March-April
1962

1Y REVIEN

_gn jéi:s .godue

Meat Consumption
and Livestock Price Trends . . . . page 3

Average Labor Productivity as a
Guide to Wage Adjustments . . . page 8

Current Statistics . . . . . . . . page 15

FEDERAL RESERVE BANK
0F KANSAS CITY



Subscriptions to the MoNTHLY REVIEW are avail-

able to the public without charge. Additional

copies of any issue may be obtained from the

Research Department, Federal Reserve Bank of

Kansas City, Kansas City 6, Missouri. Permission

is granted to reproduce any material in this
publication.




Meat
Consumption

URING THE PAST 80 years, food consump-
Dtion patterns in the United States have
changed significantly and have had an im-
portant bearing on the structure of the econ-
omy, particularly in rural areas. Since changes
in food consumption evolve rather slowly, past
changes can offer valuable information for
projecting future trends.

A conspicuous feature of the changes in
food patterns has been the decline of daily
calorie intake per person, according to a study
made by Food Research Institute at Stanford
University.! During the eight decades covered
in the study, daily per capita calorie consump-
tion declined about 550 calories, or 15 per
cent, nearly all of which was in the vegetable
products category. Per capita consumption of
animal products has held within a narrow
range of 1,200 to 1,300 calories a day.

The analysis also showed that per capita
calories derived from the cattle herd tended to
rise, while the calorie consumption from pork
fell slightly. A substantial decline is noted in

I Merrill K. Bennett and Rosamond H. Peirce,
“Change in the American National Diet, 1879-1959,”
Food Research Institute Studies, Stanford University,
Vol. 11, No. 2, pp. 95-119.
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the calories derived from grain crops. In short,
the study points out that “During the past three
prosperous decades, for which basic data are
presumably the most reliable, public preference
seems to have turned somewhat away from the
pigmeat and ‘other’ products, in favor of beef
and veal and of a group made up of fowl,
eggs, and cheeses.”

Price changes are not helpful in explaining
the large rise in beef consumption per capita
since 1930, the study notes, because prices for
beef have increased more than for compet-
ing meats. On the other hand, poultry prices
have declined substantially relative to most
other meats and this may have influenced the
recent sharp upward trend in fowl consump-
tion. For the most part, however, the shifts
in consumption patterns reflect alterations in
the choices of consumers, implemented by in-
creasing incomes, since the changes in many
instances cannot be explained by relative prices.

Such changes in consumption trends are of
special importance to the Tenth Federal Re-
serve District, since meat and meat animal
production are major industries in the area.
Trends in meat consumption and livestock
prices since World War II will be discussed in
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this article. The analysis will be confined to
beef, pork, Jamb and mutton, and chicken,
which account for about 95 per cent of all red
and poultry meats.

MEAT CONSUMPTION AND LIVE ANIMAL
PRICE PATTERNS

More than half of the retail dollar spent for
meat goes to the farmers who sell meat ani-
mals. The remaining share goes to processing
and marketing interests. Since farmers receive
a relatively large part of the meat dollar, any
changes that occur in consumer preference
for meat are of particular significance to them.

In this part of the study, the trends in priccs
received by farmers for cattle, hogs, sheep and
lambs, and chickens will be compared with the
trends in per capita consumption of each of
the meats produced from these animals for the
postwar period. Such an analysis should be
helpful in evaluating changing consumer pref-
erences for the different meats. Relatively high
cattle prices in recent years, despite the high
per capita consumption of beef, are indicative
of an increasing consumer preference for beef.
On.the other hand, relatively low hog and sheep
and lamb prices, even though per capita con-
sumption of pork and lamb and mutton is sub-
stantially below 1947 levels, are indicative of a
declining consumer preference for these meats.
Only in cases where marketing and processing
costs have changed enough to more than offset
the influence of changing live animal prices on
retail meat prices does this conclusion need to
be altered. In all charts in this section, average
annual per capita consumption is viewed as the
quantity that cleared the market at the pre-
vailing level of prices received by farmers for
meat animals during that year.

Chart 1 shows the trend and cyclical in-
fluences that have prevailed in both prices re-
ceived by farmers for cattle and per capita con-
sumption of beef. Cattle prices have trended
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Chart 1
PER CAPITA CONSUMPTION OF BEEF
AND FARM PRICE OF BEEF CATTLE
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upward in relation to per capita consumption
during the postwar period. In recent years,
farm cattle prices have averaged higher than
in 1947, despite the fact that per capita beef
consumption has been substantially above 1947
levels for almost a decade. Specifically, since
1958 average annual cattle prices have varied
from 9 to 23 per cent above 1947 levels,
while average annual beef consumption per
capita has been from 16 to 26 per cent above
1947 levels. As was pointed out previously,
such a relative increase in cattle prices in re-
lation to per capita consumption of beef with
the passage of time indicates either that con-
sumers have increased their preference for beef
or that processing and marketing costs for beef
decreased enough to more than offset the effect
of increasing cattle prices on retail beef prices.
Actually, processing and marketing costs for
beef increased substantially during this period,
according to the U. S. Department of Agricul-
ture. Thus, cattle prices are higher in relation




Chart 2
PER CAPITA CONSUMPTION OF PORK
AND FARM PRICE OF HOGS
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to per capita consumption of beef because of
an increasing consumer preference for beef.
The upward trend in the relationship be-
tween cattle prices and per capita beef con-
sumption has not obliterated cyclical influ-
ences. During the 1947-51 period, per capita
supplies of beef available for consumption were
in a cyclical decline. Cattle prices rose rapidly
and vigorously as per capita consumption de-
clined. From 1951 to 1956, supplies available
for consumption were increasing cyclically—
at a rapid rate from 1951 to 1953 and more
moderately from 1953 to 1956. Prices again
responded by dropping substantially in the ear-
ly part of this phase of the cycle and at a more
moderate rate during the latter part of this
phase. From 1956 to 1958, consumption again
declined and cattle prices increased sharply
until early 1959. Between 1958 and 1961,
beef consumption again increased moderately
and cattle prices decreased moderately from
early 1959 to 1961. This indicates that, de-
spite an increasing consumer preference for
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beef, it is necessary to reduce prices to clear
the market if supplies for consumption are in-
creased too rapidly.

Prices received by farmers for hogs trended
downward rather sharply during the postwar
period. Despite this declining trend in farm
hog prices, per capita consumption of pork
also trended downward. The price and per
capita consumption lines in Chart 2 reflect
the influence of the cycle in hog production.
Farm hog prices, on a cyclical basis, tended
to be inversely related to per capita pork con-
sumption, but tended to increase less rapidly
as consumption was reduced and to decrease
more rapidly as consumption was increased.
Available evidence indicates that the major
reason for the decline in farm price of hogs
has been a declining consumer preference for
pork. Although processing and marketing costs
for pork increased substantially, as compared
with a decline for chicken, they did not in-

Chart 3
PER CAPITA CONSUMPTION OF LAMB AND
MUTTON AND FARM PRICE OF SHEEP
AND LAMBS
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crease as rapidly as for beef or sheep and
lambs.

Despite a declining trend in prices of sheep
and lambs, per capita consumption of lamb and
mutton remained below 1947 levels through-
out the postwar period. Chart 3 shows that
there was an inverse relationship between farm
sheep and lamb prices and per capita consump-
tion of lamb and mutton. However, sheep and
lamb prices declined at a relatively more rapid
rate than did per capita consumption. Even
though per capita consumption was below
1947 levels throughout the period, sheep and
lamb prices have been below 1947 levels con-
sistently since 1952. Last year, sheep and
lamb prices were 26 per cent below the levels
of 1947, even though per capita consumpti()n
was 4 per cent lower.

As in the case of hogs, available evidence
indicates that the major reason for the decline
of sheep and lamb prices has been a drop in
consumer preference for lamb and mutton.
Processing and marketing costs for lamb and
mutton increased somewhat more than for
pork, but they did not increase as much as
those for beef.

The price received by farmers for chickens
has shown a sharp downward trend during
the period. Per capita consumption of chick-
en, on the other hand, has increased substan-
tially. This type of diverging trend suggests
that consumers are eating more chicken either
because the price is lower or their preference
for chicken has increased. Recent studies in-
dicate that the major reason for the increased
consumption of chicken is the declining trend
in prices. This declining trend in prices has
been caused by rapid increases in the efficiency
of production and intensive competition in the
industry. Because of improved techniques,
substantial increases also have been made in
the efficiency with which chickens can be proc-
essed and marketed. Thus, chicken currently
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Chart 4
PER CAPITA CONSUMPTION AND FARM
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is a good purchase for the domestic consumer
and is competitive in the world markets.

THE CURRENT SITUATION

The previous analysis should be helpful in
reviewing the current meat animal situation.
If the trends discussed continue to prevail, they
will influence the price outlook for the differ-
ent kinds of meat animals.

Current evidence points toward a continued
strong and relatively stable demand for beef
in the foreseeable future. If this is correct,
supply factors are likely to be responsible for
most of the price variability in the next few
years.

According to the Livestock and Poultry In-
ventory released by the U. S. Department of
Agriculture, a record 99.5 million head of cat-
tle were on farms at the beginning of this year
—an increase of 2.2 million head, or 2.3 per
cent, during 1961. Such a rate of increase is
somewhat higher than the rate of increase in
population growth. The number of cattle on



feed also has been establishing new record
highs in recent years. At the beginning of this
year, a record high 7.8 million head of cattle
were being fed in the 26 major feeding states.
With an increasing population and growing
demand for grain-fed beef, this number on
feed does not appear to be excessive.

If all factors are considered and if weather
conditions in the major beef-producing areas
are favorable, it seems most reasonable to as-
sume that both cattle numbers and slaughter will
continue to increase for some time. The rate of
increase in slaughter for this year should be about
in line with expected increase in demand. To-
tal supplies are expected to be large enough to
maintain per capita consumption at near last
year’s record high of 88 pounds. The strong
demand for beef and the fact that veal sup-
plies are likely to remain near the relatively
low level of 6 pounds this year will be addi-
tional incentives for maintaining cattle prices.

It now appears that pork supplies this year
will be large enough to provide from a one-
half to 1-pound increase in per capita sup-
plies from the 63 pounds of last year. Farmers
indicated that they increased last fall’s pig crop
by about 4 per cent and this spring’s crop by
about 2 per cent. The Livestock and Poultry
Inventory verifies these intentions, since it in-
dicates that there were almost 57 million hogs
on farms at the beginning of the year—an in-
crease of 3 per cent as compared with a year
earlier. If per capita supplies of pork increase,
hog prices this year may average somewhat
lower than last year since—as was previously
pointed out—consumer preference for pork ap-
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parently has not been increasing as has that
for beef.

Per capita consumption of lamb and mutton
increased from 4.8 pounds in 1960 to 5.1
pounds in 1961. This increased consumption
in 1961 can be attributed largely to herd liqui-
dation. The Livestock and Poultry Inventory
indicates that there were 31.4 million head of
sheep on farms at the beginning of this year.
This is a decrease of 5 per cent in numbers of
sheep in 1961. Many lambs that normally
would have been used for replacement were
slaughtered in 1961, but this situation is not
expected to be repeated this year. Thus, per
capita supplies of lamb are likely to be lower
in 1962 than in 1961. The reduced supplies
will be a price stimulant but, as noted earlier,
demand for lamb and mutton in recent years
has not been strong.

Although production of poultry meats can
be changed rapidly, price difficulties in 1961
are expected to discourage any additional ex-
pansion in supplies this year. On a per capita
basis, supplies of poultry meat in 1962 are
more likely to be somewhat lower as compared
with 1961.

In summary, per capita supplies of meat in
the aggregate probably will not vary substan-
tially from 1961 levels. Per capita supplies
of pork are likely to be slightly higher, while
those of beef, lamb and mutton, and poultry
may be slightly lower. In terms of animal
prices, this would suggest a somewhat lower
level of hog prices, and perhaps slightly higher
cattle, sheep and lamb, and poultry prices as
compared with a year ago.
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Guide to Wage Adjustments

ST[{MMING the growth of inflationary pres-
sures has been a prominent consideration in
determining public policies throughout the post-
war period. Recently, persistent deficits in the
United States balance of payments have brought
the potential dangers of inflation under increas-
ing scrutiny. Because the changing over-all
competitive position of U. S. producers in
world markets depends heavily on price move-
ments here and abroad, one of the key factors
that will influence future balance of payments
developments is the price level of U. S. goods.
The adverse consequences of inflation have thus
taken on a new dimension. It is perhaps more
important now than at any time in recent years
to find a means by which high employment
levels and rapid economic growth can be ac-
complished without putting upward pressures
on the price level.

Although the need to protect the position of
the dollar in world markets has become in-
creasingly apparent, it is important to note
that for about 4 years there has been relatively
little inflation in this country. The chart shows
movements of wholesale and retail prices over
the postwar period. However, it must be recog-
nized that during recent years the U. S. econ-
omy has not been performing as well as most
observers would like. Capacity has not been
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fully utilized in most industries, and unemploy-
ment has posed a serious problem throughout
the period. Currently, there is widespread hope
that this situation is being corrected and that
within the next year or so the economy will
have attained a more nearly complete utiliza-
tion of its productive capacity.

While such a development would be wel-
comed in terms of its meaning for economic
efficiency, it would bring with it increased fear
that upward movements in the price level may
be resumed. Inflationary pressures might stem
directly from shortages created by excessive
aggregate demand—"‘too much money chasing
too few goods”—as full capacity was reached,
or they might be brought about by what are
often called “structural” causes — a complex
and imperfectly understood set of forces which
may give rise to price increases even in the
absence of shortages created by excessive de-
mands. These structural factors are usually
considered to be most potent when the econ-
omy is in high gear, because generalized excess
capacity and unemployment dampen their
force.

In line with the possibility that a return to
full-fledged economic expansion might unleash
either or both of these inflationary forces, much
thought has been given to various ways of
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containing them. Attention has been focused
particularly on the possibility of price pressures
arising from increased production costs, es-
pecially unit labor costs. The proposition has
been advanced that negotiated wage increases
should be geared to changes in the average pro-
ductivity of labor in order to guard against this
source of inflationary pressures. At times, dis-
cussions of this guide to wage settlements have
been marked by a large measure of confusion
as to the nature and implications of the pro-
posed policy. There are, furthermore, some
important limitations surrounding the use of
average labor productivity measures as a bench-
mark for wage adjustments that deserve atten-
tion.

This article is intended to clarify some of the
matters involved in appraising the usefulness
of this guide. First, it outlines the basis of the
proposition that confining wage increases to
average labor productivity gains provides a
means of avoiding inflation. Second, it points
out some of the complexities involved in using
average productivity changes as guides for ac-
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tual wage settlements in particular firms or
industries.!

REASONING BEMIND THE PROPOSAL

To understand the proposal, it is easiest to
start with some definitions and simple arithme-
tic. In the present context, average labor pro-
ductivity is usually conceived on a nationwide
basis. It is defined as the total real output of
goods and services divided by the total number
of man-hours during a given period, usually a
year. It is a physical measure of output in re-
lation to input that is not affected either by
changes in the level of prices or in wage rates.

National Income is a dollar measure, defined
as the net financial gain arising out of produc-
tion over a year. National Income from produc-
tion is, by definition, equal to the total dollar
value of goods and services produced, net of
capital consumption, and can be viewed, alter-

1 An earlier article, “Productivity: What Does It Tell
Us?” in the December 1959 Monthly Review also
dealt with this general problem, with a somewhat dif-
ferent emphasis.
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natively, as the “cost” of producing the goods
and services. Labor income and the labor cost of
production in this country historically have
comprised about 60 to 70 per cent of National
Income. The remaining 30 to 40 per cent has
represented income to other resources involved
in production in the form of rent, interest, and
profits.

It should be kept clearly in mind that the
measure of average labor productivity—total
production divided by man-hours—is an arith-
metic measure only. It does not tell us what
part of production is due to labor as opposed to
other productive resources. Similar measures,
such as output per acre of land, or output per
dollar of invested capital, can be—and are-—
constructed, and they too are simply arithmetic
ratios.

Nonetheless, there is reason to believe that
the average labor productivity measure has use-
ful applications in analyzing price level move-
ments. If total dollar income paid to workers
rises at precisely the same percentage rate as
total real output of goods and services, then
average labor costs per unit of output are not
altered. When an increase in total output re-
sults entirely from an increase in numbers of
man-hours worked, average labor costs remain
unchanged only if wage rates are constant. But
to the extent that rising output traces to in-
creases in productivity per man-hour, it is
possible for average hourly wages to rise with-
out an increase in unit labor costs. Thus, if
total production rises by 5 per cent while man-
hours worked rise by only 2 per cent, produc-
tivity has increased 3 per cent. A commensurate
3 per cent increase in average hourly wages will
leave average labor costs per unit of output
unchanged.

This simple arithmetic is the basis for the
contention that increases in average hourly
wage rates equal, in percentage terms, to aver-
age productivity increases will not exert up-
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ward pressures on the level of prices. The
corollary of this rule is that if average wage
rates rise more rapidly than average output per
man-hour, average labor costs of production
will rise. If this occurs, either prices must rise
or the share of nonlabor resources in the Na-
tional Income must fall. The likelihood is that
prices will rise, whenever market conditions
are sufficiently strong to absorb the rise.

An important exception to the implications
of this simple arithmetic must be noted, how-
ever. The example used above assumes im-
plicitly that the increase in output per man-hour
for the Nation as a whole reflects productivity
gains in individual industries. It is possiblc,
however, for total output per man-hour to in-
crease even though productivity did not change
in any industry. For example, if a change in
the pattern of demand for goods and services
led to an increase in output of those industries
in which productivity was higher than the na-
tional average, and a reduction in industries
where productivity was relatively lower, total
output per man-hour for the entire economy
would have increased. But in these circumstan-
ces, rising wage rates would exert upward pres-
sures on unit labor costs and prices. Calculation
of the appropriate productivity measure for na-
tional output, therefore, must be done in such
a way as to eliminate the influence of a changed
distribution of output by industry.

PROBLEMS OF INTERPRETING THE PROPOSAL

Two important features of this average pro-
ductivity-wage rate formula deserve particular
emphasis because they are sometimes not
grasped. First, it should be recognized that
making wage rate increases equal in percentage
terms to gains in average labor productivity
does not mean that labor gets the entire bene-
fit of increasing output per man-hour in the
form of increased wages, leaving no room for
increased remuneration to other factors of




production. This point, though sometimes not
understood, can be seen by considering a sim-
ple example.

Constant Labor Share of Increased Output

Suppose, referring back to the earlier dis-
cussion, that labor income (and hence labor
costs) have been running to six tenths of the
total dollar value of national output, which we
assume for purposes of illustration to be $300
billion. Labor income is thus $180 billion, and
the remaining four tenths—$120 billion—is
distributed to other productive resources. A §
per cent increase in average labor productivity
would permit the physical volume of output
obtained from the same amount of labor re-
sources to be 5 per cent larger. If the average
hourly wage rate were increased by 5 per cent,
total labor income would rise $9 billion, to
$189 billion. But if the price level is unchanged,
total National Income also increases by exactly
5 per cent—or $15 billion—and there is room
for a $6 billion rise (also a 5 per cent gain) in
total nonlabor incomes. Labor income and
labor costs remain at six tenths of the total
value of output, and the gains of increased out-
put are distributed proportionally to labor as
wages and to other income claimants as rent,
interest, and profits.

Under the circumstances described, the aver-
age productivity guide to wage adjustments is
neutral with respect to relative shares of total
income. The position sometimes taken that the
proposal involves distributing all of the gains
to labor is incorrect.

Carrying the above example one step further
may help to indicate why pressures on prices
may result from wage rates increasing faster
than productivity gains. Suppose, in the above
example, that wage rates were increased suffi-
ciently to raise labor incomes by $15 billion
—the full increment in output due to rising
productivity. Wage rates, then, would have
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risen by 8.3 per cent, or considerably in ex-
cess of the gain in productivity. If prices were
stable, nonlabor incomes would remain at
$120 billion, thus comprising 38.1 per cent of
the new level of total National Income. Since
wage rates in this case advance more rapidly
than labor productivity, average labor costs per
unit of output rise. If producers try to preserve
profit margins, prices will be marked up.

Actual Use of the Guide

A second and more subtle source of confu-
sion as to the use of a productivity guide for
wage adjustments turns on the distinction be-
tween averages of productivity, wage rates, and
prices for the entire economy, and develop-
ments in particular firms and industries. Unless
this distinction is properly understood, it is
possible to fall into the trap of making the ap-
plication of the proposed guide appear simpler
than it really is.

The impact of productivity gains is nearly
always selective, striking different firms and
industries with differing intensity. Although the
national interest in avoiding cost-induced infla-
tion may be properly tied to preventing average
wage gains in excess of average productivity
gains, changes in output per man-hour may
not offer a very desirable guide for actual wage
adjustments on either an industry-by-industry
or a firm-by-firm basis.

For example, one way to assure that unit
labor costs do not rise in any industry would
be to adjust wages according to average pro-
ductivity gains on an industry-by-industry basis.
Thus, if output per man-hour in the chemical
industry were to rise by 8 per cent in a given
year, an equal percentage increase would be
made in the wages of chemical workers. If,
over the same time period, average productiv-
ity in, say, the flour-milling industry rose by
only 1 per cent, wages of those workers would
rise by just 1 per cent.

1
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This kind of wage-adjustment formula, if
used in all industries, would keep unit labor
costs constant in every industry and thus
would eliminate pressures on prices due to
changing labor costs. However, it would do con-
siderable violence to the proper functioning of
labor markets. As a general principle, effi-
cient operation of labor markets requires that
wage rates tend to be equal for a given type
of labor skill no matter what industry uses it.
A key economic function of wage rate differen-
tials is to attract workers into fields where they
are most urgently nceded, away from their less
urgent uses. Use of an industry-by-industry
guide for wage adjustments would in all prob-
ability produce vast and uncalled-for differ-
entials in the wages paid for equal skills used
in different lines. Under such a system, wages
would rise most rapidly in exactly those indus-
tries whose productive capacities were growing
most rapidly. Precisely because of the sharp in-
crease in productivity, labor requirements in
those industries might be rising little, if at all,
and might even be declining.

Recognition of this problem has led most
proponents of the productivity guide for wage
adjustments to stress that it is the average wage
rate for the entire economy that should be kept
from rising faster than average output per man-
hour for the entire economy. This requirement
can, of course, be met without adjusting wages
to productivity changes on an industry-by-in-
dustry basis.

One simple interpretation of the guide that
would achieve this result involves adjusting all
wages in all industries by the change in aver-
age output per man-hour for the entire econ-
omy. Thus, a 3 per cent increase in average
productivity could be accompanied by a uni-
from 3 per cent wage increase while holding
average labor cost per unit of output constant.

Because this method would assure that wages
did not rise most rapidly in the industries where
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output per worker increased most, it would
avoid the problem of making work most at-
tractive in those industries where additional
labor might be needed least. However, such a
rigid formula would freeze relative wages
among different industries and thereby prevent
changing wage differentials from performing
the function of reallocating the labor force
among industries.

The potentially adverse consequences of fol-
lowing an average productivity guide to wage
settlement on either an industry-by-industry
basis or on a nationwide average basis can be
illustrated by considering some of the ways in
which society has, historically, realized the
benefits of increased productivity. Very often
the benefits from rising output per man-hour
in one line of production have been realized
primarily through freeing resources to produce
other things. Thus, the process of economic de-
velopment tends to generate increases of pro-
ductivity per man-hour in agriculture that make
possible a reduction in the portion of the labor
force committed to raising food supplies. Rising
productivity in agriculture has thereby played a
key role in the development of modern industrial
economies. More recently, advances in indus-
trial productivity in this country have freed
sufficient resources to expand greatly the out-
put of service trades, where productivity gains
have apparently been less dramatic, while
maintaining an expanding output of industrial
products.

On the basis of the historical record, then,
there is reason to expect that in many cases the
economic benefits of increasing productivity in
any one line may be greatest if they are taken
in the form of increased production of other
goods and services. Of course, this need not al-
ways be the case. The rapid gains in produc-
tivity in the U. S. automobile industry arising
out of the introduction of mass production
methods in the 1920’s were realized largely in



the form of increased output of automobiles,
which became inexpensive enough to put them
within reach of millions of buyers. On the other
hand, more recent gains in automobile indus-
try productivity have not, apparently, led to
such a rapid extension of markets, and there
is reason to suppose that further gains may be
most usefully translated primarily into ex-
panded production of other goods and services
made possible by the lessened labor require-
ments of the auto industry.

Need for Operation of Market Forces

Thus the pattern of cconomic growth aris-
ing out of productivity gains depends not only
on the pattern of changes in output per man-
hour, but also on the decisions made as to the
use of resources released by the advance. In a
market-oriented economy, efficiency requires
that these decisions depend largely on the de-
mands of the buyers of products. If per capita
real income of the Nation grows because of
advancing labor productivity in industrial pur-
suits, but people wish to use an increasing share
of their rising income to purchase services, eco-
nomic efficiency requires a shift of resources
out of other uses and into the production of
services.

A market-oriented economy performs this
function through the complex interplay of sup-
ply and demand forces. The growth of real in-
come is accompanied by a growing demand for
services relative to demand for industrial prod-
ucts as people shift their spending patterns. The
resulting tendency towards a shortage of serv-
ices exerts upward pressure on their prices and
induces producers in that field to expand out-
put. This involves, among other things, attract-
ing more workers by raising pay rates in serv-
ice pursuits relative to industrial wages.

Under these circumstances, wages in the
service industries must rise faster than those in
the industrial sector where productivity gains
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are greater. Clearly, tying wages to average
labor productivity increases on either an in-
dustry-by-industry basis or on a nationwide
average productivity basis would interfere with
efficient resource allocation.

In the situation outlined, the appropriate re-
sponse of wage rates to the change in produc-
tivity would involve a rise in wages in the serv-
ice industries relative to those in the nonservice
sector, even though the productivity gains were
greater in the latter. For the increase in aver-
age wages to stay within the bounds of the
over-all productivity increase, wages in the non-
service industries would have to rise less rapid-
ly than productivity in that area, if at all. In
the service industries, the increase would have
to exceed the rate of productivity gain. Since
unit labor costs and prices would rise in the
service area, they would have to fall in the in-
dustrial sector if the average price level were
to remain stable. Such a decline in industrial
prices would not reduce profit margins in the
production of industrial goods if the fall in
prices were equal, in percentage terms, to the
reduction in unit labor costs.

While the foregoing example is hypothetical,
some analysts have argued that the postwar
trend of production in this country does indeed
suggest that increasing average productivity of
labor—due to technological advance, increasing
capital investment, and rising labor skills in the
manufacturing sector—is freeing resources that
are being used to expand the output of services.
It is on this basis that they have explained the
apparent rise of costs and prices in the serv-
ice area relative to those in manufacturing. It
should be noted that the quality of services has
also risen during the period. Difficulties en-
countered in measuring quality changes make
it hard to measure both the extent to which
service prices have risen and the extent of
productivity gains in the service areas. None-
theless, if future productivity gains are, in fact,
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concentrated in manufacturing, maintenance of
over-all price stability will require the produc-
tivity increase in manufacturing to express it-
self in declining costs and prices. In the service
sector, costs and prices would rise as produc-
tivity gains in that sector failed to keep pace
with increasing wage rates.

HOW CAN THE GUIDE BE USED?

Since any rigid, mechanistic method of ad-
justing wages according to changes in average
labor productivity would interfere with the
workings of markets which impart the adapta-
bility and flexibility needed in a changing econ-
omy, the question arises as to just how pro-
ductivity figures can be used to help contain
inflationary pressures that might arise out of
wage settlements.

It seems reasonable to hope that the public
interest in price level stability can be served if
average labor productivity trends are used as
a kind of benchmark in wage negotiations. They
can provide labor and management with a con-
crete idea of what might be the “normal”
course of wage rates which would provide labor
with its proportional share of the gains from
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increased productivity in the over-all economy,
within the context of stable labor costs of pro-
duction, stable prices, and a given pattern of
demand for goods and services.

Superimposed on this “norm” are the special
factors which create the need for adjustment
of wage differentials. For example, a shortage
of labor in a particular area or industry would
indicate a possible need for wage gains in ex-
cess of average labor productivity increases,
while labor surpluses might be taken as a sig-
nal that wage increases should be held below
this rate.

Negotiated wage increases offer only an im-
perfect method of establishing appropriate wage
differentials—differentials that provide induce-
ments to workers to shift occupations so as to
produce those things most wanted in the
markets. This is true whether or not a produc-
tivity gain “norm” is used. However, the norm
suggested by the proponents of the productivity
gains guide seems better suited to the task of
guarding against inflation than no guide at all,
because it indicates the general trend of wage
rates that can be tolerated without increases in
unit labor costs.




BANKING IN THE TENTH DISTRICT

Loans Deposits Loans Deposits
Reserve Reserve Reserve Reserve
District City Country City Country City Country City Country
ISHIG Member Member | Member | Member Member | Member | Member | Member
and Banks Banks Banks Banks Banks Banks Banks Banks
February 1962 Percentage Change From January 1962 Percentage Change From
et Jan. | Feb. [ Jan. | Feb.] Jan.| Feb.| Jan.| Feb.| Dec. [ Jan.| Dec. Jarﬂ Dec.| Jan. | Dec.| Jan.
1962{1961|19621961{1962|1961|1962|1961|1961|1961|1961(1961]1961({1961{1961|1961
—ee b -~ N [ ol S SO N —
Tenth F.R. Dist.| —1| +4| +1| 4+8] —1| 4+5| —1| +6| —4|+4+10| +1| +8| —7| +4| —-1| +7
Colorado —1| +7] 42|12 t412 1] +9] —2|+10 t|+10{-11|4+13] —2| 4-8
Kansas —1| 43 t|+6] +1| 41| —2| +6|—10| 49 t| +4] =5 +1 t 47
Missouri* -1 t T +4] =2 t| —4|+5] —4| +8] —1| +4| -7 ] =21 45
Nebraska 3| 47| =1{ 47 t{ +3| —2| 6] +1|4+12} +3| +7]| —5| +3| +1| 47
New Mexico* ok | L1 42 *ok x| __ 2 t * ok * 42 49 * ok 41| 47
Oklahoma* —2| +6] +3| +8 t| 46 Y| 471 —=5|410] +1|411] —4| 41| <-1| 48
Wyoming * K okl 421413 ok x| 1| 47 *ok * ok 1412 Hok | 3| 46
= - - - > - - . el
* Tenth District portion only. ** No reserve cities in this state.
+ Less than 0.5 per cent.
PRICE INDEXES, UNITED STATES
Feb. Jan. Dec. Feb. Jan.
Index 1962 1962 1961 1961 1961
Consumer Price Index (1957-59=100) 104.8 104.5 104.5 103.9 103.8
Wholesale Price Index (1957-59=100) 100.8 100.8 100.4 101.0 101.0
Prices Received by Farmers (1910-14=100).....J 243 242 240 244 241
Prices Paid by Farmers (1910-14=100)...........] 305 304 302 302 301
TENTH DISTRICT BUSINESS INDICATORS
Value of Value of
District Check Department
Payments Store Sales
and Principal > S = =
Percentage change from previous year
Metropolitan .
Two Two
Areas Feb. Jan. Months Feb. Jan. Months
1962 1962 1962 1962 1962 1962
Tenth Federal Reserve District..._.__| +7 +11 +9 +4 —1 +1
Denver. ... +7 +18 +13 +2 0 +1
Wichita. ... +8 +8 +8 +6 -7 -1
Kansas City..........cccooooeeeiiiiiei ] +7 +7 47 +7 -3 42
Omaha.............] +8 +9 +9 —6 -2 —A
Oklahoma City_......................._. +13 +10 +11 +8 | +4
TulSa. o +3 +16 +10 +6 -2 +2
Monthly Review e March-April 1962 15






