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* ; ;8 rI a ½ 1 i7as pv;' abJs j.

hSci t& X 'i-,bnic T jarlie.r deba1e v&a

;;§<Ph i a Lkr iv,~i cOnwet,e ctA v66 ver o zE'a ice s
a; ; Vidr 4 p,Ql_-i8;t l£? stS t)-o tldm sexe ar

- *-forte t1t) fiid we"y mwl mearLs of reconciling

[ t> -;:sA to tls Guideposts t.Vzw,elves> , yr y ob*¢si:w;

' ' S-'&tes is toti tho only camtx, ctrr'ei,al7 ends vori

- s vicrease in otxd-r to preent inflation, withcuti

*;;!-:111 vblmO<Wi !m.aSe anid prico controla. Since 1955 the

'izenr, in Gr(.eat Fr tain haa ir3ionted with vaNrimu

-.n ecently the Chan&-11or ot thecExchequerS

J' Yt di.ins.tuAttd a, "mty pa1nsel" in tfe Civil sexvlca t-ho

; 31Aas t~ o so vit-<3t4a s subject to diret. ¶@&

;>$5ib;5vin-t wa hoped tV2ht thi.; policy would set a gooe

M. ha> vj -pr1vato eectar. It is nat at ell. clear that this

; 'Olt it, is aw-ply clear that the "wage pause"

tor th a sa-ingrP.4 popularity of the Toieso and to Mr. Lloyd'a

-: Ow a cAabinet mwbsr i-n July of this >ar.

ae;a ,.y Chanefllor Adena-er and th President the

.> -> -s.Aw *3t.wS 4X3;^item.t5y g wage inCZr6v 8s 15

- p Yr.ent,) which is stated to be the avea-age a7na1



iI U. . .!:.S t. 5;.-

Sra Pe1 in tg i:i-&von- t:- 1tio j&'5 i

--:t;, as in Britin, L-n astxrteryit-m pollcy hasi bs,~n,

;. *. ;Ss^<3rr;!vab0*lc sevces&n-dn-ia&tion-lied In't-res Crr, a e,

*' .'' C, prtic'ulexy bnon tranLsportation worl-ere

Debre addrestcl a lett r to the emiployer& confod-

;fl}>: eutralnt in uge. Targainir the union graps rttd

c>ttMe o.ne--sded .1ratervent-loa.

i. the Und States the Council of Economic Admiser.s

sr ~a d tobservztions on wage policy during the past de@ade.

L'2 Fr;s&detnt T rnxnns ovltgAg Councill urged that

-050 b-. held to the lewel of p.od'ictivity gainEs about

''eent annua3lly, Pmeaident Eisenhcser' Council r x:e

--;-;-oraad the anim propO3-tio= in rather general terres In

tz.4oel dit-puta Adrnist*rat%on presure probably hold dorwn

*-r2 a s^age packaget but also enciuraged the employers0

a-eaining posture a'a tne long strike over local

i;-.eC-ticea@

the re-1i-eposts are riot new, in principle., What is nem-

x.4zo, deitaled exposition of these principles by the Counclx;

Z., .,,r,dov with which the A&diAitration has evAr-aced them.

~*(Ihte~nc aenctral proosition is thatt if al pricos

?- t:>Q.e, aU hourly labor couts may increase as fast as



:1;~

- t-2n-be is esrppLed t6zing. average rates of gro-tEhh c

:;n--' ~c~ In vaic:s p.%s if Vzse eco,,o .ydwning varicpe

½f^ . Thise oeorcant iz tSh a-mrge anXnual i ncrasa in tho total

v;;c"y bp_twWeu 194?7 vdE&i

cli.=-Ui tben modastly obseryfe! that prod,cti,it is a

^- : i a rznle for appraising p7lee and wage behavxtior There are

Th measui.ing prodtuetivity change; the ediatin distribution of

-WGen -tt-or and capital it rnot necessarily, im tab'le; and rthe

t;. 4 OXurftagets t=rd pri-ces Saeng 41ndustrie is and should be responsive

oGtho1zr thani changes ini pid rctivity. n

tan inconcluaive discuselon of productivity 'easurment and

-.t. cVof labor incomes, the Coanrcil procoeds to tCe third pebint0

. :-X ot.he Guideposts which may be used in judging whether a particular

-<ca 3 decision may be inflationazy?t , it asks.

'a.YSir_r over the diwesiovin of pricos, we come to the guide3 for

*:. l t:atbonaryr wage behavior. "TnIh generel guide00..is that the rate

- EiMse in wage rates (inc2udtvg fringe benefits) in. och indus'trj 1

~L

t Is t W;ia trand rate of over-aU productivity incre as0 0wage r&t

?.'\e a> wo-uld exceed the general guide rate in an indtstry which

I*v rtzfsebe- unable to attract sufficient labor; or in whleh wagsn

. 4!,a=eptional:y low compared with the rangeaof wageon earn&d

by similar labor, bocausc the bargainizUj position of r,)'rkara

, -'teak in part^icular local labor narkets. Wage rate increases
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i ') Th ahich wiagz a re crpeic^&-v U.gh '

; sr!otfvages earned al. awhere by ai l-i?arIrf bec. gts

- :- c-;U )of workert hae bee-n exceptVonally sti g0

A Airat b:Lush the Ciuidepostd sem simple enoug7h but on fux-ther

c, vxas ou.s problem of interpretation and appltication ariesa

kr:a the,-i (Xi:L 36apotBtclly a irsans of a3sisting the general public in

. .LXir the win3dom of private wage and price decisions, or are -they

<.-s&mQy o3nd w.xbject to enforcenent througn the exercise of exocutive

pwez.? tThe Counclea Report insists that the Guidaposts are intenAed

; a ici,taibution to tpublic discussion and clarification of the isues.,"

Pu' t hesidant and Secretary Goldberg have stated on mre than one

o c,!r&lon that the govermment canot stand idly by whern the public

wi itsct@odspd otact-ng.

How art Guideposts to be interpreted? Three possibillities

is-,st thcsaTlv;s.0 The first is that inaraases should not exceed 3GO

° - p.)PsrenYt Althbgh the Conenoi strove to obi.ate such an

J- .:-retati. the Adird.stration has conrbuted to it by public" y
p irmsIng aignificant wage settlexants "within the limits set by p-oduc-

tity &and 1o mining silent on those exceeding 3.0 or 3 5 percenvtO

The second possible interpretation is the one which the Conieil

ga-n that avera'es wage inereases shoutld not exceed average productivIty

vait. but that spoaific adjustamnts may deviate upwa-rd or douwrvLard in

; ct4mrana wilth the Council0a suggested oriteria. Me criteria thmase^lves

s.e~ srtartling implications,, sueb as the notion Ithat wage inreoases



* .¶e~~~i~~ - r~eal C- gal!:hu-
-ere is an evrn riz unda&mentEst p:^.oblem: howaci a

A;-,t's6;irt1ca2.i-)o t459bt rcsulbei comvertei nto tus-ands of

- *;:*-, i. dec% ions? Has the Cor>nal3 really gix8 uS policy gVIde3 cjA-

.¢L o&c ;; nos,ic m yis1Ms oreoverq do not the criteria easilyz
~-nd ,^X .-ves to apportunistic re-1abelling of wage demands and adjusti

.; T,, si.j-lad Autonmbile Workers,, ingenious as ever, led the 9y
.Ss rS2Qin5.0 tVhit increase3 in excess of average productivity gain

s32'o1< rngotlated in the aerospace industry ia order to "catch tu"

hr@t6/ c< iciencies0 Also, habs the Administration now established an

I ^t)it,P j "box--aining floor" of three percent, as many employers

`'iLrd ponsible jntrp3reta.tin of the Guidepovats i.SL that they

-issvicadblI toil which ~2va Administration nay um as the

rf-.?or exisarting p5ea nra in a f.ew key situations eu as steel0 This

t?r-<\_bly tUxo moet praetical and realistic viewt, but here also thare

;i a kqfRqsgtions to be aw io A*side from the basic steel

^kut~J wri-re ara thfeao key aitxtations? As Solicitor General

ii>; mc viecetly confessed, "steel is almost. uniq;ue0" He said thait

Ibe tPo pick out those ftw key aituatLons which he-ire the

- A.ertt:$l ma steel for settinig off a chain reaction10" Autonobiles D

n pserolarm and aircraft viera mentioned as posaibilitiea, bAt

;, , <,, the first really hafi hth power to set -)fY a chain reaction

*}~~~ ~~ i;dtAafi4t rf18I.tes

P-tl. f-orr of Nr0 Cox- s candidataes like baSiC £it&el a,re indms;tvri-e

Tht- Iaw big cor-porationswthich negotiate company-vide aremnts with

<^-trtia1 u o.one As many observers have noted$ the "dministration



2.c rx trato or- a nedici3ta'ie&rz iw,-!runons c-h',e a r

t . ',,by-virtue o si'r-z and coneentre-ti, n¶ Mog eove. i

i b or Z^;X!A\2< ei4EllUthe j4cae& i're-pJnsbla -%mion find the orice

"K*ew 1s11$>et' 2vt;-In toilc, ronnsetioui w;e taa6 note that the Teamaiters TUnionr is

n:'e-.&; 4-in to raid the Coax=. Ications lorkerro' wh consulted wittu

th vr=rtent r to the mceent wage settlementa in tha telephone

Ons io iIofr astf principal argumuenta is that CWA offic3 als

0o- v- t the ½ntoer.,asts of the msmbarship.

&>bgla,lees?'cf how the Guideposts are interpreted, tere are

;:l.W .ac;itional problems to be aotad.0 When the govenment endeavors

to, i tuene the ixsumts of a deceatralized bargaining eyetem while

orvae"_ Z1the rJ4t to strike, we really have a dual basis of wage

-f3e35;e6 !iotr.> The v unions will expect the govermnt to assist

II&Ani ae turing 'Ithe productivity forsma"% while the atrong Unions

~i' --:rtet, brgainAng power, As we leaened from the experience

f t>e Wap3i Stabiliusation Board during the Korean War, the net result

'.3k&ly t.o be stiim-1ation rather than restraint of -wage increasees

StnoJecting the wageqsetting process tb a formla wauld sterilize

-U,x witra2. functicon of trade unions a8ti a time when the labor movement

x lalredy in deep distrass0 Can organized labor accept voluntary

mrtzisMLIIation? The cse might be different if something were offered

.o retunxs, as the War Labor Board offered union security in return for

,4age e ,rol duzinj World lar 3I1 But nothing is proAded to help the

%_O orzx solve their institational problems, Under these conditions it

.l.s ci.enly doubtful that the Administration could iplement the

kGndlinca in a serious way without seacrif icing labor support.



pcti c f thIe lehr -?'rGteS,1LIa;<; n ij rv-t a Sax'oUS threzmat

i-Se Dzt,t IG psrs piacevhave aidvamed mrore rapidly ir ;We8tOrP

:9 ~c t'Ian in tAi~; United States 5 ige rt3and iE3 tele- 1-

":d.ipensn,ble alelrnt in a real u1 eloynt poli; but n the

+>no±x¢c4_ir etgraonca of 196-62f, the degree of eihaEBis has boen

An is always possible, of cow.seq that a policy which appeal-

thha%s sarfous defects on paer win work well in practice. After

C- . .ne ywar of experiance,, it is too early to appraise the

praxbcal affetcte of the wage guiLdepo3at&, The Adcinistration Mas

w wcoe;eI'Aiiin sta¶ing off a c.raging increase in steel prices,, The

Ertnal vaF saet-ttmNtnt was praised for being non-inflationary. Likewise

the wega aettle-r-t for non-operat1ng railroad emloyees (slightly

sesdaiig ton cents per hour) won a presidential blesaing; fut if the

(i;,1ideQ,stes had betn tacen serioualy the increase would have been smller,
cna5Aering bthe rapidly declining loyrent trend in the industry0 In

£ eve; nt it is dcoubtful that the increase would have been any larger

in tha abaenee of the Guidepost&s In the shipping and airline industWiv.,

go 3ettiemnts far out of line with the Ouideosts were developed with

t a--iv#I ctzacz4'ofdoalrfdia.tors, emergency boards and specal

representatives. Large inc'rOaqee- in the reeormtrintion industry have

been negotiated in contracts running fro three to five years in

duration, As 1962 has worn on,



_ let,,aOu qD8oe-Th ddliS rcs at San 4'!ancisaco

- . e.t;-ar cc?the Federal 1lediation &rnd CGoncilia tin Service we-l ou

hU tuay to play dowm the pro¢tivy fo.l&'0; irgin.g that tUero

OROV- fi l'DQ .-hasi a
onf the average an more ex.aais on thaecepW,nvs

r2.xlicationa ard deviatione. I am i-nclined to predict that government

').A:Ll b7 saytng lees abot wage gu.deposte in the imediate

I have ac deaire to deprecate the problem to which the Gieposts

ara (Ureted. Stan&dards of eco:noric perforvance have become more

e,ct,ing,; creepiri inflation is no longer as acceptable as it seemed a

few sears ago, There iS little reason to doubt that the price level

3ou-1c begik: to climb once more if we should come close to full employment,
th&.t a cost pusth originating in administered<price indastries would

<.ribiaoto th trend, Most of the economically advanced countries

tro ,trggling to find ways and xsans of encouraging noninflationary

ve sett1ements without sacrificing the institutions of free colective

argstinino Tae fact th*t they have not yet been successful does -ot

ueasn that the oearch should be abandoned.

The next step for us intts United States, T believes is to

umderstand mre fully tlhe requir*ients of successful wage restraint in

peacetime and t-o appraise our situation realisticaLly in the light of

these requi.Crwsntr0

1, The first requiremnt is publi-c aceaptane of an ov6rridi3g

national need Justifying restraints on private behavior. There was



Ja7l; .po -f periodi in;ea; coilo £.i ?rtrit ade is .P1O A an

parto of thl ec:z. Jhc>t the snexhanige problea in clar tV all

toE d0C#5 On th+ne ottwr hantud Anierican labor and m nagenant heve oartainly

aot baear pzrsuaded that theso traditionally prvate areas of decims:on

hvave *ow ontered the public domain.,

2,, Second decision :iakers and opin-on leaders must have at

;A,ea,t eneral undertanding of the sconoic relationships involvo1ng

uess, prrle6s and productivity. In the Uaited States labor and mZnagement

oeah empley their own distortad carlcature of economics, as conti'aeted

wlth countr lice -Swedan where onie finds a banic consensus on those

mattars, The relatively low level of economic understanding ir tthX United

States ha- severst explanations,, in my opinion: foreign trade has been

^nly a minor component of total business activity; economic constraints

ia genrerl havo not been as taxing as in &u'ope; profeesional economists

haTs oo often shied away from public affairs, preferring to sharpen

tteran4attical tools rather thm use tleme

3o. hextS , a sucesseful national wage policy must have positive

a.s wUl as negative elements so that al thze pressure will not appear to

be directed against the worksrsQ In this connection it is interwting

that some EFopean countries combined wage restraint with a policy of

lwzage solidarily",, an explicit coidtasut to improve the relative

pozMon of tho3e at the bottom of the income pyrai&rdd One of the

C.ifficaalt elenta in the Administration s vpproach is that all. the

praies is wreoved for te lcTw settlemenats0 The federal MinM wage



.r ,0ward of ia.ic

:IT 5-esrPi)t mw3t be Gct-L>.t in an appopiato ccrtat of

rpaBi,zeB designed to implment a fulloiilet; owfi a J

Una6ti.- recantUly, the Adrd;istratton seems to havc been un&lL

po.opisX.e.with fears of inflaUion and insuMcient,ly concerned vith

itzoriXn& full eir-ploynt, At times we have been given the iq)arsaion

that woge restraint is vitally needed in its own right even with a. fun

e- r six percent urmployment ratio0G Sarely thia is not correct, Gonoede3Ay

11n Adi&4nitra.ticn has a difficult row to hoe in persuading moat As.-i-rs

t,e a.ccept the cc4mnoic policies n<ecesary to maintain full employment,
Rietaltancp to plwaning and controls., the tradition of carporate autonomty

t.t.nthe St;r-Gt;h. of business unionism are powerful barrierf; These

bari-r$ v.R1 not dispear overnight and a single speech at Tale n

`h%e lubject4: Of eWonOiC myth3s will not suffice to dispel them.

?. HSstery shows that effeetive wage restraint canrot be ipose
on the pe,ties f am the o-tsido. On the contrary, it must be develoaed

Vnr,uger Consultation between labor,, industry and the governmnt0 '?or

this p-rpose there isast be a potent, copetent cons£ultive mechaiEnt

cap-able of producing an authoritative conmonsueO In the Presicent- a

Laboranagement Conittee we have an interesting experimnt in top-

level cons-oltation but the effectiveness of the Committee in controversial

aeas io nct yet demenstrated. The central problem soes to be thzat of

iriorat-grop `,&ider9hip0 Who zpmeaks- for Ameican eMloyers? If

iT. A-., and Chanber of CommErce officials are seoted,6' they Wil adhee



c- ' £i labor r- sentatives, the Ad.,stratin

tr1'4to th-c heads of the AnFLCI0 and of major unions; butt

?t.~5natin it has no- yet been show. that these representatives wi33

£.ima-4>t¢ olii.ey ^fvom their institlitLional doctrines, In this respect

th-i cSn.;io lhite lic,kuse Conference on National Economic Issues, sponcored

4Y t'e Lb04-4&m9cMnt ComdirLtteet 1fas particularly disappointing0

6, Finally, w influential national wage policy must be

iiz<st^gniatsd into the collectivs baraining apparat:is, Otherwise it will

rW'tt s-erve as a ta2rget or bioacon for the wak unions without restraining

th& 8 Thare are several possible ways in which a wage policy might

be Incorporated into the collective bargaining system0 (a) There might

be a h.',ghbly cent.re.ied bargaining structure,, with leadership and

cc~ord:vt~xion spplied by poerful labor and employer federations. This

is the aitmetion in Noray and the Netherlandst, which are regarded as

tha mosl successfal practitioners of conscious wage restraint in peacetie

(b) 1here aight, be a tripartite governaent board with mandatory power,,

msch as tie National War Labor Board of World War II. (e) The collective

brvganiung scene rm.ght be dominated by a few unions with contoraliaed

b&e'gAiing policieu0 If suffici0ntly secure from factionalism, rival

U5EOfitL1C3and internal unrest, these unions might be amenable to

gcwernmnt preemure. (d) Conceivably5 the public sector of the econosV
wight be so large that the age policies of governwnt,, acting m an

5loyert, wouldrco- the patterm for the private sector as wvllU

T-o list these possibilities is anough to show how remote theW
ar33 at the present mment, The American bargaining structure is mong



... ,) .g ; e 8~8 5f>*Et-^g > .f 'i.t/s@t :cr , Z ; iS 5 ,r .

!')t'b-a v 1,e .iw< ...J¢< *;2wr35 >-¢ }^>t@> ? iv ) vtd - &tp

Xt~2Th% 7~T1z ar - ti,re C1vid,96 among.. -ccre o? orgarAtions~

aeit enycf thecz; -so c -x a;a the construct4on urions - practice decentrelized

hrad-t?<;roSmJd cns-awTinly the public sector is nct a pattern vaters

i,r3r lketnolw to b9ola in the foSeable fturec

Thie a -,.raalistic appraisal of the sitiation gives nogroDuds for

sy opti-1u a over the prospects of wage restraint in peaeatime. Yet

t:-:o urder;ying,rleo31am is stifl witb us if we continue to belifave that a

fie T;Xc-;rnt unemployimnt rate is too highb a three percent growth rat

is, too :lwc and a two or three percent rat of creeping inflation is too

nr:h. All this means tat we vill have to devlop a more sophisticated

conacrsui an econcade facts and relationships, We will need greater

s^^e:s¢sz< of oerrding national goals and a proper "policy mix" in

which.- wae and px-5e restraint have their necessary place in a full

esp' op,nt strateg97 Wo will find it necessary to develop somnw,

insti3tu*ti8 88an adept aisting inetit-utions. These things will take

considor-able time u2leas we should enter a period of crisis0

Probably the Administration expected too much too soonQ Probably

ti a GlIdepoasts should rsally hava been viewd as "a contribution to a

discussion".) which Is the way the Council described thsm, rather than as

a national wage policyG. But in any case., the discussion has now bean

opene%dO Economists can and should ply a leading role in pushing it

Arthur M4. Ross
University of California
Berkeley' California


