee, in its study to understand 
and overcome the danger which mass unemployment poses for the 
future of the United States. The Government of the United States, 
since the founding of this great Nation, has faced up to every problem 
regardless of its magnitude, and has been able to make tremendous 
strides for the betterment of America. It is, therefore, our opinion 
that the unemployment problem, wThich has soared to such catastrophic 
heights, can be solved on a basis of commonsense and fair play. We 
do not feel it is too much to ask our Government to help unemployed 
people help themselves. After all, billions have been spent to help 
other distressed areas of the world. Our money has been used for 
the purpose of building roads, factories, mines, and other facilities in 
Laos, Germany, Poland, Egypt, and many other nations. To be frank, 
the list is endless. In every instance we took a chance, not only on 
losing our money, but even the friendship of the governments involved. 
On the basis of these factors, we, therefore, raise the question, Is it too 
much to ask for a little help for the citizens of West Virginia, Penn­
sylvania, Kentucky, and all of the other coal States who are loyal and 
true Americans? With this thought in mind, it is our heartfelt hope 
that this committee, which has been entrusted with the task of survey­
ing the unemployment situation, will meet the problem head on to 
bring about a solution for the betterment of our country.
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It is a foregone conclusion that the economy of the United States 
must always be strong if we are to meet the worldwide challenge of 
international communism, which is being spread so effectively from 
its home base of Soviet Russia, and still be able to take care of our 
present domestic needs. This means sustainment of our economic 
growth and maximum employment, and a stable price structure 
is of utmost necessity. For too long a period the foreign and do­
mestic policies of our country have been in a lackadaisical state. In 
fact, it has been said on more than a few occasions that our foreign 
policy for about the past 5 years has been practically nil. To make 
matters worse, the present administration seems to have a one-eyed 
view of inflation as the only evil and of tight money as the only answer 
to our domestic problems. It is, therefore, my suggestion that those 
who are responsible for such thinking should open up the other eye 
and get some depth perception into their craniums on how to find 
another road leading away from inflation and toward growth and 
stability throughout the Nation.

Wholesale prices (average value per ton), consumer prices (retail-residential), 
average hourly earnings and productivity, bituminous coal, 1948 through 1958

[Index number, 1948=100]

Year
Average value 1 per ton f.o.b. mine Consumer price 2 Average hourly earnings of pro­duction workers 2

Productivity, net tons per man per day 1
Dollars Index Dollars Index Dollars Index Tons Index

1943_______________ $4.99 100.0 $13.08 100.0 $1.90 100.0 6.26 100.01949_______________ 4. 88 97.8 13. 56 103.7 1.94 102.1 6.43 102.71950_______________ 4. 84 97.0 14. 06 107.5 2.01 105.8 6. 77 108.11951_______________ 4. 92 98.6 14. 37 109.9 2. 21 116.3 7. 04 112.51952_______________ 4. 90 98.2 14. 65 112.0 2. 29 120.5 7. 47 119.31953 _____ _________ 4. 92 98. 6 14. 95 114.3 2. 48 130.5 8.17 130.51954_______________ 4. 52 90.6 14. 94 114.2 2. 48 130. 5 9. 47 151.31955_______________ 4. 50 90.2 15.10 115.4 2. 56 134.7 9.84 157.21956_______________ 4. 82 96.6 15. 65 119. 6 2. 81 147.9 10. 28 164.21957_______________ 5. 08 101.8 16. 28 124. 5 3. 02 158.9 10. 59 169.21958_______________ 4. 86 97.4 16. 52 126.3 3.02 158.9 11. 33 181. 0
1 U.S. Bureau of Mines.2 Bureau of Labor Statistics.
N o t e .—In the period between 1948 and 1958 average hourly earnings of production workers increased almost 60 percent and wage-fringe pay, 78 percent. Output per man-day increased 81 percent while prices f.o.b. mines decreased 2.6 percent.
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WHOLESALE PRICES (AVG. VALUE PER TON), CONSUMER PRICES (RETAIL-RESIDENTIAL) 
AVERAGE HOURLY EARNINGS AND PRODOCTIVITY-BITUHISOOS COAL 194B THROUGH 1958 (INDEX NO.-1948=100)180
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