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‘;Q&?;g-. Percent Changesin Wholesale Prices

W

Indus-
All Processe
Reriod oM~ Farm - foods—and t_rial
modities | PFOYUCES | feeds | €O
modities
1965-66 2.3, 7.3 59 2.1
1966-67 A 2| =56 12 Jo& e
1967-68 2.5 - 2.5 a2 245
1968-69 29 6.2 49 24
Seasonally adjusted annual rates
Dec '68-ffar '69 56 9.3 7.5 .6
Mar "69-June '69 )l 126 103 1.8
June '69rSept '69 inl 'l — .4 1.0 ° 40"
Sept '69;Dec '69 6] (2.6 " g6 43
Dec '69-Mar '70 40 &1° 2.7 2.5
Mar '70-June '70 1L.O | -1 7. -6, 2" 4
Source:| Bureau of'Labor.StatisticS,
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If historical patterns continue, we can expect substantially
improved productivity growth as growth in demand increases and
growth in output is resumed. Indeed, productivity growth in
manufacturing appears to have improved since the beginning of
the year. Improved productivity growth should substantially
reduce the cost pressures on prices that result from continuing
rapid increases in hourly labor costs. Improved price performance
in turn should lay the basis for a declining ‘trend in hourly labor
cost increases and a further reduction in cost pressures.

Resumption of moderate growth in output will also result in
gains in employment in the second half of 1970. While the monthly
unemployment statistics are, of course, very sensitive to variation
in labor force growth, an increased pace of employment growth will
result in a tapering off of unemployment increases. When the rate
of employment growth becomes similar to that of the labor force,
unemployment will stabilize and may even decline.while continued
progress can be achieved in reducing the rate of inflation.

Policy in the Period Ahead

When we rrSd{ our projections for the year 1970, we envisaged
a path for the econorh\y that ¥ould meet our price objectives and at
the same time would k;‘e unemployment from becoming too high.
t we have slipped somewhat from what we

Now that it appears t

considered to be a desirable \path, we ought to take steps to get back
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The President made a number of other proposals to assist
these hurt in the fight against inflation. These included the
establishment of an insurance corporation backed by the Federal
Government to guarantee the small investor against losses caused
by financial problems of brokerage firms. This does not mean that
the investor would be protected against risks from investment in
the stock market. It would mean that the small investor would be
freed of concern over the stability of the securities industry itself.

The President also recommended that social security benefits
be tied to changes in the cost of living. This legislation, which has
already passed the House, would put on a more regular basis
adjustments that have been made sporadically over the past several
- years (statement must be checked).

The President also requested the Congress to act on his proposal
to give greater authority to the Smé.ll Business Administration to
stimulate banks and others to make loans to small businesses at
lower interest rates.

Finally the President recommended legislation to enable the
Department of Transportation to provide emergency assistance to

railroads in financial difficulties.
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ANSWERS TO QUESTIONS BY CONGRESSMAN PATMAN

1. The recent bankruptcy of the $7 billion Pennsylvania
Railroad and the reported high liquidity problems of
many other businesses raises a serious question of
whether we should have a special way of providing
financial help to businesses that find themselves in
trouble by reason of tight money, whether or not these
businesses are big or small., I have in mind something
generally similar to the old Reconstruction Finance
Corporation but not necessarily like it; an institution
that would if credit is not available locally through
financial institutions be able to extend help in the
form of loans at reasonable rates of interest. 1Is it
your opinion that we should have such a Federal National
Development Bank, or similar institution?

Points in Answer:

(1) The question of adequate liquidity for basically sound
firms is one to which both the Congress and the Administration
should give attention, but it would be hasty to conclude either
that the economy faces big troubles from this source, or that
current or prbposed facilities are inadequate to deal with the
problem.

(2) In tﬁe latter respect, the powers now enjoyed by the
Federal Reserve System, the SmalliBusiness Administration, the
Defense Department under the Defense Production Act, and other
authorities should be carefully evaluated before new departures
are proposed. The Administration's proposal to guarantee loans

to railroads is a worthy example.
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(3) Thus far, the private financial system =-- particularly
the commercial banks -- has been able to finance sound credits
in a satisfactory manner. Their ability to do so has been
greatly aidéd by Federal Reserve actions with respect to dis-
count policy and in relaxing Regulation Q.

(4) Before additional steps are taken, a number of thorny
questions will have to be thought through. For example --

-- how far does Government responsibility extend when
part of the difficulties of a firm appear to stem
from the Government's regulation of that industry?

-~ is any effort to "bail out" such firms properly
viewed as an effort to protect its owners, managers
and creditors? Or can other public interest factors
be identified and, if so, how?

;-.if the Government assumes '“bail-out" responsibil-
.ities, it will insist upon protecting itself
through some type of réporting and/or regulation.
To what extent can these activities be carried out
without undermining the very strength of our free

enterprise economy?
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-- What are the budgetary implications of
establishing such a faciiity?

-- How could such a facility be established
in such manner not to impair the proper
adjustmént process as the economy shifts

from one stage of activity to another?
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These are only a few of the difficult questions that
arise, and are presented only to stimulate discussion
of this important matter.

2L 18- it yéur view that interest rates at the present time
are too high? If so, what are your recommendations to

lower these rates?

Points in Answer:

(1) There is no doubt but that the $38 billion in red-ink
budgets during the three years ended iﬁ mid-1968 pushed inter-
est rates to levels that are too high.

(2) Rates will come down as more and more people are con-

vinced of this Administration’s determination to stop the

inflation/t-=

(3) The increasingly evident signs that the Administration's
anti-inflafion program is working -- and without pushing the

f N/ 0%

economy in;o an—old=fashiened recession with high unemployment --
have in recent weeks contributed to strength in bond markets.
(See table.)

(4) The Congress can join the Administration in its fight
against inflation by passing the revenue measures requested by

the President, and by resisting the temptation to add to

appropriations bills.
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6. What should be done about the trend toward forming one
bank holding companies? Do you believe this should be
restrained? In view of the fact that banks are fran-
chised by public authority to carry out monetary functions
that are basic legislative powers, should they not be
required to stay exclusively in the banking business and
not be permitted to engage in other forms of business
and in effect go into competition with their own depositors?

Points in Answer:

(1) We see no reason to stop the formation of one-bank
holding companies, but believe strongly that such companies --
and especially their acquisitions -- should be brought under
Federal control.

(2) To this end, the Administration in March 1969 sub-
mitted a comprehensive proposal designed to draw a firm but
reasonable line between banking and commerce.

(3) Last year the House passed one-bank holding compény
legislation which was far too restrictive, and which would
harm finanqial consumers because of its anti-competitive thrust.

(4)‘Recent1y the Senate Banking and Currency Committee
voted to report a bill which, altﬁough not consistent in its
particulars with the original Administration bill, would
effectively bring one-bank holding companies under Federal

regulation.
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(5) We hope very much that the ultimate outcome of
Senate action and the following conference will be a bill
‘closer to the one originally proposed by the Administration.
(6) The question of the source of banks' monetary functions
and whether that should '"go into competition with their own
depositors' is beside the point. The question is what sort
of structure and regulation would best serve the public

interest, especially the needs of financial consumers.
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EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

JUL 141970

Honorable Herbert Stein
Council of Economic Advisers
Washington, D.C. 20506

Dear Herb:

The attached guestions have been or will be received by
all of the Government witnesses who have been asked to
testify before the Joint Economic Committee on the mid-
year review of the economy. In order to develop a
consistent Administration position on these guestions,
we would like you to draft the basic points (narrative
text not necessary) to be covered in agency testimony
on guestions 3, 5, and 7.

We will meet with the other interested agencies to dis~
cuss your suggested answers at 4:00 p.m., Wednesday,
July 15, 1970, in Room 248 of the Executive Office
Building. Those attending will be: Dr. Charls Walker
(Treasury) ; Mr, Richard McLaren /(Justice); Mr. Herbert
Stein (CEA); Mr. Jerome Rosow (Labor); Mr. J.C. Partee
(FRB); Mr. Fred Deming, Jr. (HUD); Mr. Rocco Siciliano
(Commerce) ; and Mr. Maurice Mann (OMB).

Sincerely,

/s/ Maury

Maurice Mann
Assistant Director

Attachment
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FOR RELEASE 10:00 AM, EDT
WEDNESDAY, JULY 22, 1970

Statement of
GARDNER ACKLEY
Professor of Economics
University of Michigan
Before the
JOINT ECONOMIC COMMITTEE
Mid-Year Hearings on the Economy
July 22, 1970

I propose today no detailed analysis of recent economic developments,
the current economic situation, or the outlook for economic activity. Nor
will I review systematically the whole range of available policy alternatives.
Rather, I propose to direct my comments to two questions:

1. What should be the over-all posture of fiscal and monetary policy
now and in the months ahead?

2. What can be the contribution of '"voluntary methods" of wage and
price stabilization to the slowing down of the rise of prices?

I believe that, at this particular time, there is sufficient agreement
on the general character of the economic outlook that the answer to neither
of these questions requires any detailed analysis of our situation and pros-
pects. I will say only that I have been a relative optimist, expecting that
we would avoid a recession of the character of 1949-50, 1953-54, 1957-58, and
1960-61. Preliminary estimates for the second quarter of 1970 were not avail-
able at the time this statement was being prepared, but I believe they will
confirm my expectation that the low point for real gross national product
would be reached in the first quarter. However, I have in the last several
months trimmed back appreciably my estimates of the probable extent of the

pick-up in real GNP during the final three quarters of 1970. Perhaps I had

underestimated the extent and the effects of the intangible lack of confidence,
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which some feel exists in the business community, that our present political
leadership is in full control of the economic situation and knows what it is
doing. In any case, I surely did not anticipate the Cambodian adventure, and
the shock that it has caused to the confidence both of investors and of con-
sumers. My best judgment still is that we will see a slow revival of economic
activity during the remainder of 1970. Yet I cannot rule out the possibility
of a severe cutback of investment plans that would bring a renewed decline

in the second half and a genuine recession.

Posture of Fiscal and Monetary Policy

However, the weaker economic performance and outlook, and the weakening
of my own confidence in recovery, only confirm, rather than alter, the views
I have held since last winter on economic policy -- namely, that more easing
than we have yet had is appropriate in the combined impact of monetary and
fiscal policy.

In recent months there has been much beating of breasts in the finan-
cial community, the Congress, and the Administration regarding the need to
persevere in a highly restrictive fiscal policy stance. In particular, great
importance is attached to preserving something close to balance in the
Federal budget, regardless of the state of the economy. Many seem already
to have concluded that economic disaster can be avoided only through a sub-
stantial increase in excise or income taxes next year.

I agree with the breast-beaters in attaching great importance to fiscal
policy -- as they apﬁarently do. That is, I join them in denying that only
money counts. I have not abandoned my view —- which this Committee will per-
haps recall -- that both fiscal policy and monetary policy are important. I

disagree only in what the posture of fiscal policy should now be.
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I would support a tax increase only if the economy recovers considerably
faster than any economist I know now expects, or if the Federal Government
were to spend a good deal more than I now see any reason to believe that it
will spend. That is, I could support a tax increase which would lead the
Administration and the Congress to increase substantially the planned allo-
cation of resources to domestic social programs: for the rescue of our cities,
for education, mass transit, pollution control, manpower training, and anti-
poverty progrars. But I see very little chance of that happening. And I
fear that a tax increase might reduce some of the pressure to restrain spend-
ing for defense, space, SST, and agriculture, and could seal the doom of the
President's proposals, in his Budget of last January, for desirable cuts in
a number of obsolete or low-priority domestic programs.

In short, as of now, I would support a tax increase to finance added

spending on desirable social programs. I would not support it -- as of now =--

to reduce a deficit that is primarily a symptom of a weak economy, or to per-
mit larger spending on defense.

Regarding monetary policy, I believe that it is important to keep
interest rates trending downward, to assure a generous flow of finance to
housing, and to supply a needed rebuilding of liquidity. If this means,
temporarily, accelerating the rate of increase of monetary aggregates above
some theoretically predetermined level, then let it!

The last three times I appeared before this Committee, in February and
June of 1967 and in February of 1968, I was an urgent propagandist for fiscal
and monetary austerity, pleading for enactment of the surtax, which -- I am
sorry to say —- the majority of this Committee failed to recommend either in

its 1967 or its 1968 Reports on the President's Economic Report. The whole
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basis for my position then was that a tax increase was essential to avoid
inflation. We are surely still experiencing inflation -- at a higher rate
than I was probably willing even to predict in 1967 or 1968. Why then am I
no longer a supporter of fiscal austerity? To me the reason is clear and
simple. 1Inflation today and in the months ahead does not rest on any exces-—
sive demand for the national output, and there is no reasonable prospect
that an excess of aggregate demand over our potential output will be gener-
ated in the foreseeable period ahead. Cutting back on the expansion of
aggregate demand, through fiscal and monetary austerity, is essential for
avoiding or curing an excess-demand inflation. It has little relevance for
the "cost-push" inflation which we face now and will continue to face in the
months ahead.

The present inflation originated in an excess demand, that developed
when fiscal policy was far too expansionary during much of the period from
1966 through mid-1968. But that excess has been eliminated. The unemploy-
ment rate is no longer at 3.3% but stands close to 5.0%, and no one expects
it to fall for some time to come. Instead, almost all economists —— I
included -- expect it to rise. The rate of utilization of industrial capac-
ity is low -- and falling. In the first quarter of 1970, real output was
about $22 billion below our potential. This gap grew in the second quarter
and will undoubtedly expand further in the second half.

Given the current and prospective levels of unemployment and capacity
utilization, the advance of prices will surely slow down. Not all at once;
not as rapidly as we wish. We should not have expected a quick slowing down
of price increases, nor that it would come before an appreciable rise rise

in unemployment. The overly optimistic predictions of the Administration,
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which could not be and were not met, have probably contributed to the wide-
spread demands on the part of many persons for full wage and price controls,
and on the part of others for a continuance or even tightening of the fiscal
and monetary squeeze on economic activity.

The fiscal and monetary policy requirement for stopping inflation was
to create and maintain some slack in the economy. That has been done. And
this slack will not quickly be reabsorbed as the result of any easing of
policy restraints that is presently contemplated. Past policies have already
guaranteed a slack economy for some time to come. The Administration may
exaggerate the lags in the effects of policy when, after a year and a half,
it continues to blame the present economic situation on the acts of its
predecessors. But there is a lag, and the policies we are discussing in July

of 1970 will have more effect on next summer's economy than on this summer's.

Will Inflation Slow Down?

But will the inflation slow down even with some continuing slack in the
economy? I believe that it will. (I also think that we should help the pro-
cess along with some supplementary policies. But that is a separate matter.
Here I speak only of the effects of the slack alone.) Table 1, below, relates
rates of unemployment, averaged by quarters, to rates of change in prices,
during the 64 quarters from 1954 through 1969. Price change is represented
by the implicit GNP deflator for the private nonfarm economy -- which I
regard as the most suitable index of price change for this purpose -- and is
measured over the four quarters ending in the given quarter. One of the
dividing points for the unemployment rate which I chose for this distribution
was at 4.7 per cent -- last month's rate of unemployment. The table shows

that at rates of unemployment between 4.7 and 5.7 per cent, the average rate
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Table 1 -- Rates of Unemployment and
of Price Change, Quarterly, 1954-1969

Average inc

rease

of private nonfarm
Average unemploy- deflator from one
ment rate Number of quarters year earlier
4.00% or less 17 3.32%
4.01 to 4.707% 12 2.45%
4.71 to 5.70% 22 1.40%
More than 5.70% 13 1.26%
All 64 2.17%
Table 2 ~- Unemployment Rates and Price

Increases, 1956-1958, and 1967-70

Average inc

Average of private

unemployment deflator fr

Period rate year earlie

rease
nonfarm
om one
g

3rd quarter 1956 a/

through 2nd quarter 1957 4.07% 3.97%
3rd quarter 1957 4.237 3.467
4th quarter 1957 4.937% 2.91%
1st quarter 1958 6.30% 2.15%
2nd quarter 1958 7.37% 1.63%
3rd quarter 1958 7.33% 1.42%
1st quarter 1967 through

4th quarter 196927 3.64% 3.74%
1st quarter 1970 4.17% 4.61%
2nd quarter 1970 4.837% NA

é/The quarterly rate of unemployment ranged between 3.93 and
cent, and the rate of price change between 3.70 and 4.14 per cent.

b/

—' The quarterly rate of unemployment ranged between 3.37 and
cent, and the rate of price change between 2.99 and 4.54 per cent.
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of price increase, 1954 through 1969, was only 1.40 per cent a year. It was
a bit less -- 1.26 per cent -- for rates of unemployment in excess of 5.7
per cent.

Not only has the average rate of price increase been quite moderate
(I regard less than 1-1/2 per cent as moderate) whenever the unemployment
rate has exceeded 4.7 per cent, but there were only two such quarters when
the rate of price rise exceeded 2.0 per cent. Those two quarters occurred
during the recession of 1957-58, as Table 2 indicates.

Table 2 demonstrates how, following an inflationary boom, prices begin
to decline as pressures on resources ease. However, it also shows that rates
of price increase remain high -~ relative to those which normally prevail at
similar rates of unemployment -- until a considerable period of time has
passed. In 1957-58, there were three successive quarters of high unemploy-
ment before the rate of price increase got below 2.0 per cent.

It will be noted that, during the period of the recent inflationary
boom, both unemployment rates and price increases averaged less than in
1956-57. However, the length of the inflationary period has been consider-
ably longer this time than in 1956-57, and during this period, the rate of
price change was edging upward. Thus, we can probably expect an even longer
lag in the moderation of price increases. So far, the disinflationary pro-
cess has barely begun. Indeed, no decline in the rate of inflation was yet
apparent in the first quarter of 1970, when the rate of price increase
actually exceeded the average for the preceding three years. And when the
decline does begin, I expect it to be even slower than in 1957-58. But the

decline will come.
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There is a further question whigh the historical evidence does not
directly help us to answer. Suppose that instead of continuing into full
recession -- as happened in 1957-58 -- the unemployment rate should stick for
several quarters at around 5 to 5-1/2 per cent before moving back down to the
neighborhood of 4 per cent. Will the deceleration of inflation then be even
slower than if the unemployment rate had risen further? I believe that it
might be a little slower but not much; and that the social and economic losses
to the nation from unemployment rates of 6 and 7 per cent far outweigh any
slight gain that might come in a faster deceleration of price increases. The
only evidence I can point to, and it is only suggestive rather than conclu-
sive, is that, for all quarters since 1953 in which the unemployment rate ex-
ceeded 5.7 per cent, the average rise in prices was only slightly less than
for those quarters in which the rate stood between 4.7 and 5.7 per cent.

Thus, to defeat inflation, we can gain little by persevering in highly
restrictive fiscal and monetary policies that threaten progressively to raise
the rate of unemployment. By now loosening the restraints, we can hold down
the social and economic costs of high unemployment some months from now, and

reduce the chance that the economy will slide further into recession.

"Voluntary'" Wage and Price Stabilization

But if fiscal and monetary policy can now do very little to hasten our
return to an acceptable degree of price stability, are there other tools we
can use to help stabilize prices? This brings me to my second topic -- the
contribution of so-called 'voluntary methods'": 'jawboning", "guideposts'',
or "incomes policies". (For lack of time, I omit discussion of other tools --

which, in the absence of a better term, I call "structural" policies.)
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Let me move into this question by way of some comments on the recent
debate over price and wage controls.

First, I agree with those who contend that the President should always
have stand-by authority to impose legal wage and price controls. If desired,
use of such authority could be effective at any given time for only a few
months, giving Congress time to debate its extemsion. The trouble is that
there is never a good time for Congress to vote stand-by authority. In times
of price stability, no one is interested. If prices are rising enough so
that there is even the slightest prospect that the authority might be used,
Congressional consideration of the measure will induce many to raise prices
and wages -- just in case. The resulting faster increase of prices makes it
more plausible that the authority may be used when finally voted, inducing
others to attempt to beat the gun. By the time Congress has acted, the
speculative momentum may very well have reached the point that the authority
has to be used. This is at least an important part of the sad history of
1950-51.

Specific legislative authority for stand-by controls is a good idea,
although I do not think now is a good time to vote it. But does not the
President already have wage-price control authority, or could he not assume
it in an emergency and then ask for a legislative spelling out of it?

Surely he must have the authority at any time when American military forces
are engaged in action.

Second, I am appalled by Kenneth Galbraith's advocacy of full wage and
price controls, which would be permanent in the case of large firms and
important collective bargaining situations. Permanent price controls would

convert most of American industry into the status of a public utility. But
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even our historical regulation of power, communication, and transportation
rates does not extend to government setting the wages of these industries'
workers. With the inflation of the last few years, the average rate of price
increase for the decade of the sixties was just 2 per cent a year. 1 see no
reason why we cannot expect to do nearly that well on the average in the
future. The possibility of reducing this average through permanent wage-
price controls to, say, 1 per cent a year surely cannot justify so revolu-
tionary a change in our economic system. Established on a permanent basis,
industrial price controls could well lead (as they have in utility regulation)
to compulsory controls over extension of service, to controls over invest-
ment, and so on. Even more horrible to contemplate -- in my view -- are
permanent wage controls, which mean that strikes are not against private
employers but against the government. Are we ready to put labor leaders in
jail?

I can only believe that Professor Galbraith had his tongue in his
cheek.

Third, there is the Roosa proposal: for a quick, temporary, wage
and price frecze, limited to six months and allowing no adjustments. This
is quite a different matter. However, it may not be possible to shrug off
even for six months the inequities created by a freeze at a time when wages
and prices arc in movement. It was not possible at the time of Korea. If
any effort is made to deal with such inequities, a substantial staff is re-
quired. On balance, I think the Roosa plan is unwise, and, surely, too late.

It seems to me, however, that Roosa's proposal focusses our attention
on the real problem. He wants a freeze while the leaders of labor, business,

and government negotiate a system of voluntary standards for wage and price

Reproduced at the Richard Nixon Presidential Library



il

behavior. It is surely possible that this would be easier to accomplish if
the participants were negotiating their way out from under controls. In any
case, I see a negotiation of the kind that Roosa describes as the real key
to any effective system of voluntary stabilization.

As I have said on many occasions, the principal weakness of the
Kennedy-Johnson "guideposts' was the failure to inspire any feeling of
responsibility for their success on the part of labor or business. Neither
group felt such a sense of responsibility, because neither had participated
in the formulation, adoption, operation, or interpretation of the guideposts.
Instead, the guideposts were devised by the Council of Economic Advisers and
promulgated by the President. They were expected to be "enforced" by the
pressure of "public opinion" -- an expectation that was almost always dis-
appointed, since the public could rarely see any direct stake in the price
of sulfur or the wages of boilermakers, while the press -- on the whole --
treated the resulting confrontations between Government officials and labor
or business leaders as an interesting spectator sport, whose outcome was of
no great consequence to anyone except those directly concerned.

It seems to me that a voluntary wage-price restraint program can be
made to work mainly to the extent that the leaders of labor and business
can be made to feel some commitment to its success. This requires that they
be fully involved in recognizing the need for the program, formulating its
targets, and planning its over-all strategy. I believe that some kind of a
stabilization compromise can be negotiated which the leaders of labor and
business will, in private, support, and, in public, at least accept. Surely,
both labor and business must realize that they are on a treadmill that is

getting no one anywhere. Instead, each firm and union feels it has to run
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ever faster just to be sure that it stands still. I believe that a great
many of the leaders on both sides now know that this is a losing game, and
that the country's interests, as well as their own, justify their committing
themselves to some degree of wage and price restraint, offered in return for
a simultaneous commitment of restraint by others -- in a pattern of mutual
de-escalation.

It may not work, but I believe it is well worth a try. However, to
sell the idea to business and labor will require leadership by Government
officials who believe that the achievement is possible, worthwhile, and not
ideologically suspect. I do not know whether that degree of commitment yet
exists in the Administration.

If it does, then the proposed machinery -- a National Committee on
Productivity, consisting of representatives of labor, business, the general
public, and the Government; a President's Conference on Productivity; and
professional analytical support from the Council of Economic Advisers =-
could be effective. If there is not adequate commitment by the Administration,
no machinery will work.

If the Administration wanted it, and the parties agreed it would be
useful, the Congress might be willing to grant authority for use of the sub-
poena, the right to require advance notice of certain price increases, and
perhaps even the right to delay such increases for a time. But there is no
use granting such authority if it would scare off agreement, or if the
Administration would be unwilling to use it.

I do noct contend that a voluntary system can accomplish a great deal.
It certainly cannot control an inflation arising from genuinely excessive

aggregate demand. Its real purpose, in my view, is to fight a cost-push
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inflation. 1Its task is to prevent -- or to help slow down -- the wage-price
spiral: to break the pattern under which rising prices require large wage
increases, which in turn push up prices. I believe it can accomplish this
task, at least in part.

I have elsewhere attempted to deal with some of the common arguments
against a voluntary system. But I gather that, for now at least, those
arguments have been put aside by the Administration, so I will not go through
them again.

Let me conclude by summarizing my belief that

-- commitment and enthusiasm on the Government side are far more
important than the particular machinery used;

-- that the main objective must be to enlist the support (in private)
and the tolerance (in public) for the system on the part of the
leaders of labor and business;

-- that r~chieving such "consent" is far more important than the
theoretical nicety of the standards that are evolved; and

-~ that a voluntary stabilization program can reduce the present
unacceptable rate of inflation sooner than would otherwise occur;
and, in the longer run, it can permit us to operate our economy
at a somewhat lower level of unemployment, or a lower rate of

inflation, or both, than would be possible without it.
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OPTIONAL FORM NO. 10
MAY 1962 EDITION
GSA FPMR (41 CFR) 101-11.8

UNITED STATES GOVERNMENT
Memorandum

TO : The Council . ' DATE: May 1. 1970
FROM : Murray Foss M\?’

SUBJECT: Two Measures of Total Price Change

Changes in the implicit deflator for GNP reflect not only price changes
but also weight changes. Other things equal, a shift in output away
from GNP components with low indexes relative to the 1958 base period
will make the overall deflator higher. Over the past two quarters there
has been a very sharp decline in the production of autos, which have a
very low index.

The figures below, from OBE, compare movements in the published
deflator with a chain index, whose weights are those in the preceding
quarter. Note that in the last two quarters the difference between the
two types of measures comes to about one-half of one percent.

Seasonally Adjusted Annual Rate of
Change from Preceding Quarter

GNP Deflator Chain Index

New * 6ed PBasis
1Q 69 ¢.7 4.9 _ 4.8
2Q 69 50 5.2 4.7
3Q 69 SbL 5.4 (4.1) 6.1 (4.7)
40Q 69 4.9 4,7 (4.4) 4.3 (4.2)
10 70 64 5,17 467
tr Hfer

Note: Figures in parehtheses exclude?/effect of government pay raise.
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. ..y ZTable 1. <
1. St - wead inkerbue oPrgoiht liildlec =
3- st T of casia cl-‘wir 2 . P W\‘,\_L‘t ) bk
Y- mass nﬁgiztrﬁcr qtzﬁity Ra:Ios of U. S. Corporations 7& : k P
§° WALEE fpn ormer . ‘
WE
There is ne /ej/c-l’ru.rm E 71948 - 71969 . g//) fo'
FaX 2:' ban Kers U\M&" s \.J\*m“' e 9 " B f ; b‘d \\"kl
- BankKs hawe '\ncvrett@v\j\*“""& W ocath $lows /o vt i, L | ? /\
. All Corporations = . Manufacturing
: Current Quick Current - Quick
End of Year Ratio : Ratio 2/ Ratio Ratio 2/
1948 2.06 Ry .62 2.70 .78
1949 2.19- F¥ 71 3.08- 1.07
1950 2.02 €« .60 . 2.54 .84
1951 1939 % 35 223 .65
1952 . 1.9 - 2.29 .64
1953 1.93 <53 2.33- .67 -
1954 1.95 33 2.47 .71
1955 ' 1.85 .48 2.41 .69
1956 1.82 .41 2.36 «55
1957 1.83 40 - 2.43 35
- 1958 1.877 41 2.63- .62
1959 1.81 39 2.51 .57
1960 1.80 - .36 2.51 52
1961 1.80 ~ 1.96 3/ .36 .38 3/ 2.481 49
1962 . 1.91 .37 . 2.477 48
1963 1.87 <35 2.46 .46
1964 1.84- «33 2.39 43
1965 1.79 «29 2.27 .37
© 1966 1.74 +25 2.16 .30
1967 1.75~ 24 2.20 - s 23
1968 1.72 .23 2.14 .28
1969 1.64 .19 2.01 T .23
End of Quarter
1968 1 ' 1.77 .24 - 2.21 .28
II 1.76 - «23 2.19 .28
X131 _ 1.74 .23 2.17 27
v ‘1.72 - 23 2.14 28
1969 I ' 1.72 .22 2.12 .27
11 1.70 .21 2.09 o
I1I * 1.67 : . «20 2.06 .23
v 1.64 > .19 2.01 23
1.99 s 21

1970 I . 1.63 . .8

Excludes Banks, Insurance Companies, and Savings and Loan Associatioms.

N =
-~ 0~

Quick ratio refers to cash and Government securities divided by current
liabilities. : :

Due to a revision in the *"All corporations" series, data for 1961 and
subsequent years are not comparable with earlier figures. Data are shown
on both bases for 1961 ‘to provide a link between the two series.
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TABLE 2

LIQUIDITY RATIOS OF MANUFACTURING
- CORPORATIONS, BY INDUSTRY GROUP

December 31, 1968 and March 31, 1970

A

QUICK RATIO CURRENT RATIO
Dec, 31 March 31 Dec, 31 March 31
INDUSTRY GROUP ) 1968 . 1970 1968 1970
All Manufacturing / J «28 21 2,14 1,99
Durable Goods Industries [’ .28 .19 2.11 1.9
Motor Vehicles and Equipment 30 25 1.88 1.80
Aircraft and Parts : .07 ) 1.40 1.41
Electrical Machinery » 21 14 2.17 1.92
Other Machinery 35 .18 2,43 2,14
Other Fabricated Metal Products ‘ 026 ' 19 2,22 2,01
Primary Iron and Steel - A T et 2,28 2,04
Primary Nonferrous Metals .34 24 2.46 2,27
Stone, Clay and Glass Products .49 «28 2,48 2,14
Furniture and Fixtures . «38 «27 2.49 2.48
Lumber and Wood Products IR | W21 2,20 1.99
Instruments and Related Products wl 29 2.50 2.43
Miscellaneous Manufacturing «29 .19 2,26 2.19
Nondurable Goods Industries . 29 . 24 2.19 2,07
‘Food and Kindred Products B a2l - .20 2,08 1,96
Tobacco o lusers o W16 14 3.11 2.66
Textile Mill Products : 23 . .19 2,42 2,38
- Apparel Products . . 16 .16 1.85 1.98
Paper and Allied Products < | S— .20 2.36 1.99
" Printing and Publishing add - 37 2.20 2,19
Chemicals ’ 030 020 2.40 2. 18
Petroleum Refining 031 «30 1.94 1.84
Rubber and Plastics Products . <18 14 2,12 2,02
2.56 2.40

Leather and Leather Products 22 .18

Office of Policy Résearch
June 1970

NONPYBLIC
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TABLE 4
FREQUENCY DISTRIBUTION OF RATIOS
TOTAL CURRENT ASSETS TO TOTAL CURRENT LIABILITIES
MANUFACTURING CORPORATIONS WITH TOTAL ASSETS OF $10 MILLION AND OVER

BY ASSET SIZE GROUP

$10 to $25 $25 to $50 $50 to $100 $100 to $250 $250 to $1,000 $1,000 million
Ratio Million Million Million Million Million and Over : Totals

March 31, 1969

, 5,00 and over . 50 27 ) T 11 11 4 . g - 103
! 4,00 to 5.00 ) 62 41 17 17 . 9 1 147
. 3.50 to 4.00 39 . 25 25 25 15 1 130
3,00 to 3.50 , 49 44 36 : 24 , 21 "5 179
2,75 to- 3.00 29 15 13 . 24 20 6 107
2.50 to 2.75 A 25 34 . 27 28 6 164
2.25 to 2.50 & 35 ©28 31 -, 23 o e -8 ", 170
2.00 to 2.25 53 23 : 19 . 25 B4 an 21 22 163
1.75 to 2.00 . 49 35. 23 : 19 .29 18 : 173
1.50 to 1.75 41 ; 35 18 21 ‘ 13 ' 9N 137
}.00 to 1.50 - . 51 29 20 . 17 12 10 . 139
.50 to 1.00 11 .. 4 - 3 - 1 - s 19 |
Less than ,50 2 - - 1 - . - ' - 3 .
_ R ‘ !
Totals . 525 i 338 245 244 196 - 86 A 1,634

March 31, 1970

5.00 and over 39 s TR 21 : 7 3 - s 91
4,00 to 5.00 48 223 23 18 5 - 117
3.50 to 4.00 37. ° 17 22 ° . & 10 13 - 99 ! .
3.00 to 3.50 49 40 a5 .- 25 21 . 6 . 176 . “
' 2.75 to 3,00 ) 33 24 17 D VA - 21 : 3 112 '
i 2.50 to 2.75 40 . 19 28 3% 30 ‘11 . 162
2.25'to 2.50 50 31 : 29 24 20 8 162
2.00 to 2.25 42 R 33 27 . ; | 10 i 177
1.75 to 2.00 59 42 21 v ;25 24 28 199
1.50 to 1.75 68 . 48 31 29 16 17 209 L
1.00 to 1,50 75 51 ' 27 31 23 18 225 )
.50 to 1,00 9 . 5 ' 3 - : 1 - 18
Legs than ,50 5 .- - ' - - - 5
Totals ' 554 355 290 244 ' 208 : 101 . 1,752
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TABLE 5

FREQUENCY DISTRIBUTION OF RATIOS

TOTAL CURRENT ASSETS TO TOTAL CURRENT LIABILITIES

LARGE DURABLE GOODS MANUFACTURERS y

BY MAJOR INDUSTRY

Other !

Motor Transportation Electrical Other Other Fabricated  Primary Iron

Ratio Vehicles Equipment Machinery Machinery Metal Products and Steel

March 31, 1969

and over
to 5.00
to 4.00
to 3.50
to 3.00
to 2.75
to 2.50
to 2.25 .
to 2.00
to 1.75 °
to 1.50
.50 to 1.00
less than .50
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Totals

March 31, 1970

5.00 and over
4.00 to. 5.00
3.50 to 4.00
3.00 to 3.50
2.75 to 3.00
2.50 to 2.75
2.25 to 2.50
2.00 to 2.2
1.75 to 2.00
1.50 to 1.75
1.00 to 1.50
.50 to 1.00
less than .50
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Totals 26

ll‘ﬁCorporationl with total assets of $100 million or more. .
3/ Includes Purniture and Fixtures, Lumber and Wood Products, and Miscellaneous Manufacturing
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11
18
23
33
23
28
31
38
29
27
26

287

13
17
24
18
43
24
34
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43

299
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TABLE 6
FREQUENCY DISTRIBUTION OF RATIOS

TOTAL CURRENT ASSETS TO TOTAL CURRENT LIABILITIES
LARGE NONDURABLE GOODS MANUFACTURERS Y

BY MAJOR INDUSTRY

Petroleum Rubber,
) Refining Leather

Food and Kindred Textile and: ‘Paper and Prinfing and Chemicals and and Related and Plastic -

Ratio Products and Tobacco Apparel Products Allied Products Publishing - Allied Products Products Products Totals

March 31, 1969
5.00 and over - 1 - 1 “1 1 - 4
4.00 to 5.00 4 2 - 1 1 - - 8
3.50 to 4.00 5 4 1 1 6 - ™ 18
3.00 to 3.50 .3 3 4 1 4 1 1 17
2.75 to 3.00 5 2 ¢ 5 - 9 1 4 26
2.50 to 2.75 4 ‘4 ‘ 3 4 17 - 1 33
2.25 to- 2.5Q 6 5 6 - 11 ) 2 1 31
2.00 to 2:25 12 1 3 - 7 5 2 30
1.75 to 2.00 10 2 3 3 6 10 2 36
1.50 to 1.75 10 . 2 - 1 - 1 2 16
1.00 to 1.50 3 2 1 - 3 AN - 13
.50 to 1.00 1 31 1 - - ) - 4
less than .50 ¢ - . - “ - ' - " - - " - -
Totals 63 29 27 12 65 26 14 236
March 31, 1970

5.00 and over - 2 - - 2 - - 4
4,00 to 5.00 2 4 - 1 2 - - 9
3.50 to 4.00 . 3 3 1 - 3 1 1 12
3.00 to 3.50 4 4. 5 1 8 1 2 25
2.75 to 3.00 3 3 - 1 9 - 1 17
2.50 to 2,75 5 2 6 2 11 - - 26
2.25 to 2.50 . 7 3 5 = 7 3 2 .

2.00 to 2.25 12 6 1 2 11 1 2 %g &
1.75 to 2.00 12 4 4 2 9 7 4 42
1.50 to 1.75 ’ 10 2 1 2 3 6 1 25
1.00 to 1.50 10 3 2 2 4 7 - 28
.50 to 1.00 - - 1 - - - - 1
less than .50 - - - C - - - - -
Totals 68 36 26 13 69 26 13 251

1/

=" Corporations with total assets of $100 million or more. ; .
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LIQUIDITY RATIOS OF U. S. CORPORATIONS

Quarterly, December 31, 1968 through March 31, 1970

INDUSTRY . Dec. © Mar. June Sept. .
1968 3 1969 1969 . 1969
Quick Ratio L

All Corporations 2/ ' .23 . .22 21 .20
Manufacturing 3/ - .28 .26 .24 .22
Mining - : .36 36 - - .35 .35
Retall Trade . .20 . .20 .20 .13
Wholesale Trade ) .18 7 . .17 .17 .16
Service . . .27 E .26 . .25 .24
Electric Utilities 2 17 I .16 .16
Gas Utilities ’ . .14 " .20 .18 .15
Water Utilicties ’ ) . 31 .33 .29 .27
Railroads 39 - .35 ) 34 .30
Non-Rall Transp. : e - 40 v .35 ' .32 .31
Finance ' 16 ¢ <15 .15 +15
Communications : .21 .17 .15 .14
Agric., Constr. & Other v .26 i’ .25 . .23 .22

Current Ratio &

All Corporations 2/ ) .72 1.72 1.70 . 1.67
Manufacturing 3/ : ; 2.15 2.13 2.10 2.06
Mininrg 1.51 1.55 1.56 1.55
Retail Trade - 1.77 1.80 . 1.78 - 1.73
Wholesale Trade 1.77 “1.73 1.79 1.69
Service v L B2 i w125 1.24 1.24

. Electric Utilities : ' .80 .82 .78 74
Gas Utilities - . .83 .89 ’ .87 .79 -
Water Utilities .89 .98 <93 .89
Railroads . . . 1.03 .99 ; .99 .96
Non-Rall Transp. . 1.30 : '1.28 - 1.24 1.24
Finance : 1.40 oL 1,39 1.38 1.37
Corummunications R 14 92 . .89 .89
Agric., ‘Const. & Other 1.44 1.42 : T 1041 1.37

1/ Cash and U. S. Government securities divided by total current liabilities.

SN

g

Excludes banks, savings and loan associations, insurance companics and investment companies.

Based on benchmark derived froﬁ Statistics of Income (IRS) and differs from Quarterly Fimancial Report for

Manufacturing Corporations.

Total current assets divided by total current liabilities.

Reprodﬁced at the Richard Nixon Presidential Library
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LIQUIDITY RATIOS OF U, S. CORPORATIONS

!nQ\of.Ygar, }Q61-1969

INDUSTRY Dec. Dec. Dec. Dec. Dec. " Dec. Dec. Dec. Dec.

1961 1962 1963 1964 1965 1966 1967 1968 1969
ggick Ratio v

All Corporations 2/ .38 37 . .35 33 .29 .25 .26 .23 .19
Manufacturing 3/ : .50 .48 Y 42 .38 .30 . .28 .28 .21
Mining . .68 .. .65 - .61 .58 .55 J4b 410 .36 «35
Retail Trade . _ .33 © 330 .28 . .28 .24 .22 +22 .20 .18
Wholesale Trade . e .23 : .24 22 .21 19 . 0 .18 . .18 .18 .15
Service . ' .38 ‘o35 .t G35 .34 .32 +32 .29 27 .24
Electric Utilities ) L .32 .35 .30 32 - .26 -1 .18 .17 .14
Gas Utilities .. ) .31 .32 © .25 .26 .25 +21 .18 .14 .15
Water Utilities ) .36 .27 .26 .27 .24 . .23 .22 .31 .27
Railroads : v .68 .70 T4 .69 .63 - .55 W45 .39 .33

. Non-Rail Transp. 46 45 .43 42 42 42 .40 .40 .32
Finance .27 24 .24 21 : #19 .18 17 .16 .15
Communications b .56 .62 KR, 1 .49 .33 31 .28 .21 S U
Agric., Constr. & Other . .26 .28 25 - 25 .23 .23 .22 .26 b2

\.
Current Ratio &

All Corporations &/ ; 1.96 1.91 1.87 1.84 1.79 1.74 1.75 1.72 1.64
Manufacturing 3/ ' 2.50 2,44 2.38 2.35 2.28 2.17 o 2,21 2.15 2.02
Mining 1.93 1.98 1.93 1.83 1.74 1.57 ‘1.61 1.51 1.52
Retail Trade 2,22 .2.17 2.09 1.99 1.9 ‘1.88 1.83 1.77 1.71
Wholesale Trade 1.88 © 1.9 1.88 1.83 1.72 “1.68 1.72 1.77 1.68
Service ) 1.28 1.23 tol.21 1.21 1.17 1.19 1.22 1.25 1.22
Electric Utllttio. ’ .95 .99 .93 1.03 .93 .96 .88 .80 72
Gas Utilities 1.09 1.01 - .97 1.05 1.02 .89 .88 .83 .84
Water Utilities © .84 .80 .85 .88 74 .72 .75 .89 .85

. Railroads . 1.27 1.29 - 1.30 1.27 1.25 1.17 1.13 1.03 .97
Non-Rail Transp. 1.32 1.38 1.33 1.27 1.32 1.36 1.35 1.30 1.20
Finance . 1.55 1.48 1.49 o 1.46 1.46 . 1.43 1.42 1.40 (1,37
Cormmunications : 1.22 1.32 1.20 " 1.35 1.Q7 1.07 1.11 .97 .82
Agric., Constr. & Other 1.54° 1.52 1.45 1.43 1.39 1.42 1.44 1.44 1.38

1/ Cash and U. S. GCovernment securities divided by total current liabilities.

2/ Excludes banks, savings and loan aaeoclntions, insurance companies and investment companies.

3 Al

Based on benchmark derived from Statistics of Income (IRS) and differs from Qulrterly Ftnanctal Report for Manufacturing Corporations.

Total curreant assets dLdecd by total current liabilities.
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Emerge Relief from Market Dis Caused Imports

Sec.

(a) A petition for emergency relief from imports of an article causing
market disruption may be filed with the Tariff Commission by a trade
association, firm, certified or recognized union, or other representative
of an industry.

(b) When the Tariff Commission finds that a petition filed under (a)
presents a case of market disruption, it shall report its findings to the
President at the earliest practicahblle time, but not later than three months
after the date on which the petition is filed.

[Alternative 1:

{¢) The Tariff Commission shall find market disruption in cases where
competitive imports constitute more than five percent of domestic consump-
tion in the year imamediately preceding the year in which the petition is
filed and (1) the ratio of imports to domestic consumption has increased by
twenty-five percent in that year over the preceding year or has been increasing
at an average annual rate exceeding twenty percent over the four calendar
years immediately preceding the yeur in which the petition was filed or
(ii) the ratio of imports to domestic production has increased by tea percent
in that year over the preceding year or has been increasing st an average
annual rate exceeding five percent over the four calendar years immediately

preceding the year in which the petition is filed. ]
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[Alternative 2:

(¢) The Tariff Commission shall find market disruption in cases
where competitive imports (i) increased in the year immediately preceding
the year in which the petition is filed by seventy percent over the preceding
year or (il) have been increasing by an anaual average rate of fifty percent
per year over the four caleadar years immediately preceding the year in
which the petition is filed. ]

(d) In cases where it finds market disruption, the Tariff Commission
shall then determine whether the imports of the article in question are
causing, or threatening to cause, serious imjury. It shall find that injury
exists when (&) imports of the article are substantial, have increased
rapidly and account for a substantial and increasing share of consumption,
and (B) domestic production or szles of the article have declined significantly
or employment related thereto has declined significantly, and (C) the declines
in domestic production, sales or employment are due, ia whole or in part,
to the rapid increase in imports.

(e) When the President receives a finding from the Tariff Commission
which indicates that there is (i) market disruption pursuant to paragraph (c)
and (ii) injury pursuant to paragraph (d), and unless he determines that
such action would be contrary to the nstional interest, he shall:

(1) Withia 180 days negotiate an orderly marketing agreement or
agreements as provided for in Section 352 of this Act, or failing that,

(2) Place quantitative limitations on imports of that article, with the
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3.
total gquantity of imports under such limitation increased by no more than
five percent per year above the average«of the three preceding caleadar
years, or

(3) Provide tariff adjustment pursuant to Section 351(b).

{(4) Any actions applied pursuant to (2) and (3) may at any time be super-
seded by an agreement or agreements negotiated pursuant to Section 352 of
this Act.

(5) In addition to actions taken under paragraphs (1) - (4), the President
may also provide that firms producing such articles may request the
Secretary of Commerce for certifications of eligibility to apply for adjustment
assistance under Chapter 2, and provide that workers producing such
articles may request the Secretary of Labor for certifications of eligibility
to apply for adjustment assistance under Chapter 3.

(f) Any actions taken under paragraph (e) shall be proclaimed for
such a period, not to exceed two years, as the President determines to be
necessary to remedy the injury caused by market disruption. He may at
any time reduce the scope of any such actions or eliminate them.

(g) Ne petition shall be filed under paragraph (a) with respect to an
article unless at least one year has elapsed since the President last made
a determination on the eligibility of that same article for emergency relief.

(k) The President shall promptly notify each House of the Congress of

his decisions with respect to each petition filed under paragraph (a).
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VALUE OF U.S. TRADE IN $MILLIONS WHICH WOULD BE AFFECTED BY RESTRAINTS ON THESE
ITEMS WHOSE RATE OF IMPORT INCREASE FROM 1968 to 1969 HAS EXCEEDED THE FOLLOWING

PERCENTAGES: .
Value of Trade in Specific Items Whose Ratesof Import Increase Have Exceeded
Categories 300%, 200% 150% 100% 90% 80% 70% 60% 50% 40%
Agriculture e 7 2/ K{2) o8 111 154 /71 259 g o
Eg'ru}ilts & Vegetables) () (7) (1) 17) /1) 1) (17) (/9
ish) (4T (41) (42Y  (%6)
Wood & Paper /12 /2 /s v ¥ 23 28 20 5 £a /27
Textiles | : 2 /8 /16§ J2r 16 199 - 397 43¢ Y7o
(Cotton) -» () (s) ") (21) (2¢) (Ls) £21) (35) 9,
(Synthetic) % 2) () (53 L&L) ( §3) (£3) (g7)  (12)
(Wool) ! :
(Apparel) : 3 (4) () (" (2 ¢
o i “ 7). ). | %) 27 (2%5) (25%)
Chemicals ¥l 29 Y5 14 YA 74 59 P, lzv Y
M(ig;rals& - i 4 5 /O Y /Y 24 39 £v .79 /67
1l2s€S & eramaics .
e {v) ) - (a) () (11) (2y) (3v) 53) es)  03/)
Metals ya 27 T/ 275 568 o Y47 52/ /0727 /774
(Iron &Steel) 3) (17) [a/) /(‘/) ’ .
) s
(Other metals) () ’y) g) (2 (16) (i) 7%) Clr7) (722)
(Metal Products) 4 4 (52) (52) (r2¢g)
b aiinany) Q) (3) (ng (4)  (72) c/2) (2] (i) 023 ' ol
St s Esry] i (r9y) 04e) ) s (aes)  decry S5
(Electronics) (2) (s53) L52) (151 (15Y)  (1§) a5 Piih
(Transport) 3) (52} 11o%)  (704) [164) (104) ( 390) (3%0) (340)
3 (3) (3) (3)  /3) (22) (34) (v¢) (46) (&)
Miscellaneous / | 17 57 /120 212 220 279 33 477
(Shoes) ' (1) - (¥) &) (4) (¢) &) &) ()
5& 75 /5" 550 573 /o1& Vs /87 2339 3vce

TOTALS
P e Ao e a2 Ve O3 PO RNTUID P 257 XY S Y YK /O



. US TRADE IN $ MILLIONS WHICH WOULD BE AFFECTED BY RESTRAINTS ON THESE ITEMS

WHOSE IMPORT INCREASE FROM 196€TO 1969 HAS EXCEEDED THE FOL,LOWING PERCENTAGES :

Categories

Agriculture

(Fruits & Vegeta.bles)

(Fish)
Wood & Paper

Textiles
(Cotton)
(Synthetic)
(Wool)
(Apparel)
(Other)

Chemicals

Minerals
(Glass & Ceramics)
(Other)

Metals
(Iron &Steel)
(Other metals)
(Metal Products)
(Machinery) '

(Office machinery)

(Electronics)
(Transport)

Miscellaneous
(Shoes)

TOTALS

Paberias, oLl

2000% 1500%  1000% 500% 400% 350% 300% 250% 200% 150%

\0 2 4 76 B g8 los M A3 20

. Z:;___ Ty 7(\..\) —(:T)i_- (:m.)_'-.._...-.(.u)h 09). t\‘)“;_guu) (s0) ;3‘)
e, (M D R S T ) e () M ) TR (R

( 3 Y '3 19 19 . 3¢ D0 - Ey. gl
3 t(m VSO 3\ ';;q Wis usa 4o S 5)8
©) \§ (08 %) & >\) 32) G0N \W7) - (e

- ’ _).‘ "\:_,o &\,} __~‘.,\

) (M Qoyy (eo) (.:n ) 331 G¢) 39 (399)  (339)

- Gy A ey GO
2 Mo Il 74 \0¢ 109 131 160 199 D7)
2% 36 379 39 b Sy $9 6 Ve
&9 (30) B30 QN kv (L6) CHERCD) (5 2) y

3vY Uil YR V46X gsy 1391 Ledy 1898 79
QU GBY (@ G $7) - )

(gu) Qis) ) Q32) Gon) Qo) Gy Oy USRI

(59 9 Qo) Gee) (39 (go3) (gox) (Qusy) (o) (seo)
w7 649  9od W03 989 596 290 340§ Gty sem
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1. Percent of Consumer Installment Loans

Data on the Financial Positions
of Consumers, Businesses, and Banks

Delinquent 30 days and Over, Bimonthly

(Percent)

1965 1966 1967 1968 1969 1970
February 1.77 1.73 1.82 1.54 1.55 1.79
April 1.71 1.78 1.90 1.56A 1.59 1.73
June 1.74 1.76 1.72 1.57 1.65
August 1.83 1.76 1.65 1.56 1.70
October 1.83 1.79 1.68 1.50 1.71
December 1.65 1.75 1.71 1.67 1.81
Source: Department of Commerce, Business Conditions Digest

2. Total Consumer Installment and Mortgage Debt as a

Percentage of Personal Disposal Income

1965

1967

Quarter 1966 1968 1969 1970
I 62 61 60 59 60 59
II 62 61 60 59 60
I11 61 61 60 60 60
IV 62 61 60 60 60
Source: Board of Governors of Federal Reserve System, Federal

Home Loan Bank Board, and Department of Commerce.

3. Consumer Debt Service as a Percentage

of Disposable Personal Income
1960 19.2 1965 21.6
1961 19.4 1966 - 21.9
1962 19.7 1967 21.%
1963 20.6 > 1968 22.1
1964 21.1 1969 22.4
Source:
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4., Ratio of Current Assets to Current Liabilities
' of All Manufacturing Corporations

I II ITI IV

1960 2.50 2.50 2.50 2.51
1961 2.54 2.55 2.53 2.48
1962 ' 2.48 2.47 2.45 2. 47
1963 2.48 2.47 2.48 2.46
1964 2.49 2.45 2.43 2.39
1965 2.38 2.35 2.34 2,27
1966 2.25 2.25 2.22 2.16
1967 2.18 2.21 2.23 2,20
1968 2.21 2.19 2.17 2.14
1969 2.12 2.09 2.06 2.01
1970 1.99

Source: Securities and Exchange Commission

5. Ratio of Cash Plus Government Securities to Current
Liabilities of All Manufacturing Corporations

I II : IITI IV
1960 .51 .50 .48 .52
1961 .48 .48 .47 .49
1962 .45 .44 .42 .48
1963 .44 .43 .43 .46
1964 .46 .45 .43 .43
1965 .39 .38 .36 .37
1966 .34 .32 .29 .30
1967 “27 .26 .26 .29
1968 .28 .28 ° .27 .28
1969 <27 .25 .23 .23
1970 .21 '

Source: Securities and Exchange Commission
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6. Frequency Distributions of Liquidity Positions*
for about 200 Largest National Banks

Percentage Distribution

Liquidity , June 30 December 31 May

Ratio 1969 1969 1970
60-100% " 1 1 0
40-59 9 10 2
25-39 51 56 38
15-24 34 29 52
10-14 ' 4 4 : 7
0-9 1 0 0

Source: Comptroller of the Currency

*Net liquid assets to net deposits.
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Government Policies

The Government's fiscal position shifted from surplus to deficit
from the second half of 1969 to the first half of 1970 and to that extent
helped to limit the extent of the slowdown. Measured on a national
income accounts basis, the Federal fiscal position shifted from a
surplus at an ar.mual rate of about $7 billion in the second half of
last year to near-balance in the first quartér of 1970 and a sizable
deficit in the second quarter. With one important exception
Federal expenditures in the first half were about the same as had
been programmed at the time of the budget submission; if anything
they turned out to be a little lower (check). The exception, of course,
was the Federal pay raise, which had originally been scheduled for
- January 1, 1971, but which was enacted in April with a retroactive
feature and added some $2-1/2 billion (annual rate) to expenditures
in the first half of 1970.

Receipts in the first half of 1970 turned out tv;> be less than c.on-
templated early in 1970 partly because profits fell more sharply than
expected and partly because there was a shortfall in personal tax
collections. Given the increase in expenditures due to the pay raise
and the shortfall in receipts due to the sluggish economy, it is.not

surprising that the projected surplus of moderate size for the first

half turned out instead to be a deficit.
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TO

FROM

SUBJECT:

OPTIONAL. FORM NO. 10
MAY 1962 EDITION
GSA FPMR (41 CFR) 101-11.8

UNITED STATES GOVERNMENT

Memorandum

Herb Stein DATE: July 14, 1970

Paul McCracken

I am having considerable difficulty getting any sustained period
of time to think about this testimony and the Wednesday schedule
is even less promising. Here are some materials prepared by
various staff members as possible inputs. Could you look all

of this over and give some thought as to how all this might be

put into more finished form? I think we ought to be appropriately
cautious, still stopping short of any defensiveness about recent
developments. Indeed, the tone throughout our testimony ought
to be distinctly affirmative.

Buy U.S. SnevrgucByadye RegalimdyonnredideRiayeitbrSavings Plan



The year 1970 is half over and now is a good time to'take stock
of the Administration's anti-inflation program. In 2 number of respects
the economy has conformed to the broad pattern contemplated at the
start of the year but clearly it has been more sluggish and the reduction
in the rate of inflation has been slower in coming than we expected. We
stated in our Economic Report last winter that the slowdown in the
economy, which was already apparent in the final quarter of 1969, would
continue in the first half of this .year. This slowdown, the result of
policies of fiscal and monetary restraint undertaken in 1969, was a
basic ingredient of our program to lessen inflationary pressures. Over
most of the period from 1966 through 1969, the demands placed on the
. economy exceeded its capabilities. We had to reduce those demands,
and, going beyond that, to create some slack -- a gap between actual
and potential output -- in order to diminish the pressure on prices.
As we viewed things at the start of the year the slack would develop
because we contemplated 1itt1é growth in the economy at a time when
the economy's capacity to produce was continuing its steady rise. And
only after this slack had existed for a few quarters did we expect prices
to slow down. Oulr basicirglf_jective -- a slower pmbee rise -- would be
the last part of the disinflationary process.

We recognized that cooling off the economy would mean some

rise in unemployment but that this was an unavoidable cost of achieving

our ends. It was never our intention to make that cost too high. We
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hoped to a@tain our objectives gradually so as to keep from pushing

the economy into a downturn from which it would take a long time to

recover. Some of our critics -- those who look solely at the inflation

problem -- lose sight of that fact, just as those who look solely at the

unemployment rate seem to lose sight of the fight against inflation.
Against this background I should like to review economic conditions

and policies in the first half of 1970 and then.go on to what lies ahead

for the second half including its policy implications. |

Demand and Output

First Quarter

The slower rise in demand that had become evident in 1969
continued in the first quarter of 1970, when GNP measured in current
dollars rose only $7-1/2 billion -- moderately less than the $9 billion
increase in the fourth quarter but considerably less than the $16 billion-

$19 billion increases in the first three quarters of 1969. 1/ The first

quarter rise in prices -- 6.2 percen.t at an annual rate including the
direct effects of the government pay increase -- was more than the
=  Thes

rise in GNF, whieh meant that physical volume or real GNP declined.
The decrease in the latter -- 3 percent at an annual rate -- came on
the heels of a very small decline in the fourth quarter of 1969.
Most of the slowdown in demand from the fourth to the fix:st quarter

came from a sharp reduction in the rate of inventory accumulation. It

1/ The decrease would have been greater if not for the fact that the

retroactive portion of the government pay increase enacted in April
1970 was included in first quarter GNP.
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was very severe in the automobile industry where sluggish sales around
the turn of the year had caused automobile stocks held by franchised
dealers to become topheavy and led to .rnajor production cutbacks.
Indeed, if we exclude the automobile industry's production from the

) ) _ ok ew Baen ol nale ‘i e X
total we find that real GNP, instead of declining Wpercent, was
unchanged from the third quarter of 1969 to the first quarter of 1970.
Reductions in defense spending also brought reductions in inventories
held by the aerospace industry. In other areas there were moderafe
cutbacks in inventory accumulation. Business continued to follow
cautious inventory policies because interest charges on carrying stocks
were high, tight money put a premium dn conserving cash, and there
were many uncertainties about the economic outlo‘ok.

The first quarter appears in a better light if only 'final sales'' --
lGNP less the inventory change component -- are considered. Final
sales rose $14. 4 billion, a rise that Ofell within the range of the increases
in the last three quarters of 1969. Here several crosscurrents were at
work. The Federal Government was continuing to make major reduc-
tions in defense spending. In the private sector, the housing industry
showed another reduction as starts fell to an annual rate of 1.25 million

. Gwne = {MLTIU . . . .
units, » percent below their level in the corresponding period of 1969.

b, Cowieentfes . {u.L«.A[(U Aws &u_b_ ll-v_‘; CHrs VA% beriiiee
In r sectors demand held up quite well, AConsumer expenditures

rose considerably in the first quarter even though consumers were
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cutting back their purchases of new cars. This comparative strength
reflected the fact that disposable (after-tax) income of consumers

was being well maintained, and the chief reason for this was the reduc-
tion in the surtax from 10 to 5 percent on January 1. As a result of

this tax cut, the take-home pay of families and individuals was increased
by some $4 billion.

Second Quarter

The latest GNP results for the second quarter, showing an end to

the decline in real GNP and a pronounced slowdown in the rise of the
deflator

GNPYare very gratifying. It means that we have achieved two basic

objectives for 1970: a containment of the slowdown in activity and a

reduction in the overall price rise.

The $__ billion increase in current dollar GNP was considerably
more than the first quarter rise. The chief difference between the first
and second quarter changes in current dollar GNP occurred in the
behavior of inventory investment. The sharp reductioﬁ in the rate.of
accumulation in the first quarter gave way to a minor increase in the
spring with the auto industry playing an importantYole in the switch.

As in the first quarter, the rise in consumer spending dominated
the second quarter rise in final sales, demonstrating that the consumer

is making the expected response to income increases and has maintained

his spending in the face of a severe decline in the stock market. The
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stimulus to consumer spending from the cut in the surtax on January 1
was but‘:-réssed in the spring through two important actions -- the 15
pércent rise in Social Security benefits and the payment of a $2.5
billion Federal pay increase, both retroactive to the first of the year.
These two measures added an estimated $12 billion to personal income
in the second quarter.

Autos were an important beneficiary of these large in'jections
into the income stream. Consumers steppeci up their purchases of
domestic-type automobiles from a very low 7. 6 million annual @Qte in
the first quarter to about 8 million in the second. They dlso

Ale, by
purchased imported cars at a 1-1/4 million amd=tlre grand total sales of
9-1/4 million, only 3 percent below the 1969 rate. This improvement
in demand permitted auto dealers to build up their stocks a little after
‘reducing them in the first quarter. The rise in sales and renewal of
stockpilingt%sponsible for a considerable recovery in domestic
automobile production, adding about' $3-1/2 billion to the rise in GNP
from the first to the second quarter. .

Fixed investment reflected divergent developments. There were
somé indications that the rise in plant and equipment spending was
petering out with outlays for nonresidential investment recording only
a small gain. Since profits were down sharply in the first quarter and

the economy was sluggish, businessmen scaled back to some extent
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Unemployment is already too high and is in danger of increasing
further. Millions of people have been thrown out of work. What
in your opinion should be done to alleviate unemployment?

Pump rate of growth of money GNP up to 9 to 11% per annum for
next two years, by fiscal and monetary policy.

Pass Training Bill

Pass U. C. Bill

Continue present efforts addressed to defense adjustment.

What do you believe to be‘ the best course of action to deal with the
inflation that now afflicts our economy so badly? .

Do not allow rate of growth of money GNP to exceed 9 to 11% per
annum for next two years.
Program in President's June 17 speech.

Our housing industry is in a serious state of depression and we are
falling far short of our housing goals -- goals that a few years ago
were set forth as fundamental to our national interest. Under present
interest rates, a person who buys a $20, 000 home with a traditional
mortgage term of 30 years under present rates of interest would be
compelled to pay not only the $20, 000 for the home but $38, 000 for
the interest, a total of $58,000. It has been proposed that in order
to channel more vitally needed funds into housing, some provision
be made for utilizing pension funds. I have introduced a proposal in
the Congress that would require them to invest a small percentage
of their assets in a public bank which in turn would be able to make
housing loans. What is your opinion of some such means of using
pension funds?

Probably ineffective. .

Discriminatory against pensioners, if effective.
If there is to be subsidy, should come out of general revenue.

]96""1’:”'(’ A grttnea
Voltacy e avi
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UNITED STATES GOVERNMENT
Memorandum

TO ¢ The Council DATE: July 15, 1970

FROM @ M

Michael Moskow '71\

SUBJECT:
Data on Collective Bargaining settlements for lst half of 1970

On Monday, July 20, 3LS will release preliminary data
on major collective bargaining settlements during the first half
of 1970, Table 1 gives some pre-preliminary estimates which
should be very close to Monday's figures. The data are confidential.

The data for the first 6 months of 1970 cover 1.8 mill workers
which is about 36% of those who are expected to be covered by
settlements in C.Y. 1970. Most construction negotiations have
already been completed but the report only covers 313, 000 of the
600, 000 construction workers expected to be covered this year.

The large teamster settlement is included and covers about 500, 000
workers. Thus, construction and trucking account for about 45% of
the workers covered by settlements included in this report.

cc: SJ
MK
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Table 1

Wage Changes under Major Collective Bargaining Agreements

First six First three First six Annual
Mos. 1970 Mos. 1970 Mos. 1969 data 1969
First year
changes in
wage rates
(Md. adj.) ~
all industries 10.2% ) 8.8% 7.4% 8.0%
Manuf. 7.8 7.6 6.6 7.0
Nonmanuf. 16.0 15.7 10.1 10.0
Annual rate
of increase in
wages over life ' .
of interest 9.0 6.6 6. 1% 6.8
(Md. adj.)
Manuf. 6.0 4.7 5.5% 5.8
Nonmanuf. 12.3 9.2 8.4x% 8.5
First year chg.
in wages in
construction _ v
(Md. adj.) 14.7 . 15.7 ‘15, 2% 13.1

* Md. increase.
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OPTIONAL FORM NO. 10

MAY 1962 EDITION 1,

‘GSA FPMR (41 CFR) 101-11.8 ‘L;

UNITED STATES GOVERNMENT
Memorandum

TO  :paul McCracken DATE: July 15, 1970

mK

FROM : Marvin Kosters

SUBJECT: Status of bill to extend duration of Unemployment Insurance coverage

Insured Unemployment Bill

.~ Strengthening the Unemployment Insurance system was
~ proposed in a presidential message to Congress on July 8, 1969,
A bill was subsequently passed by Congress as HR-14705,
It was proposed by the Administration to:

- extend coverage to some 4,8 million additional workers.

- increase benefit levels to 50% of earnings, at least up
to some level of earnings.

- provide that workers be eligible for Unemployment
‘Insurance coverage while enrolled in a training program.

- provide that eligibility for UI be conditioned on at least
15 weeks of employment,

- prohibit Ul for workers on strike.

extend coverage for a period of up to 13 weeks, if the
Insured Unemployment rate exceeds 4.5 percent for 3
consecutive months,

- raise the taxable wage base to $6, 000 over a 5 year
period from its current level of $3, 000 set some 30
years ago.

The Administration proposed that the extension of the duration
of benefits be fully federally funded. However, the bill passed

Buy U.S. SagingsBendr. Bessbaria sl gkt Savings Plan



provides for 50% federal funding fully effective on January 1, 1972,
and within 60 days for states complying. In addition, the current
bill provides for extension of coverage in response to State triggers
of 4.5 percent (Insured rate), at least for the interim period until
1972,

Secretary Shultz testified before the Senate Finance Com-
mittee on February 5, 1970 to the effect that the bill would be
acceptable to the Administration if full federal funding were put in
for the interim period until 1972 so that states would not need to act.

Mill's is a.pparently currently opposing coverage extension to
some 400 thousand farm workers, a provision included in the Senate
version.,

The current status of the bill (July 15) is that, while it was
slated to be voted on in the House today, the vote was postponed
until perhaps sometime next week. The conference report excluded
extension of coverage to farm workers. Congressman O'Hara
wants to reject the conference report with respect to farm coverage
as do Senators Harris, Javits, and Mondale. The labor department
~ opposes this because they fear that may endanger passing of the bill,

cc: HH
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Corres.

Baker

e~ DIBaker:dtc

Chron
Richard W. McLaren July 15, 1970
Assistant Attorney General File
Antitrust Division : 60-111-0

Donald I. Baker
Deputy Director of Policy Planning

Question 4 from the Joint Economic Committee
I would suggest the following approach to this question:

1. The ?nticn assumes that the more permissive cor-
ate laws of Delaware (equally such states as Nevada) are
eing used to circumvent state policies in which there is a
federal interest. We are unable to ascertain what these poli-
Shminily 5 Seapain pllius, Dosmpsuieations: TiIbtey nt
P rily to corporate powers tions, ty o
officers and directors, relationships with shareholders, and
so forth.

2. Wl banks in a state are subject to
that state's es on banking without regard to cor-
porate organization. The McFadden Act, 12 U.S8.C. §36, speci-

fically subjects national banks in a state to the state law
on branch banking.

3. Hold ¢ Many registered bank holding
companies are re corporations. However, all such bank
holding companies are subject to the requirement of the Bank
Hol Company Act of 1956 thatthcymnl{domwin
a single state 12 Pis.C. !1562(4), and bank holding companies
are subject to any prohibitions contained in state law. Thus

- in a variety of staltes, including Illinocis and Pennsylvania,

bank holding companies are emtirely prohibited.

4. te M : So far as we know, there are
a:cgcun state es re to the competitive effects of
B mergers. In certain circumstances, states have had

occasion to consider the legality of such mergers under speci-
fic regulatory provisions. A case in point is the ITT Hartford
Fire Insurance merger, which the Comnecticut Insurance Commis-
sioner took under his 2urhdicti.en and considered on the merits
under the Conmnecticut e law; such jurisdiction is not
outsted by corporate form. The states also retain jurisdic-
tion over the issuance of securities to their residents in

Reproduced at the Richard Nixon Presidential Library



connection with such mergers; this occurs under their
"blue sky" laws, for which there is an eXpress reserva-
tion of jurisdiction in the Securities Act of 1933.

15 U.8.C. §77r. 1In sum, although the relationship of
a Delaware corporation to its shareholders is governed
basically by Delaware law, acquisitions and mergers

of such a corporation are subject to other non-Delaware
rules -- including the Pederal antitrust laws, the
Federal Securities Act and state securities lawsin
states in which it has shareholders.

5. Since we do not find the types of abuse that
the question seems to imply, we turn to the fundamental
issue of whether the federal government should as a
matter of policy impose greater (or complete) uniformity
on the arrangements between corporations and their
sharcholders, at least to the extent that those corporations
are engaged in interstate comwmerce or otherwise subject
to federal jurisdiction. This might be done, for
example, by a federal incorporation statute. However,
by its wv nature, federalism is bound to lead to
diversity corporate arrangements. We gquestion
whether it would be desirable to depart from that
npgxoach, absent a clear showing of abuse not presently
evident.
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EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

JUL 14970

Honorable Herbert Stein
Council of Economic Advisers
Washington, D.C. 20506

Dear Herb:

The attached questions have been or will be received by
all of the Government witnesses who have been asked to
testify before the Joint Economic Committee on the mid-
year review of the economy. In order to develop a
consistent Administration position on these questions,
we would like you to draft the basic points (narrative
text not necessary) to be covered in agency testimony
on questions 3, 5, and 7.

We will meet with the other interested agencies to dis-
cuss your suggested answers at 4:00 p.m., Wednesday,
July 15, 1970, in Room 248 of the Executive Office
Building. Those attending will be: Dr. Charls Walker
(Treasury); Mr. Richard McLaren (Justice); Mr. Herbert
Stein (CEA); Mr. Jerome Rosow (Labor); Mr. J.C. Partee
(FRB) ; Mr. Fred Deming, Jr. (HUD); Mr. Rocco Siciliano
(Commerce); and Mr. Maurice Mann (OMB).

Sincerely,

M

Maur
Assisfant Director

Attachment

Reproduced at the Richard Nixon Presidential Library



NEWS RELEASE

OFFICE OF ASSISTANT SECRETARY OF DEFENSE (PUBLIC AFFAIRS)
WASHINGTON, D.C. - 20301

PLEASE NOTE DATE

HOLD FOR WELEASE

UNTIL DELIVERY OF ADDRESS NO. 396-T70

EXPECTED AT 1 PM (EST) - 2 PM (EDT) OXford 7-3189 (Copies)

MONDAY, MAY 11, 1970 OXford 5-0192 (Info.)
ADDRESS BY

THE HONORABLE MELVIN R. LAIRD, THE SECRETARY OF DEFENSE
BEFORE THE ECONOMIC CLUB OF DETROIT, DETROIT, MICHIGAN
MONDAY, MAY 11, 1970

As Secretary of Defense, I share with you many difficult
problems as we seek to restore and maintain peace. Today, I want
to begin by mentioning one of these problems and calling on my
fellow Americans to help me solve it.

This -- unlike most of our problems -- is a good problem.
For it involves helping the men and women who will be leaving the
Armed Forces to find jobs. There will be more than two million of
them in the next two years. Many will return to school, but perhaps
75 per cent will enter the civilian job market.

As we begin Armed Forces week, this matter is particularly
on my mind. I believe that the Department of Defense should bear part
of the responsibility for assisting men and women who have served
honorably in uniform to find worthwhile jobs -- whether these veterans

have served only two years or up to twenty years and more. In the
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weeks and months ahead, we will be calling on American business and
labor leaders, state and local governments, and citizens in all walks
of life to help us solve this problem.

It is my hope and my firm belief that the current operations
in Southeast Asia will accelerate the return to civilian life of
thousands of additional military men as we pursue the President's
Vietnamization program and the redeployment from Vietnam of at least
150,000 more men by next spring.

As these men come home, and as other servicemen and women
complete their service to the nation, I feel that they are entitled
to some degree of preference as they seek civilian jobs.

The Department of Defense shortly will announce details of
a new program to locate a job for every veteran -- a program which
will be successful only if it has the support of citizens throughout
our country.

Today we are much closer to achieving our objective in South
Vietnam than we were a year ago. U. S. forces have already been
reduced from the authorized strength of 549,500 that existed a year
ago to the current ceiling of 434,000. By next May that figure will
have been reduced to 284,000, a total reduction since January, 1969,
of more than 265,000. As Vietnamization has progressed, the people of
South Vietnam have increased their capabilities to travel the road to

peace with constantly diminishing reliance on the United States.
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Ending the war in Southeast Asia is President Nixpn's first
priority. One year ago, almost to the day, he urged the enemy to
accept peace by negotiation. This is the way we would prefer to
bring the fighting to a close. The offer the President made a year
ago still stands -- the offer of a fair and generous peace which
would allow the people of South Vietnam freely to determine their
destiny.

In recent days American and South Vietnamese forces moved
into Cambodia for a few weeks in order to make possible greater
progress in Vietnamization by disrupting the enemy's use of
sanctuaries that have been utilized for years as bases for attacks
on South Vietnam.

This action will shorten the war; it will bring American
troops home faster; it will reduce our casualties.

These are objectives that reflect the fondest desires of all
Americans. These are the reasons why President Nixon took action in
Cambodia.

It is particularly appropriate to observe Armed Forces Day in
Detroit, a city which contributes mightily today, as it has in the
past, to the security of our nation.

In 1942, not long after the United States became a combatant
in World War II, then Major General Brehon B. Somervell said:

", . . when Hitler put his war on wheels

he ran it straight down our alley. When he hitched

his chariot to an internal combustion engine, he

opened up a new battle front -- a front that we

know well. 1It's called Detroit."

Since the Korean War, our nation has maintained a defense

effort on a scale that far exceeds historic peacetime levels. Three
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times we had experienced the anguish of plunging into war unprepared.
Three times we suffered through a catch-up phase before achieving
adequately equipped forces. After Korea, we decided to maintain in
peacetime a posture of sufficient military strength to deter conflict
and to permit speedy enlargement of our forces if necessary.

One consequence of this decision is that defense thereby began
to exercise a significant continuing impact upon the nation's economy.
Gone were the days when decisions to expand or contract the defense
effort were of concern only to the workers in Government arsenals
and a few scattered communities near military posts and naval stations.
For the past 20 years, decisions about national defense have had
important effects on the use of manpower and other resources, on the
pattern of production, and on price levels on a national scale.

The decision to maintain at all times a military force of
substantial proportions also set the stage for a potential conflict
of national purposes. In a full employment economy, a relatively
high level of military expenditure forces on the President and the
Congress some very difficult choices. The economic resources which
are channelled into military use could be employed for other purposes.
Whether explicitly made or not, the decision to spend a given number
of dollars for defense is a decision not to spend these dollars for
eradicating slums, for improving schools, for combatting crime, for
cleaning up streams, or for foregoing their use by Government com-

pletely by reducing taxes.
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In earlier years, this conflict did not arise. In peacetime,
defense expenditure was too small even to appear to be diverting
resources from other worthy social purposes. In wartime before
Vietnam, there was general acceptance that the war enjoyed primacy
among the possible objects of national expenditure, and cutbacks
and restraints on spending for other purposes were accepted. Further,
during the early years of World War II, increased defense spending
produced utilization of idle resources rather than diversion of
resources from other uses.

The Nixon Administration has been struggling with complex and
difficult economic problems which arose and grew in intensity over the
course of the previous four years. The time period during which
these problems attained serious proportions coincides with the period
of heavy American involvement in Vietnam -- from 1965 on. The enlarged
defense commitment had something to do with the growth of these
problems, but it is oversimplification to regard this as the sole,
or even the dominant, factor. Defense expenditure increased by $28
billion between fiscal years 1964 and 1969, but at the same time non-
defense spending of the Federal Government rose by $40 billion.

This drastic increase in Federal spending of $68 billions for
all purposes in a full employment economy was bound to have an inflationary
impact unless it was counteracted by timely measures to slow down
spending by other levels of Government or by the private sector. But,
over the course of these years, state and local outlays rose by more

than $40 billion, and private spending, by more than $200 billion.
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When President Nixon assumed office, defense spending was
at its highest point since the Korean War -- and still going up.

The numbers in the armed forces were the highest since the Korean
War. Defense absorbed a larger share of the Federal budget than
any other governmental purpose, as it had for the preceding 19 years.

In January of this year President Nixon submitted a budget
that, for the first time in 20 years, allocates more funds for human
resource programs than for defense. About one-third of the expendi-
tures recommended in that budget goes for defense. This is a dramatic
change from the situation 10 years ago when 45 per cent of total
Federal spending was for defense.

In current dollars, military spending is reduced by $7 billion
from the 1969 level while non-defense spending is slated to increase
by almost $25 billion. In constant dollars -- and the Defense
Department is affected by inflation even as you in this audience are --
the defense budget recommended for the next fiscal year is $12.8 billion
below the 1969 level.

We are able to reduce defense spending without assuming
imprudent risk because of the policy of the Nixon Doctrine, which calls
on other nations to bear a greater share of the burden which we have
been carrying for their defense. It is particularly the application
of this policy in Vietnam, where the South Vietnamese government and
its military forces are meeting their increased responsibilities, that
makes possible the cuts in the 1971 defense budget.

Although the major objective of economic policy now is to move
along the path of sustained and vigorous expansion, moderating the

6
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rate of price increase -- getting a handle, in other words, on
inflation -- remains an extremely important goal. A closer examina-
tion of what the 1971 budget contemplates for defense demonstrates
that the Defense Department is doing its share to ease the pressures
that push up prices.

Defense spending will decrease to 7 per cent of the Gross
National Product for the next fiscal year, the smallest percentage
in 20 years. The manpower squeeze will be relieved as employment in
the Defense Department, military and civilian, declines by 680,000
from Fiscal Year 1969 to 1971. Procurement is being cut by 20 per
cent, and this is bringing about a reduction of more than 600,000 in
the work force required for defense production in the private sector.
In the coming year, only about 6 per cent of the labor force will be
employed by government and private industry in the field of defense
in contrast to 8 per cent when the present Administration began.

The major impact of our spending reductions on the private
sector have yet to be felt. So far only about one-fifth of the
expected decrease in employment on defense orders in the private
sector has taken place.

While recognizing that defense has an important impact on our
economy, I believe that the facts puncture some of the myths that
have sprung up about the magnitude of that impact. Defense is far
from being the main driving force in the American economy. The hoary
old myth that defense spending is required to avoid economic collapse

clearly does not jibe with the facts.
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Defense expenditures recommended for the coming fiscal year,
as I have noted, amount to one-third -- 34.6 per cent, to be exact
-- of total Federal spending. Not half, not 70 per cent, as is some-
times alleged, but one-third. This share of the budget, which is
dropping sharply, will be the lowest since 1950 -- before the Korean
War.

As for the impact of defense on the private sector of the
economy -- it is true that, for a few companies in a few segments of
industry, defense is a big part of the market. But consider the
giants of the American economy: food, housing, the automotive
industry, steel and other metals, construction, transportation, oil,
appliances, clothing -- for these economic giants, defense business
is a very minor share of their business. For the 25 largest industrial
corporations, defense contracts account for less than 6 per cent of
their sales. Bear in mind that just about half of our budget goes
to meet our own military and civilian payroll. About $35 billion is
left for the purchase of goods and services, or about 3 cents for each
dollar in our trillion-dollar economy.

Our declining involvement in Vietnam is not the severe economic
strain that it is sometimes pictured to be. In fiscal year 1970, now
drawing to its close, the incremental military costs of Vietnam amount
to about $17.4 billion or about 1.8 per cent of the Gross National
Product. 1In other words, of every dollar of goods and services pro-
duced in the American economy, less than 2 cents is spent for military

purposes in Vietnam.

8
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rolls and convert resources to productive civilian use. This has
been a team effort utilizing several Federal agencies in cooperation
with state and local governments and the private sector.

Recently, President Nixon endorsed this approach and desig-
nated me as the chairman of a newly created Interagency Economic
Adjustment Committee. This Committee has the responsibility for
bringing the resources of the Federal Government to bear for the
alleviation of economic difficulties to individuals and communities
affected by cutbacks in military bases.

As Defense is cut back, we risk the loss of essential elements
of the industrial base which we should maintain both for the readiness
of our forces and for continued progress in research and development.
The reductions which we are making mean the loss of some part of the
industrial base.

It is vital, however, to maintain productive capacity that
can rapidly respond to defense needs. The requirement for swift con-
version to defense products might be occasioned by technological
breakthroughs on the part of potential enemies or by the need for
large-scale mobilization of our armed forces.

It is clear that we are not going to have the capability to
completely modernize our weapons inventory on a regular basis in the
quantities and with the frequency that we might desire. The funds

are simply not available to permit this. For example, some of the

10
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amounting to the very substantial figure of $19.2 billion, accounted
for only forty-six per cent of total sales and today would undoubtedly
be even lower.

The part of the defense budget which is being reduced least
is research and development. Our reliance on private industry in
this vital field is perhaps not fully recognized. Almost two-thirds
of the research and development effort of the Defense Department is
undertaken by industry.

This is the indispensable part of the industrial base that must
be preserved -- and indeed must be enlarged and expanded.

To maintain our strength at a prudent level and to avoid
unpleasant surprises in the future, we must know what developments in
weapons are possible and practical for ourselves and for potential
enemies.

The kind: of defense force we shall have ten years from now
is determined by the quantity and the quality of our research and
development effort today. Whether the nation is adequately protected
against the challenges it may face at the end of this decade depends
on what we do at its beginning in the field of research and development.

For security in the future, we must vigorously pursue research
in a large number of fields -- the physical and mathematical sciences,
the chemical and engineering sciences, the environmental sciences,
biological and medical and behaviorial sciences, to name the most
important.

It is a mistake to think that the sole objective of our
research and development is the production of more devastating weapons.
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And quality depends on continued advances in technology on the
part of industry.

As long as I am Secretary of Defense, the Department of
Defense will ask no more than we believe is needed to protect our
people and their vital interests in the world against the threat of
force. Nor will we ask for less.

The Department of Defense is deeply conscious of the need to
devote more of the nation's resources to the solution of the many
problems that trouble us today at home. The Department has acted and
will continue to act to free additional resources for such purposes
as building more homes, uprooting slums, improving education, purifying
the environment, expanding medical facilities, and doing all the other
things that are high on the list of urgent national priorities.

In many significant ways the Defense Department is using its
resources for these very ends. Consider, for example, the field of
education. We spend $2.6 billion annually for education, academic and
vocational, of a type useful in qualifying people for civilian jobs.
We do this because the schooling and training thus provided are needed
to equip military personnel to perform their duties efficiently.

But, clearly, this substantial investment in education has several
byproducts, benefiting the individuals who receive instruction and
assisting society in overcoming the problems that are rooted in
inadequate education. And there is a significant economic

impact as well. Hundreds of thousands of young men enter

the civilian job market each year with skills developed
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and sharpened in military service -- better trained and more pro-
ductive than when they put on the uniform.

These are the young men of whom I spoke at the beginning of
my remarks. They must be helped to find their place in our economic
system.,

National security requires a strong and thriving industrial
base -- flexible, innovative, and technically advancing. Since this
is so, it is appropriate -- especially during Armed Forces week —-
to recognize what American industry means to the armed forces.
Whenever called upon to support the armed forces, industry has
responded magnificently. The need for that support continues.

With it, we need not fear for the safety of our country in the

difficult years that lie before us.

THE END
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