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:olebrated "Guldeposts for Noninflatlonary Wage and Prics

% iseued only seven months ag0, have occasioned more commend

than sny previocus proncuncemsnts by the Ceouncil of

tdvisers zince that body was established in 19h6,

1gation of the Ouldeposis was precesded and succeaded by

s otatements from high government efficials - including the

ent, Seevetary Goldberg and Chaixman Heller - to the effect thai

¢ and price decisions wore mno longer a purely private

but now partook of ths publie interest,

The govermment would

conzera iteel? with the content of collective bargaining

snd not mevely with procedures for peaceful negotiation,

=
vears of slackness in the economy, the Adwinistration was

1 o restore full employment (although the concept of full

It was feared that as full

had been loozened somswhat),

cyrent was more closely approached, price inflation would set ing

¥ viriue of collective bargaining and administered pricing, even

wnle regsources ware still in ample supply. Inflation

make it more diffioult to inorease the favorable balance of

commodity trade, which spproximated §5,000,000,000 in 1961, But

witiess the balance of trade could bLe improved, the ciov’mtry could

not mest ite wilitary and sconomic responsibilities around the world

winh oncountering an intolsrable gold loss.
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Ang price and wage-deternining institutlons, In the 1950's
thers wes o widespread conviction we could not have the best of both
sorids, snd thabt creeping inflation was preferable to creeping
Legnation i¥ a cholce had 4o be made. This sarlier dsbate was
conducted primaselly in a domesiic context, however, Emergance of
= forveign exchange problem gave another twist to the screw and
Lred penewed afforte to find ways and means of reconciling owr
principsl economic objectives.
Eefore turning to the Guideposts themselves, we may observe
thet the Unlied States is not the only country currently endeavoring

to varivein wvage increases, in ordsr to prevent inflation, without

Jmrionenting full-blown wage and price controls. Since 1955 the

Conservadive government im Great Britain has experimented with varicus

nicuss, Mozt recently the Chancellor of the Exchequer,

¥r. Saluyn Lloyd, instituted a2 "wage pause" in the Civil Service, the

‘ommlized industvriss, end othér sctivities subject to direct control

ha govermmend, It was hoped thet this policy would set a goed
exenple for the private sector, It is not at &1l clear that this

hope wes realised, bud it is amply clear that the "wage pamuse"

buted te the sagging popularity of the Tories snd to Mr. Lloyd's
replacement as a Cabinet mermber in July of this ysar.

Similerly, Chancellor Adsnsuer and the President of the

vank have bsen sounding warnings sgeinst wage increasss in

S

cxegss of four percent, which is stated to be ths average anmual
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of Corman employers. The indilviduel employsrs have ignored them almost

etely, however, and have been granting wage incrsases which
souid seem astronomical even in the California construction indusiry.

In Frances, a2s in Britain, 2n austerity wage policy has besn
pursuad in the public services and nationalised industries, Great
warest has resulted, perticulerly among transportation workers,

When Prime Minister Debre addressed a leiter %o the employers! confed-
sration urging restraint in wage bargaining, the union groups reacted
angrily against this one-sided intervention,

Here inm the United States, the Council of Economic Advisers
hoe nade repeated observations on wage policy during the past decade.
In Janusry 1952, Prssident Truman'’s outgoing Council urged that
wags incressss be held to ths level of productivity gains, sbout
twe or thres percent amnually. President Eisenhower®s Council more
than once endorsed the seams preoposition in rather gsneral terms., In
the 1959 steel dispute, Administration pressure probably held down
the size of the wage psackage, but aziso encouraged the employers?
intransigent bargaining posture and the long strike over local
working practices,

Thus the Guideposts are not new in principls., What is new
is the more detailled e:positiori of thess principles by the Council
znd the ardor with which the Admdnlstration has embraced them.

The Council’e central proposition is that "if a1l prices

remgin atable, all hourly lsbor costs may increase a3 fast as
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in total cuiput.”

3 the Dalphie pronouncement which was widely interpreted as establishing
a "thres percent productivity limit." Actually no percentage figure is
stated, but a table is supplied showing average rates of growth of
outpul per man~hour in various parts of the economy during vardous
time periods, Three percent iz the average annual incrsase in the total
private economy between 1947 and 1960.

The Council then modsstly observes that productivity is a guide
rather than a rule for appraising price and wage behavior. Thers are
problems in measuring productivity change; the existing distributicn of
incone between lebor and capltal iz not necessarily immutableg and "the
pattern of wages end prices among industries is and should be responsive
to forces other than chenges in preductivity.®

After an inconclusive discusaion of productivity measurement and
tha share of lsbor incoms, the Council proceeds to the third peint,
ifhat are the Guideposts which may be used in judging whether a particular
price or wage decision may be inflationary?®, it asks.

Passing over the discussion of prices, we coms to the guides for
non-inflationary wage behavior., "The general guida...ls that the rats
of iner=ase in wage rates {including fringe benefits) in each industry be
equal to thse trend rate of over=zll productiviity inersass...wage rate
increases would exceed the geneval guide rate in an industry which
wonld otherwise be unable to attract sufficient labor; or in whiech wags
rates are exceptionally low compared with the range of wages earned
elsewhers by similar labor, becsuse the bargaining position of worksrs
has been weak in particular locsl labor harkets. Wage rate incresases



would fall sho

t of the g¢

not provide jobs for its entire labor force even im timss of generally

full employments or in which wage rates sre excepticnmally high compsared
with the range of wages earned elsswhers by similar labor, becsuse the

bargaining power of workers has been exceptionally strong.®

At first blush the CGuideposts sesm simple enough but on further
snalysis, vumerous problems of intsypratation and spplication arise.

Are the Guidapests only a mesns of assisting the gensral publie in
appraising the wisdom of private {rage and price declisions, or ere they
mandatory and subject to enforcement through the exercise of executive
power? The Council's Report insiste that the Gulideposts sre intended
as a contribution to "public discussion and clarification of the issues.®
But the Fresident and Secrstary CGoldberg have stated on more than one
cecagion that the govermment camnot stand idly by when the public
interest nesds protecting.

How are the Guidsposts to be interprsted? Three possibilities
suggest themsslves., The first is that increases should not exceed 3.0
or 3.5 percemt. Although the Council strove %o obviate such an
interpretation, the Administration has comtributed to it by publicly
praising significant wage settlemsnts "within the limits set by produe-
tivity," and remaining silent cn those excesding 3.0 or 3.5 percent,

The second possible interpretation is the ome which the Council
urgsg: that average wage increszazes shounld not exceed average productivity
gaine, but that specific adjustments n'ay deviate upward or downward in
accordanca with the Council’s suggested criteria., The eriteria themselves
have some startling implicstions, such ss the notion that wage increases



under fyee ccllective bargaining cen and shonld be inversely proporticnsl
to the workers? bargaining power. The Report betrays a curlous imnocence
af the pressures and energles atl work in 'real collective bargaining
situations, But there is an even mors fundsmentzl problem: how can a
desired ex post statistical resul® be converted into thousands of
ex apte wage decisions? Hae the Council really given us polliey guides or
morely tools of economic analysis? Horeover, do mot the criteria easily
lend themselves to opportunistic re-labelling of wage demands and adjust-
ments? The Unlisd Automobile Workers, ingeniocus as sver, led the way
hy asserting that increases in exceas of average preductivity gains
should be negotiated in the asrospace industry in order to "catch up"
previcus deficiencies. Also, has the Administration now estsblished an
inflationary "bargaining floor"™ of three percent, as many employsrs
complain?

& third possible interpretation of the Guideposts is that thsy
provide a servicsasbls tool which ths Administration ney use as the
basie for exeriing pressure in a few key situations such as steel., This
'ig probably the most practical and reslistic view, but hers also thare
are some sticky gquestions to be answered, Aside from the basic steel
industry, whers are these key situations? As Solicitor Generel
Archibald Cox recently confessed, "steel is almost unique.” He said that
"$he trick may be to pick out those few key asitustions which have the
same potential as steel for setting off a chain resaction.” Automobiles,
alumipum, petroleum and alrcraft wers mentioned as possibilities, but
cf these only the first really has the power to set off a chain reaction
in other indusiries;

/11 four of Mr. Cox's candidatss, like basic steel, are industries
with a few big corporations which negotiste company-wide agreements with
industrisl unions. Az many observers have noted, the Admintstration
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has not found any practiecal method of putting its finger on the constructi

indusiry with ite highly decentralized bargaining structurs. Is it
equitabla to concentrate on a few industries and unions which are
exposed pelitically by virtue of size and concentration? Moreover, is
it practical, or will the so-called "responsible"” unions find the price
teo great? In this connsetion we mey note thet the Teamsters Union is
now attempiing to raid the Communications Workers, who consulted with
the govermment prior to the recent wage settlements in the telsphone
industey, Ons of Mr, Hoffa's principal arguments is that CWA officials
zold out the interasts of the membarship.

Regardiess of how tha Guideposts sre interpreted, thsre ars
some additlonal problems to be noted. When the government endeavors
%o influence the results of a decentraliized bargaining system while
preserving the right to strike, we really have a dusl basis of wage
determination., The weel unions will expect the goverment o assist
them in securing "the productivity formmla", while the sirong unions
will sxert their bargsining power. As we learned from the experience
of the Wege Stabilization Board during the Korean War, tha net resuit
is likely to be stimulation rather than restraint of wage increases.

Subjecting the wage-setting process to a formula wuld sterilize
the cantrsl function of trade unions at a time when the labor movement
is slready in deep distress. Cen organised labor accept voluntary
sterilization? The case might be different if something were offered
in veturm, as the War Lsbor Board offered union sscurity in rotnrﬁ for
wage econtrol during World War II. But nothing is provided to help the
unions solve their institutionsl problems, Under these conditions it
is ceorteinly doubtful that the Administration could implement ths
Guidelines in a seriocus way without sacrificing labor support.



Finglly, we muat ask whether sctive emphasis on wage restraint
is appropriate when economic recovery has fallen so far short of full
eﬁip‘!.oyn_xente Sc long as the rate of unemployment hovers bstween five
snd seven percent of the laber forcs, inflation is not a sserious threat.
{During the past two years prices have advanced more rapidly in Western
Europs than in the United States.) Wage restraint is clearly an
indispensable elemsnt in a rsal full employment policys but in the
econowlc circumstances of 1961-62, the degree of emphasis has been
quite disproperticnats.

it is salweys possible, of cocurse, that a policy which sppears
to have sericus defects on peper will work well in practice. After
‘lam than one year of experisnce, it iz too early to appraise the
practical effects of the wage gvideposts, The Administration was
suecessful in staving off a dampging increase in steel prices., The
siesl wage ssttlement was praised for being non-inflationary. Likewlse
ths wags settlement for non-operating railroad employeeak (slightly
sxcseding ten cants per hour) won a presidentisl blessings fut if the
Caideposts had been taken serioualj the increase would have been smaller,
congidering the rapidly declining employment trend in the industry, In
any event it is doubtful that the increase vouid have bsen any larger
in the absence of the Cuideposts. In the shipping and airline industries,
wage settlemsnts far out of line with the Cuideposts were developed with

the asslstance of federsl rediators, emergency boards and speclal

representatives., Large incrcassz in the construction industry have
been negotiated in contracts running from three to five years in
duration, As 1962 has worn onm, :



informsd obssrvers have increasingly come to believe that the Culdeposts
are impeding peaceful sgrsement and probably exerting an inflatlonary
impact on balance. In a significant speech dsliversd st San Francisco,
ths Director of the Federal Mediation snd Conciliation Service wenit out

of his way to play down the "productivity formula®, urging that there
should be lese exphasis on the average and mors emphasis on the exceptions,
qualifications and deviations., I am inclined to predict that govermment
leaders will by saying less about wage gulideposts in the immediate

futare.

I have no desire to deprecate the problem to which the Guideposte
are directed., Standards of economic performsnce have become more
exacting: creeping inflation is no longer 23 acceptable as it seemsd a
few years sgo. There is little reason to doubt that the price level
would begin to climb once more if we should come close to full employment,
thet a cost push originating in administered-price industries would
contribute to the trend. Most of the ecomomically advanced countries
are struggling to find ways end reans of encouraging noninflationary
wage settlements without sacrificing the inmstitutions of free collective
bargeining, The fact that they have mot yst beer successful does not
mean that the search should be abandoned,

The next step for us in s United States, I bslleve, 1is to
understand more fully the requirements of successful wage restraint in
pescetime and to appraise cur situation realisticaelly in the light of
these reguirements,

i, The first regquiremsnt iz public acceptance of am overriding
national need justifying restraints on private behavicr., Thers was
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public acceptance of the need during World Wer II, of courss. Soms
Buropean countries have expsrimentsd succesasfully with wage restraint
during the pestwar period; im thess countries foraign trade is such an
important part of the econcmy that the exchange problem is clsar to all
concerned, On the other hand, American ladbor and msnagement heve certainly
not baen persusded that these traditionally private areas of decision
have now entered the public domsin,

2., Second, decision mskers and opinion leaders must have a®
leaszt a general understending of the sconomic relationships invelving
wages, prices and productivity. In the United States labor and management
each employ their owm distorted carlcaturs of econcmics, ;as contPasted
with a country like Sweden where one finds a baslc consensus on these
matters. The relatively low level of economic understanding in the United
States has seversl explanations, ln my opinion: foreign trade has bsen
only a minor component of total business activily; econcmic constraints
in general have not besn az texing as in Burope; professional esconomists
have tco often shied away from public affairs, preferring to sharpen
their snslytical tools rather than use them,

3. Next, a successful national wage policy must have positive
as well as negative olementé so that ell the pressure will not appear to
be directsd against the workers, In this connection it is interesting
that some Eurcpesn countries combined wege restraint with a poligy of
"wage solidarity", an explicit commitmsnt to improve the relative
position of those at ths bottom of the income pyrawid. One of the'
difficult elements in the Administration's spproach is that all the
praies is regerved for the low settlements, The federal minimum wage
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has baan increased, it is true, but lsgal enactments do not contribute
directly toward balancing ovt the performsnce of the collective bargaining
mechanism. ‘

Lo Wage restraint must be sought in an appropriate context of
aconcmic policies designed to implement a full-employment commiiment.
Until very recently, the Administration seems to have been unduly
preoccupled with fears of inflation and insufficiently concernsd with
rastoring full employmsnt, At timss we have been given the impression
that wage restraint is vitally nesded in 4its own right even with & five
or gixz percent unsmployment ratio, Surely this is not correct. Concededly
the Admindstration has a difficuit row to hoe in persuading most Amsricans
_ te accept the economlic policies necessary to maintain full employment.
Resistance to planning and controls, the tradition of carporate sutonomy
and the strength of business unionism are powerful barriers, These
barriers will not dissppear overnight and a single spsech at Yale on
the subject of ccomomic myths will not suffice to dispel them.

5. History shows that effective wage restraint canrot bs imposed
cn the perties from the cutside., Om the contrary, it must be developed
through censuliation betwsen labor, industry and the govermment. For
this purpose thers must be a potent, competsnt consultative mechanism
capable of producing an authoritative comsensus. In the Presideni's
Labor-Management Committee we have an intsrssting experiment in top-
level consultaticn, but the effectiveness of the Committes in controwersial
areas is net yet demonstrated. The central problem seems to be that of
intersst-group leadership. Who speaks for American employers? If
N.A.M, and Chanber of Commsrce officials are selected, they will adhere
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to rigid ovganizational positions, If prominert industrialists are
chosen, their individual views will no% necessarily be binding on
industry as a whole, In sslecting labor representatives, the Administration
necessarily turns to the heads of the AFL-CIO and of major unions; but
here again it has not yet been shown that these representatives will
deviate publicly from their institutional doctrines, In this respect
ths recent White House Conference on National Economic Issues, sponsored
by the Labor-Msmagemsnt Commitiee, was particularly dissppointing.

6. Finally, any influential national wage policy must be
impregnated into the collective bargaining aspparstus, Otherwise it will
merely serve as & target or beacon for the weak unions without restraining
the strong. Thers ars several possible ways in which a wage policy might
be incorporated into the collective bargaining aystem, (a) There might
be a highly centraliszed bargaining siructure, with leadership and
coordination supplied by powsrful labor and employer federatioms. This
is the situetlon in Norway and the Netherlands, which are regarded as
the most successful praetitioners of consclcus wage restraint in peacetims,
() There might be a tripartils government board with mandatory power,
such as the National War Lsbor Board of World War II. (e) The collective
bargaining scens might bs dominataed by a few unions with cenbraliszed
bargaining pelicies, If sufficiently secure from factionalism, rival
unioni=se, and internsl unrest, these unions might be emenable to
government pressure, (d) Conceivably, the public sector of the economy
might be so large that the wage policles of govermment, acting &s an
employer, would set the pettern for the private sector as well,

To 1izt these possibilities is emough to show how remote they
are at the present moment. The Ameriean bargaining structure is among
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the most decentralized in the worlid, and the federations of industry and
lzbor are very wesk. Certainly the nation is not now preparsd % accept
the equivalent of compulsory arbitration and direct wege-price controls

in peacetime, Union members are divided among scores of organisationsg

and meny of these - such as the construction unions - practice decentralized
bargaining, And certainly the public sector is nct a pattern sstter,

nor likely %o be one in the forseesble future.

Thus a reslistic appraisal of the situation gives no grounds for
eagy cptimism over the prospects of wege restraint im peacetime., Tet
the underlying problem is stlll with us if we continue to belleve that s
five percent unemployment rats is too high, a three pei'cent growth rate
is toe low; and a tuo‘ or thres percent rate of creeping inflation is too
rmoch, A1l this means that we will have to develop a more sophisticated
congensus on econcwic facts and relationships., We will need greater
aceeptance of overriding natiomal goals eand a proper "policy mix" in
which wage and price restraint hawe their necessary place in a full
employment strategy. We will find it nacessary to develop some new
institutions and a2dspt exlsting institutions. These things will take
congiderable time unless we should enter a period of crisis,

Probably the Administration expected too much too soon, Probably
the Guideposts should rsally have bsen viewed as "a contribution to a
discussion®, which is the way the Counclil described them, rather than as
a nationsl wage policy. But in any case, the dlscusszion has now been
opened, Economistis can and should plsy a2 lesading role in pushing it
forward.

Arthur H. Ross

Univergity of Califormia
Berkeley, California



