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Silver-. Coins and the Space Age

Sil v e r ’s remaining ties with our monetary 
system were almost completely severed 

on July 23rd of last year, when President 
Johnson signed into law the Coinage Act of 
1965. A  generation or two ago, when the 
mere mention of silver could arouse the emo­
tions of men, the move would have caused 
a furor. Instead, the new Coinage A ct —  
which made the first fundamental change in 
the nation’s silver coinage since 1792 —  
sailed through Congress with a minimum of 
controversy, while the clad coins it created 
were accepted by the public with a minimum 
of complaint. Since the silver shortage threat­
ened to exhaust U.S. Treasury stocks of the 
metal within three years, the need for reme­
dial action of this type had become apparent 
to almost everyone. W hat follows is, first, a 
summary of the historical background to the 
Coinage Act and, second, a report on the 
status of this precious metal after a year’s 
experience with the new legislation.

Confronted by the problem  of rapidly 
dwindling supplies, arising from the growing 
imbalance between production and consump­
tion of the metal, the Administration had 
moved early in this decade to assure the na­
tion enough silver to meet its coinage require­

ments. On November 29, 1961, President 
Kennedy directed the Treasury to suspend 
its sale of free silver and to inaugurate a pro­
gram for the gradual retirement of $5 and 
$10 silver certificates. The measure was de­
signed to release for coinage some 400 mil­
lion ounces, out of the total reserve of 1,700 
million ounces of silver, which had been held 
as backing for these and other certificates.

Later, under the A ct of June 4, 1963, the 
Treasury began to redeem silver certificates 
at $1.2929 an ounce to meet industrial de­
mands, but at the same time the Federal R e­
serve began to issue $ 1 Federal Reserve notes 
in order to eliminate silver as backing for 
these certificates.

In  April, 1963, Treasury Secretary Dillon 
had told the Senate Banking and Currency 
Committee that, with the passage of the pro­
posed legislation, the Government’s silver re­
serves would “assure an adequate supply of 
silver to meet our coinage requirements for 
the next ten to twenty years.” But as 1964 
progressed, consumption of silver came to 
exceed all earlier expectations, and it became 
readily apparent that even the Act of 1963 
had failed to provide a lasting solution to the 
Treasury’s problems.
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Growing deficit
Production of silver in the United States 

had fallen short of consumption consistently 
throughout the postwar period, but the gap 
began to widen appreciably after 1958. While 
domestic production actually declined slight­
ly from 1958 to 1963, consumption for coin­
age and industrial use rose sharply, from 124 
to 222 million ounces. As a result, the annual 
deficits increased from a sizeable 1 0 0  million 
ounces or so in the 1950-58 period to a very 
substantial 187 million ounces in 1963. But 
then, in 1964, the deficit jumped to 289 mil­
lion ounces, as consumption soared from 2 2 2  

to 326 million ounces and production rose 
only moderately to 37 million ounces. M ore­
over, since foreign production began to lag 
behind consumption by a sizeable margin, 
total world consumption (outside the Soviet 
Bloc) amounted to more than two-and-one- 
half times total new production in 1964. With 
metal usage at 556 million ounces, the supply 
deficit in that year was 338 million ounces.

Foreign sources thus filled less and less of 
the U.S. deficit, because of the expanding 
needs for the metal abroad. A t the same time, 
returns of lend-lease silver dropped steadily 
from a peak of 103 million ounces in 1958 
to zero in 1963. In making up the growing 
deficiency, Treasury stocks receded by 523 
million ounces in the five-year period, to 
1,583 million ounces in 1963.

Then, in 1964, foreign demands actually 
comprised a drain on Treasury stocks, and 
this country became a net exporter of silver 
for the first time since the lend-lease ship­
ments of World W ar II. Total exports during 
the year amounted to 1 1 0  million ounces, 
more than triple the 1963 figure, while im­
ports declined from 64 to 55 million ounces. 
In  meeting this demand plus the soaring do­
mestic demand, Treasury stocks of the metal 
dropped 23 percent in 1964 alone, to 1,214 

1 7 2  million ounces.

Industrial consumption
An increase in industrial consum ption of 

silver, mainly for use in photographic film, 
electrical and electronic components, and 
storage batteries, helped to intensify the grow­
ing shortage. Industrial consumption in this 
country dropped from an annual average of 
100 million ounces in the early 1950’s to 8 6  

million ounces in 1958, but in the next five 
years it rose by more than 5 percent annually, 
and in 1964 it jumped by 11 percent, to 123 
million ounces.

Overseas, the expansion in industrial con­
sumption had been even m ore impressive, 
particularly in West Germany and Japan. Be­
tween 1950 and 1958, foreign industrial con­
sumption doubled, and by 1964 it increased 
again by half, to 163 million ounces. Just by 
itself, world industrial consumption exceeded 
production by 71 million ounces in 1964.

Excess industrial demands were met by 
the public through the redemption of silver 
certificates. W ith each dollar exchangeable 
for .7734 ounces of silver, the availability of 
Treasury supplies held the m arket price at 
$1.2929, the level first reached in September
1963. Yet in addition to this drain, the public 
withdrew 70 million ounces for speculative 
holdings and inventory accumulations, for a 
total of 141 million ounces in redemptions.

Nevertheless, by far the largest drain on 
Treasury stocks resulted from the tremendous 
expansion in silver usage for coinage. The 
actual silver crisis might have been delayed 
for years had not a terrific coin shortage de­
veloped.

Soaring coinage
Consumption of silver for U.S. coinage 

began to rise sharply in 1961. In  the next 
two years, consumption for this purpose 
doubled, reaching 1 1 2  million ounces in 1963. 
Even with this, the demand could not be met, 
and the shortage of coins turned critical 
around m id-1964.
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At one time limited to relatively few geo­
graphical areas, to particular coins, and to 
particular seasons of the year, the shortage 
eventually became a general problem affect­
ing the entire economy. M erchants found it 
difficult, and in some instances impossible, 
to make change. Banks, unable to satisfy their 
custom ers’ requests for coin, found it neces­
sary to ration their supplies. In fact, coin 
rationing was instituted down the line— from 
the mints, to the Federal Reserve, to the com­
mercial banks, to the public.

A new type of entrepreneur, “the money 
m erchant,” appeared on the scene, acquiring 
coins by the bagful and trying to sell them to 
the highest bidder. The American Bankers 
Association staged a “Calling All Coins” cam­
paign which was designed to bring to m arket 
the large supply of coins stored in the nation’s 
piggy banks. One chain of food stores con­
ceived of the idea of issuing scrip, in denomi­
nations of 1, 5, and 10 cents, redeemable at 
the company’s stores, but dropped the plan 
when it found that it might be violating Fed­
eral law.

A  number of explanations were offered for 
the shortage. The most widely-accepted ex­
planation emphasized the growing use of some

1 2  million automatic coin-operated vending 
and service machines—ranging from parking 
meters and telephone pay stations to machines 
that dispense hot and cold drinks, sandwiches, 
candy, cigarettes, music, and laundry and dry- 
cleaning services— and the growing coin re­
quirements of toll roads, sales taxes, and 
school lunches. Another popular explanation 
blamed the shortage on the burgeoning de­
mands of a rapidly growing population and 
a rapidly expanding economy.

According to M int Director Eva Adams, 
the expansion in coin production should have 
been more than adequate to compensate for 
all these developments. From  fiscal 1959 
through fiscal 1964, the Mint had nearly trip­
led the production of coins, from 1.6 to 4.3 
billion pieces, while population had increased 
8  percent, gross national product 28 percent, 
and vending machine sales by 47 percent, over 
that period. Furtherm ore, the 48 billion coins 
available for circulation provided an average 
of 240 coins for every man, woman, and child 
in the United States.

The Committee on Government O pera­
tions, investigating the coin shortage, drew 
attention to the problem of availability as 
opposed to the actual supply of coins. Large
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amounts had been placed in circulation, but 
large amounts had been withdrawn, by busi­
nessmen anxious to assure themselves of an 
adequate supply for the needs of trade, by the 
nation’s 8  to 1 0  million coin collectors— and 
by speculators, who bought up new coin by 
the roll, by the bag, and even by the ton in 
the hope of profiting from a possible increase 
in the price of silver or coin. (Incidentally, 
vending industry spokesmen pointed out that, 
although some $3,500 million in coins went 
into the nation’s millions of vending machines 
annually, only about $ 2 2  million remained 
in the machines at any one tim e.)

This explanation also received support 
from the records of the Federal Reserve Sys­
tem. As commercial banks found themselves 
with less and less coin, the “flowback” of 
coin returned to the Federal Reserve Banks 
had dropped sharply, from 11.4 billion coins 
in fiscal 1962 to only 6.7 billion pieces in 
fiscal 1964. Deliveries of new coin from the 
M int had risen, but the added supply had 
been more than offset by the drying up of re­
turn  flows from circulation. By m id-1964, the 
return flow had shrunk to the point where it 
was less than the amount of new coin received 
from the Mint, whereas in more normal times 
the return flow was nine times as great as 
M int deliveries. Consequently, the Reserve 
Banks were unable to deliver coin on request 
and had to ration the limited supply.

The tendency to hoard apparently had 
snowballed. The rise in the price of silver to 
$1.2929 an ounce and the fact that the silver 
dollar was worth a dollar of silver undoubted­
ly had encouraged the run on silver dollars 
at the Treasury early in 1964. Then, when the 
Treasury had exhausted all but 3 million 
“cartwheels” and, amidst great publicity, was 
forced to restrict redemption of silver certifi­
cates to bullion, broad new public interest in 
coins was stimulated.

The withdrawal of coins gathered further 
momentum when the Treasury, on M arch 24,

issued the Kennedy half-dollar. The coin was 
not a commemorative piece and was intended 
to circulate freely as just another coin. In ­
stead, people all over the world sought to 
keep it for sentimental and esthetic reasons. 
The demand was so great that the coin sold 
at premiums wherever available. In  Italy it 
brought $15, in Hong Kong $5. In  this coun­
try, many people were unable to obtain even 
a single coin, although they sold for as much 
as double face value when first issued. (Coin 
fanciers with short memories should be re­
minded that the same type of shortage oc­
curred when the Lincoln-head pennies first 
made their appearance in 1909.)

Crash cure
W hatever the reasons for the coin short­

age, Treasury officials decided that it could 
be overcome only by a rapid and substantial 
increase in production. By flooding the econ­
omy with coins, they hoped to convince those 
who held them for speculative reasons that 
the m arket would soon be saturated.

A t first, the Treasury had planned to boost 
production as efficiently and economically as 
possible at the existing mints, while meeting 
long-range needs through the construction 
of a new Philadelphia mint authorized by Con­
gress late in 1963. The new mint, after its 
completion, should be capable of producing 
as many coins as the Denver and old Phila­
delphia mints combined.

Events, however, forced the adoption of
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another approach. In  mid-1964, the mints 
were put on a round-the-clock seven-day-a- 
week intensified “crash program ” designed to 
double the annual production of coins from 
4 to 8  billion in a year’s time. The program 
included expanded purchases of equipment 
and utilization of mint properties— including 
the production of annealed blanks for nickels 
and pennies at the U. S. Assay Office in San 
Francisco— and the purchase of metal strip 
for coinage from private industry. Legislation 
also was sought and passed (on September 3, 
1964) to continue the 1964 date on new coins 
indefinitely. Its purpose was to provide so 
many coins bearing that date that the incen­
tive of dealers and hoarders to divert such 
coins from normal commercial uses would be 
destroyed.

As 1964 drew to a close, the Treasury was 
well along in its program. During calendar 
year 1964 the M int produced 5.5 billion 
coins, compared with 3.4 billion pieces the 
year before. Production in the last six months 
was nearly 60 percent higher than production 
in the second half of 1963— and it was also 
equal to the entire production of coins in
1962. But about 203 million ounces of sil­
ver were consumed during 1964’s rapid up­
surge of M int production. In fact, about 73 
million ounces went into the production of 
some 200 million Kennedy half-dollars which 
disappeared almost immediately as souvenirs 
and collectors’ items.

W estern lawmakers meanwhile succeeded 
(July) in persuading Congress to appropriate 
$600,000 for the minting of 45 million silver 
dollars, so dear to the heart, mines, pockets, 
and slot machines of the West. All of the new 
silver dollars were to be shipped directly from 
the Denver mint to W estern Federal Reserve 
Banks for distribution to commercial banks 
serving the areas where silver dollars were 
used as a medium of exchange. Even so, many 
observers predicted that the new silver dol­
lars would disappear into the hands of col­

lectors and speculators— just as 460 million 
others had already vanished. Thus, in view of 
the likelihood of hoarding and in view of the 
consequences of diverting silver and produc­
tion facilities that could be more profitably 
used in alleviating the shortage in smaller de­
nominations, the silver dollars were never 
struck.

In February 1965, the Director of the Mint 
was able to report a definite improvement in 
the coin situation. Businessmen were able to 
get through 1964, including a busy Christmas, 
without an actual crisis, even though retail 
sales in 1964 were $29 billion higher than in
1963. The shortage of pennies, which at one 
point had been critical, was completely re­
lieved, while the shortage of nickels was al­
most over. Nonetheless, shortages continued 
in the silver coins, and the half-dollar was 
not circulating at all.

A t the same time, the problem of silver 
supplies had grown more acute. Production 
of coins in the fiscal year ending June 30,
1965 reached 7.3 billion pieces, but, during 
that June, the use of silver in coinage ran 
at an annual rate of 300 million ounces, while 
the Treasury’s supply was down to 1,000 mil­
lion ounces.

Obviously, unless production increased or 
consumption declined, Treasury stocks of the 
metal would be depleted in about three years.
In that event, the mints would have to stop 
coining dimes, quarters, and halves of the kind 
then in use. The Treasury would no longer 
be able to offer silver to all comers at $1.2929 
an ounce. The price of the metal might rise 
beyond $1.3824— the point at which the sil­
ver content of these coins would be equal 
to their face value— and coins would begin to 
disappear from circulation.

Inelastic supply
Prospects were slim for an expansion in 

world production large enough to reduce the 
deficit appreciably. Despite a 40-percent in- ] 7 5
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crease in the price of silver, from an average 
of $.925 an ounce in 1961 to an average of 
$1.2929 an ounce in 1964, domestic mine 
output had moved up only slightly, from 35 to 
37 million ounces, and still remained below 
the average level maintained during the early 
1950’s. In  addition, there were reasons for 
believing that any future expansion would 
also be small.

Expansion of silver production always had 
been made difficult by a simple fact of tech­
nology. Two-thirds of the nation’s silver is 
traditionally recovered as a co-product or a 
by-product in the treatm ent of base metal 
ores— copper, lead, and zinc. As such, the de­
m and and price for these metals influence pro­
duction of silver to a larger extent than the 
demand and price for silver itself. Since pro­
duction of two of these metals (lead and zinc) 
actually had declined over the past fifteen 
years, silver’s sluggish output was all but in­
evitable. In addition, 90 percent of the na­
tion’s measured silver reserves were located 

1 7 6  in base metal deposits of this type.

Furtherm ore, silver production from these 
mines would depend on the quality as well 
as the quantity of the ores being worked. For 
example, porphyry copper deposits, a m ajor 
source of prim ary copper in this country, con­
tain a very low percentage of silver (0 .02 to 
0.11 ounce recovered per ton of o re ), but 
they had remained a major source of silver 
because of the vast tonnages mined and proc­
essed each year. Yet in view of the mining of 
ores of lower silver content, production of 
silver declined slightly between 1950 and
1964, even in the face of a 50-percent rise 
in copper production.

The postwar trend in foreign production 
had been somewhat more favorable. Output 
abroad rose fairly steadily until 1958, but an­
nual production then held at around 170 mil­
lion ounces until 1962, before rising further 
to 180 million ounces in 1964. Two-thirds 
of the silver recovered abroad each year is 
processed as a by-product. Nevertheless, a 
rise in base-metal prices after 1961 had in­
tensified mining of such deposits throughout 
the world, and thereby had helped expand 
silver output.

Higher silver prices had helped to stimu­
late exploration for new deposits and the de­
velopment of previously by-passed marginal 
veins at primary silver mines— those in which 
the value of silver constituted over half the 
total value of the ore. Extensive exploration 
was being carried out, for example, in the 
Coeur d’Alene region of Idaho, the location 
of all four of this nation’s prim ary silver 
mines. One venture, the “Rainbow” project, 
included the sinking of a 3,500 foot shaft, 
to reach deeper veins of silver.

The real hope for a substantial production 
increase, however, rested on the discovery of 
silver bonanzas similar to the Comstock Lode. 
One such discovery was made at Timmins, 
Ontario, in late 1963. Ore reserves at that 
Canadian site were estimated at 55 million 
tons, and averaged 7.08 percent zinc, 1.33
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percent copper, and 4.85 ounces of silver per 
ton.

Recognizing the pressing need for new sil­
ver discoveries, Interior Secretary Udall in 
late 1964 directed several agencies to expand 
exploration activities. Thus, in September of 
that year, the Office of Minerals Exploration 
increased the percentage of Federal financial 
assistance from 50 percent to as much at 70 
percent of the total cost of new exploration 
ventures.

In addition, the Geological Survey initiated 
a reconnaisance program  designed to indicate 
likely areas of near-surface silver deposits in 
various W estern states. The program includ­
ed geologic mapping and geophysical and 
geochemical studies of target areas, utilizing 
the latest instruments and techniques— in­
cluding an instrument capable of detecting 
mercury, which is generally located with sil­
ver deposits. Old districts such as the Com­
stock and the Tonopah were scheduled for 
study with the new techniques in the hope of 
discovering additional reserves.

Meanwhile, some unexpected target areas 
showed definite promise. Some bedded sand­
stone, for example, was found to contain ap­
preciable amounts of silver, particularly in 
the Silver Reef deposits of Utah, and the same 
was true of black calcite deposits located in 
some Western mining districts. Also, on the 
basis of a Geological Survey report, a deposit 
near Battle M ountain, Nevada, was being 
tested by a mining company as a potential 
copper-gold-silver producer.

Despite this progress, however, it was evi­
dent that, even if new discoveries were made, 
substantial increases in silver output would 
be slow in reaching the market, because of 
the time required to bring new properties into 
production.

Projecting supply
On the basis of projects definitely under­

way or with definite financing, the American

Mining Congress projected in 1964 an 18- 
percent expansion in total world production 
(outside the Soviet Bloc) over the 1964-68 
period. A  later Bureau of Mines study pro­
jected a much smaller expansion of total sup­
ply, but both studies envisioned a substantial 
increase in U. S. production.

This country, as the world’s second rank­
ing producer, was expected (according to the 
AMC study), to increase output by 8.3 mil­
lion ounces over the 1964-68 period. Most of 
the increase was to come from the following: 
in Utah, the opening of a high-grade lead- 
silver deposit in the East Tintic district and 
expansion of copper production at Bingham 
Canyon (3.3 million ounces); in M ontana, 
expanded output at Twin Buttes and Flat Head 
(2.5 million ounces); and in Idaho, increased 
output at Silver Summit (1 million ounces). 
Copper projects at Battle Mountain, Nevada, 
and M ineral Park, Arizona, and a newly dis­
covered lead field in south-central Missouri, 
were to account for the remainder.

Mexico, for many years the world’s largest 
producer, was expected to supply only 2  mil­
lion additional ounces— a smaller increase 
than that of any other major silver-producing 
country. The AM C study based its pessimistic 
forecast on the M exican industry’s heavy tax 
burden as well as the restrictions on foreign 
investment in that industry.

On the other hand, C anada’s output in­
crease was projected at more than 13 million 
ounces, with most of the expansion coming 
from the newly found deposit at Timmins, 
Ontario. The remainder was to originate from 
a new lead-zinc mine in New Brunswick, a 
copper-zinc mine at Lake Dufault, Quebec, 
and the Granduc and W estern copper mines 
in British Columbia.

Australia was to contribute an additional 
6.3 million ounces, mainly from a project 
which was scheduled to double lead produc­
tion at M ount Isa. In Peru, expansion planned 
at Cerro de Pasco and four smaller mines was 177
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expected to contribute about 2 . 8  million 
ounces. The Philippines, Ireland, and France 
meanwhile were slated to increase production 
by anywhere from 1.5 to 3.0 million ounces 
each over the four-year period covered in the 
AM C study.

Neither the import trade nor the recovery 
of secondary silver appeared capable of clos­
ing the gap in domestic supplies. Im ports of 
silver, emanating mainly from Canada, M ex­
ico, and Peru, declined sharply after 1962, 
while exports, destined mainly for the United 
Kingdom, France, W est Germany, and Japan, 
accelerated until a net export balance de­
veloped in 1964. M oreover, the recovery of 
silver from secondary sources— such as scrap 
silverware, photographic wastes, and worn 
coins— increased appreciably in the 1955-61 
period but then receded to only 1 2  million 
ounces by 1964.

Inelastic demand
A decline in industrial demand might, of 

course, have eased the situation, but this ap­
peared extremely unlikely. In many of its 
most im portant industrial uses, the demand 
for silver had proven to be inelastic— unre­
sponsive to an increase in price— because 
no known alternative equaled its high elec­
trical and heat conductivity, resistance to cor­
rosion, and sensitivity to light. In fact, indus­
trial consumption in this country rose 1 1  per­
cent in 1964, despite the 40-percent increase 
in the price of the metal in the previous two 
years.

Consumption of silver for photographic 
film, plates, and sensitized paper, which to­
gether comprise the largest m arket for the 
metal, increased at an annual rate of about 2  

percent between 1959 to 1963, and then 
jum ped 20 percent, to 40.3 million ounces, 
in 1964 alone.

The photographic industry’s consumptions 
would have increased even more rapidly had 
it not learned to economize on its supplies,

By extracting silver from photographic solu­
tions used in developing film, for example, it 
was able to reclaim as much as 1 0  million 
ounces in 1964.

Under the stimulus of the sharp run-up in 
silver prices, the industry also accelerated its 
research aimed at the development of substi­
tutes. In  many of silver’s most im portant ap­
plications, however, no other material could 
be found with silver’s unique ability to record 
an image when exposed to light. (The only 
major alternative was the use of electrostatic 
copying methods in office equipm ent.) Be­
cause silver was all but indispensable to the 
photographic process, its use in this field was 
expected to increase along with the continued 
growth of the industry.

The electrical-equipment and electronics 
industry was one of silver’s most rapidly grow­
ing outlets. Consumption of silver in these 
fields rose almost 50 percent between 1959 
and 1964, from 20.5 to 30.3 million ounces, 
and, as a result, the industry surpassed sil­
verware and jewelry to become silver’s second 
largest market.

Unequalled as an electrical conductor, sil­
ver’s use as an electrical contact had expand­
ed until it could be found in practically every 
on-off switch and electrical appliance. Silver- 
wire contact relays also were at the heart of 
most computers and almost every piece of 
telephone and aviation equipment. A ccord­
ing to industry sources, approximately three- 
quarters of the silver used in this field went 
into voltage connections for such im portant 
uses as space-vehicle guidance systems and 
military electronic systems, and for these uses 
there is no known substitute for silver.

Consumption in brazing alloys and solders, 
another rapidly growing field, expanded from
10.5 million ounces in 1959 to 15.8 million 
ounces in 1964. During W orld W ar II  the use 
of silver alloys as industrial joining media 
gained impetus in the m anufacture of shells, 
gun parts, and ordnance. A fter the war, silver
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brazing alloys became im portant in air-con- 
ditioning and refrigeration equipment, elec­
trical appliances, and automobile parts—in 
fact, in virtually every end-product where 
joining or bonding was involved. And entire­
ly new applications also arose: silver-infil­
trated tungsten for rocket fuels, as well as 
silver brazing alloys capable of withstanding 
heat and pressures generated at supersonic 
speeds. For these applications, which require 
high-temperature soldering, substitution of 
other materials was completely impractical.

Consumption of silver in storage batteries, 
a relatively new use, almost tripled between 
1959 and 1964, reaching 9.0 million ounces. 
In fact, the development of high-energy bat­
teries had been largely dependent on the in­
creasing use of the metal. Batteries utilizing 
silver, when coupled with zinc or cadmium, 
can be recharged, and they are very useful 
for applications requiring high output in rela­
tion to weight, such as for spacecraft and port­
able tools and appliances. Because these bat­
teries rely on the chemical reactance of sil­
ver, the substitution of other materials again 
would not have been feasible.

For all these reasons, the industrial demand 
for silver had expanded inexorably, even in 
the face of stable or declining demand for 
the metal in its more traditional uses. Silver 
consumption in dentistry, medicine, and mir­
rors had increased very little in recent years. 
Meanwhile, consumption for silverware and 
jewelry had actually declined, from 28.0 to
22.5 million ounces in the 1959-64 period, 
as a result of the rising price of sterling sil­
ver and the increasing acceptance of stainless- 
steel flatware of m odern design. But in all 
other uses, the industrial demand for silver 
had mushroomed in the early 1960’s.

Treasury’s position
In view of the soaring industrial and coin­

age demand and in view of the rapid deple­
tion of its silver stock, the Treasury was forced

to take a long, hard look at the silver content 
of the nation’s coins. Then, after a two-year 
study, the Treasury in its Staff Study of Silver 
and Coinage (M ay 1965) concluded that,
“the world and the U. S. silver supply and pro­
duction situation and outlook do not warrant 
continuation of the large-scale use of silver in 
the U. S. coinage.” M oreover, since subsidiary 
silver coinage of reduced content undoubted­
ly could suffer from difficult transitional prob­
lems and from the fear of future changes in 
silver content, the Treasury argued for a 
once-and-for-all change: “If any silver is to 
be retained in the subsidiary coinage system, 
it should be limited to a clad silver piece of 
400 fineness.”

On the basis of technical studies, the 
Treasury recommended cupronickel clad on 
a copper core as the best metal for a new 
and perm anent subsidiary coinage. This ma­
terial was acceptable on the basis of its ability 
to provide uninterrupted service as a medium 
of exchange; its acceptability to the public 1 7 9
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in terms of weight, color, wearing qualities, 
and operation in vending machines; its ease 
and certainty of production; its cost and avail­
ability; and its compatibility with present 
coinage.

Cupronickel, already used in the U. S. 5- 
cent piece, was the most widely used coinage 
m aterial in the world. It had circulated side 
by side with silver coinage in high-denomina- 
tion coins in the United Kingdom. Coins of 
cupronickel clad on a copper core could op­
erate in vending machines rapidly without the 
difficulty, expense, and inconvenience of mod­
ifying existing rejectors. Furtherm ore, the 
M int had made sizeable production runs us­
ing the cupronickel clad material without 
encountering serious difficulties.

According to the Treasury, the cost of the 
alloy— 45 cents a pound, based on 33-cent 
copper and 79-cent nickel— would be much 
less than silver at $18.81 a pound. Coinage 
at the projected fiscal-1965 rate would require 
approximately 5,355 short tons of copper and 
1,785 short tons of nickel annually. In both 
cases, the tonnages would represent a frac­
tional part of total domestic consumption and 
could be drawn from surpluses in the strate­
gic stockpile.

The Coinage Act
M any of these Treasury recommendations 

were contained in the legislation which Pres­
ident Johnson submitted to Congress in June 
1965. In  the President’s words, the legisla­
tion would “insure a stable and dignified coin­
age, fully adequate in quantity and in its spe­
cially designed technical characteristics to 
the needs of our 20th-century life. It can be 
maintained indefinitely however much the de­
m and for coin may grow” .

Im m ediate action was urgent because, 
“There is no dependable or likely prospect 
that new, economically workable sources of 
silver may be found that could appreciably 
narrow the gap between silver supply and de­

mand. . . . The one part of the demand for 
silver that can be reduced is governmental 
demand for use in coinage”. That reduction 
in governmental demand would amount to an 
annual saving of some 90 percent of the silver 
formerly used for coinage.

Public Law 89-81, the Coinage A ct of
1965, passed virtually in the form presented 
by the Administration. The new half-dollar 
was to be a composite coin— an outside layer 
(80 percent silver and 2 0  percent copper) 
clad on an alloy core ( 2 1  percent silver and 
79 percent copper). To the naked eye the 
coin would be almost indistinguishable from 
the old half-dollar, but it would contain 40- 
instead of 90-percent silver. The new dimes 
and quarters, although identical in size and 
design to the former 90-percent silver coins, 
were to be silverless. Each of these also would 
be a composite coin—-an outer layer (75 per­
cent copper and 25 percent nickel) clad on 
a core of pure copper. The Act did not call 
for any change in the silver dollar, but it 
specified that none be minted for five years.

The Government’s readiness to sell silver 
bullion from its stocks at $1.2929 an ounce 
had already provided protection against the 
melting of silver coins by effectively prevent­
ing the price of silver from rising above the 
face value of the coins. Now, since the Treas­
ury intended the silver coins to circulate 
alongside the new coins, the A ct provided 
further protection for the silver coinage by 
authorizing the Secretary of the Treasury to 
prohibit the melting, treating, or export of 
any U. S. coin. Again, to discourage hoarding, 
it stipulated that any 900-fine coins minted 
after the law’s enactment would be inscribed 
with the date 1964,

Finally, the legislation authorized the Pres­
ident to establish a Joint Commission on the 
Coinage, composed of the Secretary of the 
Treasury, the Secretary of Commerce, the Di­
rector of the Bureau of the Budget, and eight 
representatives each of the Senate, the House,
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and the general public. The Commission was 
to study the progress made in the implemen­
tation of the new coinage program and to 
make recommendations on such matters as 
the economy’s need for coins, technological 
developments in metallurgy and coin-selector 
devices, the supply of the various metals, the 
future of the silver dollar, and the time and 
circumstances in which the Government 
should cease to maintain the price of silver.

Consumers vs. producers
Despite the diversity of interests with a 

stake in silver’s future, public opinion, as 
expressed in Congressional hearings on the 
Coinage Act, was virtually unanimous that 
the silver content of the nation’s subsidiary 
coinage would have to be cut. Em otions ran 
high, however, on the question of “how 
much” .

Silver users, anxious to have ample supplies 
of the metal available at stable or declining 
prices, wanted silver to be completely elimi­
nated from the coinage. They pointed out that 
total world production in 1965 would be some 
1 0 0  million ounces less than industrial con­
sumption alone, and that the use of 15 to 30 
million ounces per year in the Kennedy half- 
dollar would only divert supplies that could 
more beneficially be used in industry and the 
arts.

Silver users reasoned that, under the new 
legislation, Treasury silver requirements for 
coinage would drop about 90 percent, to 
around 30 million ounces annually; in fact, 
this figure would drop to only 15 million 
ounces when the production of half-dollars 
was reduced to more normal levels. W ith the 
exception of Canada and Switzerland, most 
other countries had already eliminated or 
drastically reduced the use of silver in their 
coinage. Foreign use of silver for this purpose 
had declined one-fourth between 1961 and
1964, to 62 million ounces, and, according to 
expert testimony, could be expected to drop

to 30 million ounces by 1970.
If worldwide industrial consumption were 

to increase by 25 percent by 1970— less than 
the increase over the prior five years— it 
would reach 360 million ounces. In that case, 
world industrial and coinage demand could 
total 420 million ounces in that year.

Yet, according to the most optimistic esti­
mate of the American Mining Congress, total 
world production at best would increase in 
the interim by only 35 percent, to 290 million 
ounces, leaving a worldwide deficit of some 
130 million ounces. Secondary sources could 
(optimistically) be expected to supply no 
more than 50 million ounces of this calculated 
deficiency. The remainder of the deficit would 
have to be met from Treasury stocks— but 
that source would be completely depleted by 
1970 under present and projected consump­
tion patterns.

Silver producers took a somewhat different 
view of the future. Fearing that a sharp swing 
away from silver might trigger a price break, 
they argued for the retention of silver in the 
coinage to the maximum extent feasible. They 
claimed that the gap between supply and de­
mand had been abnormally inflated in 1964 
by the hoarding of both Kennedy half-dollars 
and some 70 million ounces in other forms. 
Furthermore, they argued that annual world 
production could increase by as much as 55 
million ounces by 1968 on the basis of current 
exploration, and that this increase and the 
gradual recovery of the 1,800 million ounces 
of silver outstanding in coins would permit 
the retention of some silver in both the 50- 
cent piece and the smaller denominations 
as well.

W estern governors argued that the only 
real way to prevent the eventual depletion of 
Treasury stocks would be for the Government 
to allow the price of silver to rise in a free 
market. In their opinion the Treasury’s pro­
posals would do nothing to further any in­
crease in the production of silver and would
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M ost industries boost silver buying 
sharply as new applications develop
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only aggravate the coin shortage. At their 
conference at Portland, Oregon, the Western 
governors therefore resolved “that Congress 
provide for retention of silver in reduced 
amounts in all coins now silver, that an affirm­
ative program  be adopted to increase explora­
tion for and development of domestic silver 
supplies, and that silver be permitted to seek 
its own price in the m arket place.”

The vending industry, with its $3.5 bil­
lion annual take in coins, wanted coins that 
would be “compatible” with the nation’s 1 2  

million coin-operated merchandising and 
service devices. About half of these devices 
would reject coins not having the correct elec­
trical properties, and to change them would 
require three years’ time and an expend­
iture of perhaps $100 million. Furtherm ore, 
the industry wanted coins that would pose no 
inconvenience to the consuming public, which 
plunked 30 billion pieces into these machines 
annually for over 1 2  billion cups of coffee, 
milk and soft drinks, about 4.5 billion candy 
bars, and numerous other goods and services.

Finally, almost every company with a m a­
terial in any way suitable for coinage— from 
aluminum to zirconium-—pressed its claim 
for inclusion in the new coinage.

A bit for everyone
Actually, the Coinage A ct was a composite 

package containing something for nearly 
everyone. For W estern silver producers, silver 
kept at least a stake in the coinage, with the 
new half-dollars requiring at least 15 million 
ounces per year. Producers also received the 
assurance of a minimum of $1.25 per ounce 
for their silver.

Silver users did not get an entirely silver- 
less coinage, but they did get silverless dimes 
and quarters. In  addition, the continued re­
demption of silver certificates by the Treasury 
provided an effective ceiling on the price—  
at least for awhile. The vending industry sup­
ported the new coinage, because the cupro­
nickel and copper coins had the same electri­
cal properties as the silver coins and worked 
satisfactorily in existing machines.

The keenest disappointment was felt by 
speculators who had been gambling on high­
er silver prices. The price of silver on the ex­
changes dropped by as much as 3 cents an 
ounce upon enactm ent of the new legislation.

Stamping out the shortage
Considering the persistence of the coin 

shortage, the release of the new coins ap­
parently did not come a m oment too soon. 
Despite the continued expansion in produc­
tion of silver coins under the “crash program ,” 
Federal Reserve inventories of quarters had 
shrunk to only 15 million pieces for the en­
tire nation by November 1, 1965, when the 
tremendous demands of the Christmas sea­
son were just beginning.

The far-reaching provisions of the Coinage 
Act, which authorized the reactivation of coin 
production at the San Francisco Assay Office, 
expenditures for the construction of new fa­
cilities, and the acquisition of necessary me­
tallic strip, equipment, and supplies, enabled 
the M int to achieve an unprecedented rate of 
production earlier than anticipated. Early in 
November the M int was able to release over

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



October 1966 MONTHLY REVIEW

230 million of the new clad quarters, backed 
up by a very large production stream amount­
ing to a quarter-billion pieces a month— four 
times the highest production rate ever pre­
viously attained. These new coins carried the 
economy safely through the Christmas season 
without a crisis.

Early last February, when almost 700 mil­
lion new quarters already were in circulation 
and the first new dimes and half-dollars were 
about to be released, Assistant Treasury Sec­
retary Wallace told the Senate Subcommittee 
on Government Operations that “the supply 
of our most vital coins— the quarter, dime, 
nickel, and penny— is in better shape now 
than in any comparable period during the last 
ten years. . . . There is no shortage of those 
coins most vital to the transaction of busi­
ness.” Flowback and inventories at the Fed­
eral Reserve Banks had increased in all de­
nominations except the half-dollar. Relatively 
few of the latter were in circulation, although 
more than 480 million Franklin half-dollars 
had been minted between 1948 and 1963 and 
almost as many Kennedy half-dollars had

been issued in the last several years.
All in all, the Mint estimated fiscal 1966 

production at about 9.3 billion coins, one- 
third of them being clad coins. For fiscal 1967, 
it estimated production at about 13 billion 
coins— about 1 0  billion in clad coins and the 
balance in the “minor” coins (nickels and 
cents).

The Treasury’s objective was to manufac­
ture enough of the new clad coins within a 
two-and-one-half-year period to replace, if 
necessary, the 13 billion old dimes and quar­
ters now in circulation— and to build up an 
emergency inventory. Total production for 
fiscal years 1965-67 was scheduled at 34 
billion coins— enough to provide every person 
in the country with 180 additional pieces.

From  the point of view of its silver supply, 
enactment of the Coinage Act apparently did 
not come a moment too soon for the Treasury.
Stocks dropped 35 percent in 1965, to 804 
million ounces, mostly because of withdraw­
als for the minting of silver subsidiary coins.

Meanwhile, although U. S. mine produc­
tion rose by over 5 percent, from 37 to 39 
million ounces, industrial consumption rose 
by 14 percent to 140 million ounces, its high­
est level since 1945.

The Coinage Act touched off a wave of 
liquidation of speculative holdings, however, 
and redemptions of silver certificates in 1965 
amounted to just over 77 million ounces. After 
passage of the Act, withdrawal rates declined 
from an average of almost 14 million ounces 
per month to an average of 4 million ounces 
per month. In addition, total exports of sil­
ver dropped 7 million ounces below imports, 
to 48.5 million ounces, or less than one-half 
the quantity exported in 1964.

The lid on $1.2929
How has the new coinage affected the sup­

ply, demand, and price outlook for silver?
The changeover to the new coinage has 
slowed down, but by no means eliminated, -| 3 3
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the drain on Treasury supplies. This year the 
Treasury will require 50 to 60 million ounces 
for coinage. Production of the 90-percent sil­
ver coins ended in April, earlier than expect­
ed, and coinage requirements since that time 
have been running at an annual rate of about 
32 million ounces—only one-tenth of the
1965 rate.

W ithdrawals by the public for industrial 
use and speculative and inventory holdings, 
by means of the redemption of silver certifi­
cates, averaged 12.5 million ounces per month 
during the first eight months of 1966. If that 
rate continues, redemptions this year will 
drain off about 150 million ounces, and stocks 
could drop as much as 2 1 0  million ounces by 
year-end, to just under 600 million ounces. 
Of that total, 165 million ounces must be set 
aside as a stockpile for critical defense needs.

Treasury officials are convinced that even 
this dwindling supply will be adequate to keep 
the lid on prices for some time to come. The 
Treasury, moreover, according to its agree­
ment with the Office of Emergency Planning, 
will be able to dip into the defense reserve if 
its use becomes necessary to meet “critical 
national needs.” The Secretary of the Treas­
ury also has at his disposal a more drastic 
alternative: the regulation or prohibition of 
exports, as authorized by the Coinage Act. 
But export controls in effect would separate 
the U.S. and foreign markets, and might re­
sult in an increase in world prices above the 
U.S. price. As a consequence, silver ordi­
narily imported into this country could be 
diverted to foreign consumers, thus frustrat­
ing the Treasury’s objective.

The question of the price ceiling will not 
even be considered until the President has

convened the Joint Commission on the Coin­
age. The Commission’s work must wait until 
the transition is far enough along to provide a 
sound basis for assessment, not only of the 
silver situation, but also of any other problems 
arising in connection with the new coinage. 
One such problem, for example, may be a 
scarcity of copper. As a result of releases to 
industry to meet a tight supply situation, the 
Government stockpile now amounts to only
409.000 tons, against a national objective of
775.000 tons.

Opinions vary widely regarding what would 
happen when (or if) the $1.2929-per-ounce 
ceiling is removed. Most silver dealers do not 
expect the price to skyrocket. They point out 
that if the price reaches $1.38 an ounce, it 
would become profitable to melt 900-fine sub­
sidiary coins for their silver content, thus 
opening up a potential lode of perhaps 1,800 
million ounces. But speculators disagree, and 
have backed up their opinion by bidding up 
silver futures and mining stocks, and in some 
cases hoarding bullion.

Perhaps the difference of opinion is based 
on timing. Treasury stocks should be sufficient 
to hold the price at $1.2929 an ounce during 
the transition period to mid-1968. Beyond 
that date, the silver outstanding in the old- 
style coins will provide a restraint on the 
price. But at some time in the distant future, 
perhaps ten years from now, even that supply 
may be exhausted. Between now and then, we 
may ponder the Treasury’s conclusion, as 
stated in its Staff Study of Silver and Coinage: 
“Analysis of supply and demand factors does 
not yield any precise estimate of the level that 
silver prices might reach in a free m arket.”

— Yvonne Levy

Publication Staff: R. Mansfield, Chartist; Phoebe Fisher, Editorial Assistant.
Single and group subscriptions to the Monthly Review  are available on request from the Admin­
istrative Service Department, Federal Reserve Bank of San Francisco, 400 Sansome Street,

San Francisco, California 94120
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Big Year at the Bargaining Table

Ov e r  the next twelve months, labor and 
management teams will be hammering 

out m ajor contracts for almost 2Vi million 
workers in some of the nation’s largest and 
most im portant industries. The outcome of 
these negotiations —  in electrical products, 
trucking, autos, meatpacking, and other in­
dustries —  will help to determine the level 
of employers’ costs and thereby influence the 
course of the continuing struggle against in­
flation.

The numbers involved, although three 
times as great as the total for the preceding 
four quarters, are not substantially larger than 
during the last major period of negotiations. 
Rather, the recent public interest in the ne­
gotiations stems from the economic environ­
ment surrounding the contract talks, and this 
environment is almost certain to influence 
the substance of the agreements as well as 
the incidence of labor strife over coming 
months.

A lack of slack
Vital factors in the economic environment 

include: a tight labor market, evidenced by 
the lowest sustained rate of unemployment 
since 1953 and m arked shortages in skilled 
occupations; Federal legislation boosting the 
minimum wage and broadening its coverage; 
and a recent spurt in wages and average em­
ployee compensation accompanied by a slow­
down in the growth of manufacturing produc­
tivity. As a result, unit labor costs in manu­
facturing, for the first time since 1960, are 
running ahead of year-ago levels. Such a 
trend puts pressure on profits or prices —  or 
both.

L abor’s determination to achieve the best 
possible settlement has been growing as union 
analysts note the hefty growth in profits dur­
ing the present decade and the accelerated 
rise in living costs during the last year or so.

Union leaders are interested in protecting 
workers’ purchasing power and are distressed 
to find considerable gains in wages and fringe 
benefits being erased by a combination of 
higher social-security taxes and rising con­
sumer prices. Ahead of them, too, they see 
the possibility of an increase in personal- 
income taxes. The revival of popularity of the 
recently ignored escalation clause, which ties 
wages to living costs, is one symptom of the 
attem pt to minimize the impact of rising 
prices on workers’ purchasing power.

The final factor causing concern over up­
coming negotiations is the record of the 
recent past. The anticipated breathing spell 
in labor relations failed to materialize this 
year. Greater-than-guidelines wage settle­
ments became relatively common, and work 
stoppages —  statistically insignificant but edi­
torially newsworthy— caused public discom­
fort and aroused considerable sentiment for 
more effective mediation procedures.

Bargaining playbill
First in line for renewal are contracts cov­

ering almost 175,000 workers in the electrical- 
products industry, terminating this quarter.
The largest union —  the International Union 
of Electrical Workers (IU E ) —  presented 
demands fairly representative of the senti­
ment expressed in numerous labor conven­
tions this year, but somewhat different from 
the demands presented at the last round of 
contract talks three years ago. A t that time, 
national prosperity was still plagued by a 
relatively high level of unemployment. Or­
ganized labor responded by concentrating on 
job security, the distribution of available 
work, and the reduction of technology’s im­
pact on employment — often at the expense 
of money in the pay envelope.

Although these earlier goals are far from 
forgotten, more emphasis is now being placed \ 8 5
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on larger paychecks. M oreover, as a union 
with new leadership, the IU E might be ex­
pected to take a firmer bargaining position 
and be m ore responsive to local union prob­
lems than otherwise.

The electrical workers’ bargaining goals 
include annual wages (so as to put produc­
tion workers on the same footing with sal­
aried white-collar employees), reduced geo­
graphic wage differentials, and increased job 
security, as well as increases in fringe benefits 
and pay. The pay demands include a “catch­
up” wage increase to compensate for the 
years without escalator clauses, reinstate­
ment of escalator provisions, and larger 
boosts for skilled workers. The companies’ 
original offer amounted to four percent a year 
in increased costs, so the new contract may 
well set the stage for substantial increases, 
above the 3.2-percent guideline, in other bar­
gaining situations. M ost business observers 
have been carefully watching the negotiations 
unfold —  and several Cabinet members took 
an active part in negotiations in early Octo­
ber, in an attem pt to bring about a settlement 
for national security as well as national eco­
nomic reasons.

The eventual set­
t le m e n t in c lu d e d  
many 1966-m odel 
features. A n exten­
sion of the deadline 
brought about a na­
tional agreement in­
volving a 5-percent 
boost in costs, but 
local issues precipi- 
t a t e d  s t r i k e s  a t  
plants across the na­
tion. One of these 
strikes, at a key de­
fen se  p la n t ,  w as 
halted by an injunc­
tion under the Taft-

1 8 6  H artley Act.

Throughout the autumn months contracts 
are also expiring with telephone companies 
across the nation. The largest union involved, 
the Communications Workers of America, 
gained a 4.6-percent wage boost and a wage- 
reopener clause in negotiations concluded in 
September, but the union membership re­
jected that agreement in early October. In any 
event, the September contract remains the 
“pattern agreement” for bargaining in the 
communications industry, which will continue 
into the spring of 1967.

The new year will usher in the contract 
deadline at major oil refineries. In 1964 these 
workers asked for a 5-percent annual wage 
boost, and received 4.5 percent. Now, the 
union has made the 5-percent boost “m an­
datory” for a settlement which will establish 
the pattern for 45,000 workers outside the 
refineries themselves. Another large contract 
due to expire in January will bring the 
ILGW U together with dress manufacturers. 
And in February, the Team sters’ contract 
with California food processors and growers 
comes up for renewal.

By the end of this year, negotiations will

Bargain ing activity on many labor fronts
scheduled to rise sharply in coming months
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probably begin for renewal of the “National 
M aster Freight Agreem ent” which runs out 
M arch 21. The contract, between the Team­
sters, the nation’s largest union, and Trucking 
Employers, Inc., an employer group organ­
ized in response to demands for a national 
agreement, covers about 450,000 employees 
of 15,000 companies. The union’s goal of a 
single standard agreement for drivers from 
M aine to California bore some fruit in the 
1964 agreement, which put a floor under 
wages and benefits and covered non-monetary 
items, but left some regional questions un­
se ttled . T w en ty  re g io n a l su p p le m e n ta ry  
agreements which cover local conditions and 
wages will expire at various times throughout 
1967. Local differences proved difficult to 
iron out in the earlier negotiations, and the 
union will try to come closer to its single­
contract goal in 1967. In M arch, also, a bar­
gaining deadline faces Pacific Coast pulp and 
paper manufacturers.

Later negotiations
During the second quarter, contracts will 

expire at a somewhat less hectic pace. M ajor 
contracts will be renewed in the rubber in­
dustry in April, and in cement in May and 
June. The leading rubber companies will face, 
in the new leadership of the United Rubber 
Workers, a negotiating team that is commit­
ted to a stiffer bargaining position than here­
tofore.

A t mid-year bargaining deadlines will occur 
for the crucial copper industry. Since that 
industry is plagued by short supply, labor 
difficulties in overseas producing centers, and 
a domestic price level below that of the world 
market, a repetition of the work stoppage 
which occurred in 1964 could prove serious 
for defense and civilian production. The sum­
mer quarter, moreover, will also be contract 
time for the major meatpacking firms.

Next September, the U A W ’s 600,000 pro­
duction workers will reach the end of their

old contract with the Big Three automakers.
The present set of agreements, signed in 1964 
after a series of workstoppages, added about
4.5 to 5 percent to the companies’ labor costs.
But whatever the size of next year’s wage 
package, its implications will be substantial 
for American industry, since the giant union’s 
membership includes agricultural-equipment 
and construction-machinery workers as well 
as autoworkers —  and since the size and 
shape of the UAW  package will influence 
negotiations throughout the manufacturing 
sector.

A  contract calendar is, at best, an imper­
fect guide to the timing of new contracts, al­
though the expiration of each old contract 
generally serves as a starting point for some 
newly-won benefits. Union members may stay 
on the job long after a contract has expired, 
especially if some progress is recorded in bar­
gaining sessions. The deadline may be post­
poned voluntarily, as it was in the steel in­
dustry in 1965, or it may be extended by 
legal constraint, as in the airlines in 1966.

On the other hand, disputes may arise 
when a contract is still in force. Wages may 
be reopened for discussion during the life of 
a contract, or a wildcat strike may develop 
our grievances. Disputes may also arise in 
industries which have open-ended contracts, 
such as in the railroad industry. (The auto­
mobile industry for example has been plagued 
by wildcat walkouts this fall, although the 
contracts do not expire for another year.)
And yet, despite all these qualifications, the 
contract calendar outlined above provides a 
reasonably good indication of the economic 
pressures that may arise on the labor-manage- 
ment front over the next year.

In the West
The major bargaining situations in this 

coming period will vary widely in their re­
gional impact. Their direct impact on West- i g7
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Employers now see rise in labor costs as wage gains outstrip productivity, 
while employees enjoy smaller gain in real earnings because of rising prices
Percent Change

ern workers and Western businessmen will 
obviously depend upon the regional distribu­
tion of employment in the industries now 
gathering at the bargaining table.

Roughly one out of every eight of the na­
tion’s workers is employed in Western indus­
tries. In  oil refineries the ratio is closer to 
one in six, and a similar ratio holds for the 
electrical-products industry. Bargaining in 
th e se  in d u s tr ie s , an d  in  o th e r  W este rn - 
oriented industries such as telecommunica­
tions and trucking, will have a significant 
impact on the Western economy.

Negotiations in other industries will have 
a relatively small direct influence on this re­
gion. Only one apparel worker in twenty 
works in the West, the proportion is only 
slightly greater in the rubber industry, and 
Western labor will have virtually no involve­
ment in next summer’s talks with major meat­
packing firms.

A t the same time, some negotiations which 
do not involve many people nationally are 
very im portant to the region. This was true in
1966 for negotiations with long-distance bus 
lines, which involved a lengthy walkout, as 
well as those at Pacific Coast ports, which 
were settled without interruption of work.

The same will be true in 1967 for California 
processors and growers (February deadline) 
and for Western pulp and paper companies 
(M arch deadline). And renewal of pacts in 
copper mining in July will be of special im­
portance to the West because of the industry’s 
concentration in this region.

M oreover, even those industries with a 
relatively low concentration in the West may 
play a very significant economic role in the 
various communities where their facilities are 
located. The best example is the auto indus­
try, which is important regionally even though 
only one of every 25 autoworkers is em­
ployed in the West.

Interaction
Of course, the effect of a new labor agree­

ment goes far beyond the workers and firms 
directly involved in its creation. The Western 
worker and his family are also consumers, 
and Western producers act as suppliers, com­
petitors and buyers to firms in other industries 
in other parts of the country. Thus, an inter­
ruption of production, or an agreement lead­
ing to readjustments of prices in industries 
three thousand miles away, will involve the 
worker or businessman in Los Angeles, Boise,
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or Honolulu. A nd the settlements which he 
himself makes will spread their effects across 
the country as well.

Agreements increasing wages, wherever 
they occur, may affect other workers and em­
ployers throughout the entire labor market. 
Thus, much of the concern at present centers 
on the im pact of hefty settlements on labor 
costs throughout the economy. One large, 
well-publicized settlement, it is argued, with 
or without interruption of production, will 
affect wage settlements of: other workers in­
volved in the industry’s bargaining round; 
other workers with similar jobs, or belonging 
to the same union, in entirely different indus­
tries; employees in unrelated jobs in the same 
company or industry; the next contract to 
expire, whatever its coverage; and non-union 
hiring, especially in a tight labor market 
where employers must bid for qualified work­
ers in order to fill their m ounting orders. The 
shortage of certain skills is most im portant in 
boosting wages at the upper end of the pay 
scale. A t the other end, and of equal concern, 
is the newly-enacted Federal minimum-wage 
legislation.

Pay raise for millions
In  terms of its ability to fatten pay en­

velopes, the minimum-wage legislation dwarfs 
even the largest union contracts. The new act 
will raise the wage floor from $1.25 to $1.40 
next February 1, and to $1.60 a year later, 
for almost 30 million workers now covered. 
Nearly 6  million of these employees earn less 
than $1.60 at present. In  addition, coverage 
will be extended for the first time to some 
8  million workers in retailing, restaurants, 
hotels, laundries, taxi fleets, logging, agricul­
ture, education and Federal Government, at 
an initial rate of $ 1  an hour.

For farm  workers —  completely excluded 
in the past —  the minimum will advance by 
two annual 15-cent-an-hour steps, to $1.30 
on February 1, 1969. The law affects only

those farms using more than a certain mini­
mum number of man-days, and it excludes 
family members and commuters working dur­
ing peak seasons. The minimum for other 
workers covered for the first time will ad­
vance in four annual steps, to $1.60 by 1971.
Part of the increase in coverage is due to a 
reduction in the annual-sales figure which is 
used as a yardstick to determine whether or 
not a business must pay its employees a 
minimum wage.

Legislation setting wage floors are com­
mon among states as well as on the national 
level. All nine states in the Twelfth District 
have minimum-wage laws setting statutory or 
wage-board rates, although minimum wages 
in Arizona, California, Oregon and Utah 
apply only to women and minors.

Wage floors are part of national policy to 
aid workers at the bottom  of the wage scale, 
to raise their standard of living. Opponents 
of increased minimum wages (and their ex­
tension to millions of additional workers) 
argue that they tend to eliminate low-skill 
jobs and thus destroy opportunities for the 
workers the legislation is designed to help. 
Moreover, they claim that boosts in wage 
floors are inflationary, causing upward pres­
sures on wages throughout the economy as 
other workers seek to retain current differen­
tials. The latter argument is eliciting the great­
est interest nowadays, in light of the contracts 
coming to term  in the near future.

New areas involved
Two categories which have been closely 

involved in the accelerated rise in prices over 
the last year are agriculture and services.
These sectors have also been involved in a 
new trend in organizational activity and labor 
disputes, along with an upward movement in 
wage floors.

Unionization in agriculture has been a slow 
process, ham pered by problems inherent in 
organizing a scattered and sometimes migra- i 3 9
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tory work-force. Farmowners have resisted 
unionization, arguing that their perishable 
crops are vulnerable to harvest-time strikes 
and that output cannot be recouped in such 
cases. N o n e th e le ss , th e  o rg a n iz in g  d riv e  
gained speed this year. A t the beginning of
1966, fewer than 2,000 workers —  out of a 
total employment of 300,000 workers on 
California farms —  were covered by union 
contracts. Thus, contracts signed this year 
with California grape growers represent a 
significant breakthrough, despite their limited 
coverage.

Public and professional services have been 
considered so vital to society that many states 
have passed anti-strike laws, and professional 
groups have adopted voluntary rules barring 
walkouts. Yet this year has witnessed strike 
action by public-health doctors, social work­
ers, and a variety of municipal employees 
across the country. California experienced, 
in one community or another, walkouts or 
threatened walkouts by teachers, nurses, and 
other professionals.

The walkouts may not be labeled strikes, 
and they often are in violation of statute. But 
the tight labor market, and the shortage of 
certain essential skills, render stiff legal pen­
alties difficult to enforce against de facto strike 
action. The problem is one of discovering ef­
fective alternative methods of allowing these 
employees to press their demands. Although 
their services are essential, and their produc­
tivity difficult to assess, professional public- 
service workers feel that they too should be 
allowed to better their economic position.

Labor: cost or paycheck?
Gains in wages and fringes, or reduction of 

hours, are translated into rising labor costs to 
industry. Boosts in manufacturing hourly 
earnings moved within a fairly narrow range 
earlier in this decade, below the average in­
crease for the last half of the 1950’s. Equally 

1 9 0  im portant, productivity gains were substan­

tial enough to produce a slow decline in labor 
costs per unit of output. This year, however, 
productivity gains have been smaller than 
before and labor costs have increased at a 
faster pace than productivity, with the result 
that unit labor costs have turned upward.

Labor costs are likely to continue rising in 
coming months, but the extent of the increases 
will depend, at least in part, upon the size of 
the new contract settlements. Productivity 
gains may be aided by the new plant and 
equipment now coming on stream, but if 
these gains fail to counteract rising wage 
scales, unit labor costs will accelerate. The 
result will be a growing pressure on profit 
margins and on prices —  especially in light 
of the suspension of the investment-tax credit 
and accelerated-depreciation procedures. Any 
difficulty in boosting prices, due either to the

W a g e  pressures reflect rising prices, 
profits, productivity— and more jobs
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force of competition o r to public pressures, 
would be certain to stiffen management’s bar­
gaining stance.

Organized labor’s bargaining stance mean­
while may be stiffened by concern over labor’s 
falling income share and its rising cost of 
living. The basic position, expressed recently 
by the A FL-C IO  Executive Committee, is 
that “Wage and salary earners have not re­
ceived a fair and adequate share of the bene­
fits of the economy’s forward advance.” 
Labor spokesmen base their argument on a 
comparison of the recent path of profits and 
worker’s compensation: from 1960 to 1965, 
after-tax corporate profits soared by 67 per­
cent, or twice the percentage increase in com­
pensation of employees.

In  response, management argues that labor, 
by looking at the last five years, is seeing 
only part of the picture. During the last half 
of the 1950’s, when wages and salaries rose 
30 percent (and wage supplements jumped 
77 percent), profits after taxes showed a 
slight overall decline. Profits are necessary for 
continued expansion, and the “feast” years 
thus are seen as making up for a period of 
“famine.”

Meanwhile, just as industry watches unit 
labor costs and profit margins, the worker is 
interested in the purchasing power of the 
money he takes home. Labor negotiators ac­
cordingly attem pt to win pay raises large 
enough to counteract anything that threatens 
to reduce the size or the value of the pay en­
velope. In  recent years average employee 
compensation registered substantial advances, 
while taxes declined and consumer prices 
rose only slowly. This year, however, retail 
prices are rising at a faster pace, and in­
creased social-security taxes are cutting into 
take-home pay. As a result, real spendable 
earnings of the average factory worker are 
no higher now than they were a year ago. And 
for 1967, the use of a tax increase to combat 
inflation —  a move which would reduce

spendable earnings —  seems a real possi­
bility.

Up the down escalator?
One method of protecting wages against 

rising prices is through the negotiation of an 
escalator clause —  a contract provision tying 
workers’ wages (usually) to changes in the 
consumer price index. During 1966 about 2 
million union workers were covered by major 
contracts containing escalation clauses, and 
another 500,000 unorganized employees re­
ceived cost-of-living adjustments.

Seven out of ten (1.4 million) of the union 
workers are in manufacturing. The largest 
group (about 600,000) is in the automotive 
industry, where the first escalator clause was 
negotiated by the United Auto Workers in 
1948. Next in size is the Teamsters’ agree­
ment with the trucking industry. Escalator 
agreements are common in farm  and con­
struction equipment, aerospace, and meat­
packing; there are some in chemicals, retail 
trade, and public transit; but they are vir­
tually unknown in other industries. In con­
struction, the only escalator contract of any 
consequence is one which will provide cost- 
of-living adjustments for 10,000 Los Angeles 
painters starting next year.

Changes in the consumer price index are 
the most common basis for calculating wage 
escalation, but other measures may be used 
instead. One contract (with an Indiana bak­
ery) in good classical fashion ties wage in­
creases to the price of a 2 0 -ounce loaf of 
bread. (The workers have received three esca­
lation boosts within the last twelve months.) 
Another calls for a pay boost to cover a pos­
sible increase in New York City’s subway fare.

Over the last three years, the number of 
workers covered by escalation clauses has 
remained at the 2 -million mark. Nonetheless, 
cost-of-living clauses have varied widely in 
popularity over time, depending upon the 
course of consumer prices. Coverage reached
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about 3.5 million in 1952, fell as prices re­
mained level after the Korean W ar inflation, 
and increased in 1956 as prices moved up­
w ard again. T hat year m arked the first such 
clause in the steel, aluminum, and meatpack­
ing industries, and the reinstatement of esca­
lation clauses by railroad unions. By 1957 
the previous peak of 3.5 million was reached 
once again, and in the following year 4 million 
were covered —  twice the present number. 
But then, as the price trend lost momentum, 
the clauses were dropped in favor of other 
bargaining goals.

In  1966, with the consumer price index 
accelerating again, escalator clauses are back 
in style. For example, a cost-of-living adjust­
ment was involved in the contract ending the 
airline strike last summer; a limited escalator 
clause had to be included in the final pact 
after the union membership voted down the 
initial contract. O ther unions have declared 
their intention to demand escalation clauses 
in current bargaining sessions. Two electrical 
unions are asking total coverage under cost- 
of-living adjustments, and the oil and railroad 
unions are anxious to win escalation clauses 
next year.

Despite their attractiveness to labor, cost- 
of-living adjustments will not be extended 
without considerable opposition from both 
industry and government sources. The oppo­
sition is based on the fear that escalators con­
tribute to a wage-price spiral. Escalators, the 
argument goes, increase wages when prices 
rise —  but wages are costs to industry, and

Cost-of-liv ing escalator clauses 
less important than heretofore
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as such are likely to touch off another round 
of higher price tags, followed by another 
round of higher wages, and thus greater in­
flationary pressures. In  addition, industry ob­
jects to such agreements because they provide 
an added uncertainty in projecting future 
costs.

Off season?
Although it had been heralded as a slack 

period for labor negotiations, 1966 opened 
with New York City’s first mass-transit strike. 
Late in M arch the railroads experienced a 
short walkout; in mid-May service on West­
ern bus lines was interrupted for over a 
m onth; and early in July the m echanics’ 
union went on strike against five m ajor air­
lines. With the exception of the railroad dis­
pute, the number of strikers involved in these 
situations was relatively small, but a con­
siderable portion of the public was involved 
through inconvenience, disrupted plans, or 
loss of income in tourist centers. (O ne of this 
summer’s hit tunes concerned a young man 
stranded by the airline strike.) Still other 
disputes have precipitated intensive media­
tion efforts in response to possible interrup­
tion of defense production.

Strikes such as these have produced wide­
spread sentiment for legislation to strengthen 
the government’s hand in dealing with poten­
tial walkouts. The costly settlements, in turn, 
have given rise to demands for re-evaluation 
of the Administration’s guideposts for non- 
inflationary wage and price behavior.

These unexpectedly thorny bargaining sit­
uations led William E. Simkin, D irector of 
the Federal Mediation and Conciliation Serv­
ice, to characterize this year’s mediation ac­
tivity as busier, and the negotiations more 
difficult, than any he could remember. And 
the bulk of the bargaining schedule still lies 
ahead.

—  Adelle Foley
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