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DR.  KRESS:  G e n e r a l  Mundy ,  G e n t l e m e n :  T h e r e  is  an  old a d a g e  tha t  

i f  you  wan t  s o m e t h i n g  done  you  s h o u l d  go to a b u s y  m a n  to get  i t .  Tha t  is  

t r u e  t h i s  m o r n i n g .  

O u r  s p e a k e r ,  M r .  S t a n l e y  R u t t e n b e r g ,  r e t u r n e d  j u s t  b e f o r e  the  h o l i d a y s  

f r o m  a r e s e a r c h  job in E u r o p e ,  s p e n t  a l l  d a y  y e s t e r d a y  b e f o r e  t he  J o i n t  

E c o n o m i c  C o m m i t t e e ,  and  l e a v e s  nex t  F r i d a y  fo r  the  q u a r t e r l y  e x e c u t i v e  

m e e t i n g s  of the  A F o f L - C I O  in M i a m i .  

I am s u r e  the  D i r e c t o r  of R e s e a r c h  w i l l  be  v e r y  b u s y  on t ha t  job and 

not  s u r e  tha t  he  is in M i a m i  o r  s o m e  o t h e r  p l a c e .  

We a s k e d  h i m  th i s  m o r n i n g  to t a l k  on the  p r o s  and c o n s  of w a g e - p r i c e  

r e l a t i o n s h i p s ,  and he  did not  h e s i t a t e  f o r  a m o m e n t  to  a c c e p t  t ha t  a s s i g n m e n t .  

As you  know,  w i th  the  e x c e p t i o n  of t h r e e  y e a r s  in the  A r m y ,  f r o m  1943 to 

1946, he has  s p e n t  a l l  h is  t i m e  s i n c e  1938 in r e s e a r c h  on l a b o r  p r o b l e m s .  

M r .  R u t t e n b e r g ,  it  is  a p l e a s u r e  to i n t r o d u c e  you  to  t h i s  a u d i e n c e .  

MR.  R U T T E N B E R G :  T h a n k  you  v e r y  m u c h .  G e n e r a l ,  and P a r t i c i p a n t s  

h e r e  in t h i s  I n d u s t r i a l  C o l l e g e  of the  A r m e d  F o r c e s :  I, as  a f o r m e r  v e r y  

j u n i o r - g r a d e  o f f i c e r  in the  Q u a r t e r m a s t e r  C o r p s ,  f e e l  k ind  of out  of p l a c e  

wi th  a l l  t h e s e  g e n e r a l s  and  c o l o n e l s  h e r e .  If you w i l l  p a r d o n  tha t  f o r  a m o m e n t ,  

I w i s h  i t  w e r e  a w e e k  f r o m  F r i d a y  tha t  I would  be l e a v i n g  fo r  o u r  e x e c u t i v e  



council meeting. It happens to be the first thing in the morning, which 

makes it even worse, because a great deal of the work that has to be done 

still is left to be done today. 

I am going to talk today about the Price-Wage Relationships as Factors 

in Economic Stabilization. As a matter of fact, I have done something that 

I seldom really do, and that is, I have written this out, because I am going 

to use it, not here but at a few other places in the course of the next 2 or 3 

weeks. I wanted to state the problem, so, if you will bear with me, I am 

going to read parts of this. But, because I am going to read parts of this, 

don't let it hinder you from asking me the most embarrassing questions that 

you can conceive of during the question and answer period, because, the 

more embarrassing and difficult they are, the better I will like them. I 

won't guarantee you that l'lt answer them to your satisfaction, but l'll make 

a stab at trying to answer them. 

Our eeonornic challenge today is to keep a highly complex economy 

moving forward, picking up momentum as it goes. The goal for economic 

survival is a balanced growth rate of about 5 pereent a year. I am sure 

Leon Keyserling yesterday talked to you at some length about that. We 

must have a maximum level of employment, production, and purchasing 

power in attaining that goal. 

Prices and wages can be discussed intelligently only within the framework 

of this overall concept, for both price and wage movements respond to the 

direction of the total economy and are sensitive to its swift changes. The 
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r e l a t i o n s h i p s  b e t w e e n  p r i c e s  and  w a g e s ,  b e t w e e n  p r i c e s  and  the  e c o n o m y ,  

and b e t w e e n  w a g e s  and the  e c o n o m y  a r e  v a r i e d  and c o m p l e x .  D i s t o r t i o n s  

h a v e  m a d e  t h e s e  r e l a t i o n s h i p s  s e e m  s i m p l e  and a u t o m a t i c .  In fac t ,  t he  

a t t e m p t  f o r  s e v e n  y e a r s  to t r e a t  w a g e s  and p r i c e s  a s  i s o l a t e d  f a c t o r s ,  

o c c a s i o n a l l y  w r e a k i n g  e c o n o m i c  h a v o c ,  ha s  h u r t  and h a r m e d  the  A m e r i c a n  

e c o n o m y .  The  m o m e n t  p r i c e s  and  w a g e s  a r e  l i f t ed  out of c o n t e x t  and m a d e  

the  goat  f o r  e v e r y  e c o n o m i c  i m b a l a n c e ,  m i s t a k e n  p o l i c i e s  r e s u l t .  

T h e s e  m i s t a k e n  p o l i c i e s  have  led  A m e r i c a n s  to go off to w a r  a g a i n s t  

i n f l a t i o n  a s  t h e i r  c h i e f  e n e m y  f o r  the  l a s t  s e v e n  y e a r s .  Ye t  the  k ind of 

i n f l a t i o n  t h e y  fought  did not  o c c u r  in t h o s e  s e v e n  y e a r s .  W e a p o n s  to ha l t  

p r i c e  r i s e s  t h e r e f o r e  w e r e  i n e f f e c t i v e  b e c a u s e  t h e y  b o r e  no r e l a t i o n s h i p  

to  p r i c e  c h a n g e s .  T h e y  w e r e  s u c c e s s f u l ,  h o w e v e r ,  in c u r b i n g  e c o n o m i c  

g r o w t h .  And tha t  is  the  k e y  q u e s t i o n :  A g r e a t e r  c o n c e n t r a t i o n  upon  f i g h t -  

ing  i n f l a t i o n  t han  upon s t r i v i n g  fo r  the  a t t a i n m e n t  of the  e c o n o m i c  g o a l s  

t ha t  I a m  s u r e  L e o n  K e y s e r l i n g  t a l k e d  to you  abou t  y e s t e r d a y .  

Thus ,  m i s t a k e n  n o t i o n s  abou t  p r i c e - w a g e  r e l a t i o n s h i p s  have  f o r  s e v e n  

y e a r s  a i d e d  A m e r i c a ' s  No. 1 e c o n o m i c  e n e m y ,  s t a g n a t i o n ,  w h i l e  the  w h o l e  

N a t i o n  has  b e e n  d i s t o r t e d  to f ight  an  e n e m y  w h i c h  does  not  e x i s t .  I n s t e a d  

of a g r o w t h  r a t e  of 5 p e r c e n t  a y e a r ,  we h a v e  had a t o t a l  output  i n c r e a s e  

of abou t  3 p e r c e n t  a y e a r ,  and  a p e r  c a p i t a  i n c r e a s e  of . 6 of 1 p e r c e n t  p e r  

y e a r  in the  l a s t  s e v e n  y e a r s .  And tha t  is  not  enough .  As I s h a l l  d e m o n -  

s t r a t e  a l i t t l e  l a t e r ,  it  is in f ac t  the  f a i l u r e  to r e c o g n i z e  the  need  f o r  and  to 

a c h i e v e  b a l a n c e d  g r o w t h  tha t  ha s  c o n t r i b u t e d  to  s o m e w h a t  u p w a r d  p r e s s u r e s  
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in  the  e c o n o m y .  The  g r o w t h  r a t e  of . 6 of 1 p e r c e n t  in the  p a s t  s e v e n  y e a r s  

is j u s t  o n e - s e v e n t h  the  g r o w t h  r a t e  p e r - c a p i t a - w i s e  of the  Sov ie t  Union .  

Wi th in  t h i s  f r a m e w o r k  of a g r o w i n g  e c o n o m y ,  two a d d i t i o n a l  p r e m i s e s  

m u s t  be  a c c e p t e d  b e f o r e  p r i c e  and w a g e  m o v e m e n t s  c a n  be  v i e w e d  i n t e l l i -  

g e n t l y .  L ike  the  o v e r r i d i n g  and o v e r w h e l m i n g  i m p o r t a n c e  of e c o n o m i c  

g r o w t h ,  t h e s e  i d e a s  have  b e e n  l o s t  to t he  A m e r i c a n  peop le ,  d e s p i t e  m a n y  

e f f o r t s  to  e m p h a s i z e  t h e m .  

The  f i r s t  is  the  n e e d  f o r  b a l a n c e  b e t w e e n  i n v e s t m e n t ,  p r o d u c t i o n ,  and  

c o n s u m p t i o n .  The  o t h e r  is  the  e f f e c t  of the  swi f t  t e c h n o l o g i c a l  c h a n g e  on 

the  p r o b l e m s  of the  A m e r i c a n  e c o n o m y .  F i r s t - - o n  b a l a n c e d  g r o w t h - -  

A m e r i c a ' s  s u c c e s s  in p r o d u c i n g  v a s t  q u a n t i t i e s  of goods  h a s  b e e n  a s o u r c e  

of p r i d e  to a l l  of u s .  The  n e c e s s i t y  of b u i l d i n g  p r o d u c t i v e  c a p a c i t y  to t u r n  

out  e v e n  m o r e  goods  and  to i n s t a l l  new i n n o v a t i o n s  e x c i t e s  the  i m a g i n a t i o n  

of the  A m e r i c a n  p e o p l e .  P o l i t i c i a n s  c o n s t a n t l y  h a i l  b u s i n e s s  i n v e s t m e n t  

and  p r o d u c t i o n  and  c a l l  f o r  w a y s  to get  m o r e  of i t .  L a t e l y ,  the  P r e s i d e n t  

of the  U n i t e d  S t a t e s  has  a d v o c a t e d  t ax  c h a n g e s  to s p u r  e v e n  m o r e  i n v e s t m e n t  

in  p r o d u c t i v e  c a p a c i t y .  In fac t ,  e a c h  t a x - l a w  c h a n g e  of the  1950 ' s  i n c l u d e d  

an i n v e s t m e n t  s p u r .  

But c o n s u m p t i o n ,  the  c o u n t e r p a r t  of  i n v e s t m e n t  in g r e a t e r  p r o d u c t i o n ,  

t he  r e a l  i n c e n t i v e  f o r  b u i l d i n g  new p lan t  and e q u i p m e n t ,  f o r  i n c r e a s i n g  p r o -  

d u c t i v e  c a p a c i t y ,  f o r  t u r n i n g  out m o r e  goods ,  r e c e i v e s  l e s s  a t t e n t i o n .  E v e n  

w o r s e ,  it  e x c i t e s  s u s p i c i o n .  It is a m a z i n g ,  a s  s o m e o n e  r e m a r k e d  r e c e n t l y ,  

how m a n y  p e o p l e  t h e r e  a r e  who do not  u n d e r s t a n d  tha t  in o r d e r  to s e l l  s o m e t h i n g  
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you must have somebody who will buy. Increased buying power, growing 

markets, and the anticipation of sales are the best possible incentives for 

investment and greater production. Certainly there are more laudable 

incentives than the avoidance of taxation, yet tax sweeteners for business 

are part and parcel of every tax revision, while buying power boosts, such 

as increased exemptions or lower tax rates for Lhe bower brackets, are 

regarded as inflationary suggestions, supported only by the devils who want 

to destroy America. 

Consumption is, in rny judgment, the key to the future balance of our 

economy. It is not enough to say that personal income has expanded to 

the highest levels in our history. The rate of per capita incomes rise has 

been less than 3 percent total since 1956, or about . 6 of a percent a year. 

Yet every attempt to spur consumption is regarded as inflationary. Wages 

and salaries are the sources of the Nation's buying power. Since productive 

capacity has been used at the level of only about 80 percent of capacity on the 

average for the last seven years, it is clear that vast inflationary pressures 

have not--and I repeat have not--existed. 

As a first step toward balance in the economy, the following consumption 

strengtheners should be regarded with as much favor as are business incen- 

tives: 

i. Higher wages, which, in addition to their positive value for balancing 

the economy, can keep the economy from plummeting even lower in recession. 

2. A minimum wage of at least $i. 25 an hour, to establish a civilized, 

5 



d e c e n t  m i n i m u m  i n c o m e  for  wage  e a r n e r s .  

3. Soc i a l  s e c u r i t y  i m p r o v e m e n t s  f o r  old p e o p l e  to l ive  d e c e n t l y  and 

to have  enough  m o n e y  to buy the  n e c e s s i t i e s .  

4. U n e m p l o y m e n t  c o m p e n s a t i o n  i m p r o v e m e n t s  fo r  a s y s t e m  that  

would  h e l p  s h o r e  up the  e c o n o m y  in r e c e s s i o n  wi th  a $300 b i l l i o n  b o o s t  

in less than a year's time. 

Constant exhortations about inflation, however, oppose each of these 

key consumer boosts. This anti-consumption war has helped to prevent 

balance in the economy and helped cause price and other distortions. 

Technological changes have shifted the pattern of American production, 

employment, and purchasing power. At the same time that the need for 

buying power has become increasingly important, the productive power of 

American industry has multiplied at an amazing rate in an amazing fashion. 

The first quarter of 1960 will see an automobile production greater than 

that of any quarter in the Nation's history, with over 130, 000 fewer auto 

workers being employed in producing the greater auto output. We can 

develop more machines with fewer men. The meaning of this for prices 

is not that everything will be cheap because less labor is involved. As 

I shall discuss later, automation's impact on prices depends upon finding 

ways to absorb a much greater production. 

Again, the balance wheel of production and consumption is called into 

play; only this time, with the advent of automation, there are fewer jobs 

in manufacturing, and potentially fewer jobs in relation to the population 

6 



in other sectors of American life. Whowill have the money to buy the 

increased output of American industry? The displaced auto worker ? The 

displaced steel worker ? The insurance worker who is displaced by the 

automated machine ? Jobs do not create themselves in an automated world, 

nior  do i n c o m e s  c r e a t e  t h e m s e l v e s  f o r  t he  j o b l e s s .  

The  i m p l i c a t i o n  of t e c h n o l o g i c a l  c h a n g e  fo r  b a l a n c e  in  the  e c o n o m y ,  

t h e r e f o r e ,  r e q u i r e s  a r e a d j u s t m e n t  of ou r  t h ink ing .  The  v a s t  s c o p e  of 

p r o d u c t i v e  ab i l i t y  m u s t  s o m e h o w  r e c e i v e  an  e q u a l l y  g r e a t  i n c r e a s e  in buy ing  

p o w e r .  The  new type  of p r o d u c t i o n  m u s t  s o m e h o w  be g e a r e d  to the  e c o n o m i c  

w e l l - b e i n g  of the  Nat ion,  and i n c o m e s  to buy the  new p r o d u c t s  of new m a c h i n e s  

m u s t  be  a v a i l a b l e  t h r o u g h o u t  an e c o n o m y  w h e r e  m o r e  and m o r e  w o r k e r s  have  

b e e n  d i s p l a c e d  by m a c h i n e s .  Yet  e v e r y  a t t e m p t  to r a i s e  w a g e s ,  e v e r y  a t t e m p t  

to a c h i e v e  d e c e n t  l i v i n g  s t a n d a r d s  fo r  l o w - i n c o m e  w o r k e r s ,  e v e r y  a t t e m p t  

to p r o v i d e  e m p l o y m e n t  t h r o u g h  u s e f u l  and n e c e s s a r y  publ ic  p r o j e c t s ,  s u c h  

as  s c h o o l  b u i l d i n g s  and pub l i c  hous ing ,  a l l  of t h e s e  e f f o r t s  to  k e e p  s o m e  

b a l a n c e  in the  e c o n o m y ,  and have  the  b a l a n c e  a d j u s t  to the  c h a n g i n g  p r e s s u r e s  

of the  new e c o n o m y  a r e  v i e w e d  as  i n f l a t i o n a r y .  

Now, wi th  th i s  b a c k g r o u n d  of e c o n o m i c  g r o w t h  and the  r o l e  of c o n s u m e r  • 

i n c o m e  as I s e e  it, l e t  m e  t u r n  to p l a c i n g  the  p r o b l e m  of i n f l a t i on  in  p r i c e s  

in what  I c o n s i d e r  to be i t s  p r o p e r  p e r s p e c t i v e .  To v iew p r i c e s  and w a g e s  

in s o m e  r e a l i s t i c  f a sh ion ,  it is n e c e s s a r y  to get  an o v e r a l l  p e r s p e c t i v e  of 

p r i c e  m o v e m e n t s  since W o r l d  War  H. 

t ion  m y t h  has  s p r e a d  t h r o u g h  A m e r i c a .  
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W a g e s  have  r i s e n  a c e r t a i n  p e r c e n t a g e .  A s y l l o g i s m  puts  t h e m  t o g e t h e r  

and s a y s  w a g e s  c a u s e  p r i c e  r i s e s ,  or ,  p e r h a p s ,  h i g h e r  p r i c e s  c a u s e  wage  

r i s e s - - t h o u g h  the  l a t t e r  is  s e l d o m  c o n s i d e r e d  s i g n i f i c a n t .  But s u c h  s y l l o -  

g i s m s  do not fi t  the  f ac t s .  V iewed  in h i s t o r i c a l  p e r s p e c t i v e ,  p r i c e  r i s e s  

in r e c e n t  y e a r s  have  not  b e e n  a s t o n i s h i n g l y  h igh.  As P r o f e s s o r  Alv in  H a n s o n  

of H a r v a r d  e x p l a i n e d  in a l e t t e r  to the  New Y o r k  T i m e s  about  a y e a r  ago:  

"When  anyone  s u g g e s t s  a p o s s i b l e  i n c r e a s e  in p r i c e s  of a r o u n d  

2 to 2 .5  p e r c e n t  p e r  a n n u m  o v e r  the  nex t  2 o r  3 d e c a d e s ,  a l a r m i s t s  a r e  

apt  to  c ry ,  'Ru in  and d i s a s t e r ! '  Th i s  r a t e  of i n c r e a s e  is ,  h o w e v e r ,  p r e -  

c i s e l y  what  the  Uni ted  S t a t e s  in fac t  e x p e r i e n c e d  d u r i n g  the  l a s t  60 y e a r s .  

Indeed ,  the  r e c o r d  d u r i n g  the  y e a r s  1948 to 1958, which ,  h o w e v e r ,  i n c l u d e d  

a w a r  of c o n s i d e r a b l e  d i m e n s i o n s ,  d i s c l o s e s  a p e r  a n n u m  p r i c e  i n c r e a s e  not 

m u c h  m o r e  than  ha l f  as  l a r g e  as  1 .25  p e r c e n t  fo r  w h o l e s a l e  p r i c e s  and 1 .75  

p e r c e n t  fo r  c o n s u m e r  p r i c e s  a d d e d  in the  e n t i r e  6 0 - y e a r  p e r i o d .  Th i s  is  by 

no m e a n s  an i r r e s p o n s i b l e  r e c o r d .  " 

I would  l ike  to  j u s t  put t h e s e  f i g u r e s  on the  b o a r d  fo r  you to k e e p  in m i n d  

~s I go a long .  ( W r i t e s  on the  b l a c k b o a r d .  } In the  6 0 - y e a r  p e r i o d  f r o m  1897 

to  1958, the  a v e r a g e  p r i c e  i n c r e a s e  in the  A m e r i c a n  e c o n o m y  has  b e e n  2 .5  

to 2 .75  p e r c e n t  p e r  y e a r .  Th i s  is  t r u e  of the  p e r i o d  if  you t ake  1897 to 

1913. If you t ake  the  p e r i o d  1913 to 1948, or ,  if you t ake  the  e n t i r e  p e r i o d ,  

1897 to 1958, the  s a m e  is  t r u e .  But yet ,  f r o m  the  y e a r s  1948 to  1958, 

t h o s e  y e a r s  w h i c h  have  r e c e n t l y  b e e n  a t t a c k e d  as  the  g r e a t  y e a r s  of in f l a t ion ,  
s a l e  

we find tha t  w h o l e / p r i c e s  i n c r e a s e d  by 1 .25  p e r c e n t  a y e a r ,  and r e t a i l  c o n s u m e r  
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p r i c e s  i n c r e a s e d  by 1. :75 p e r c e n t  p e r  y e a r .  If our  c o u n t r y  did not  go to r u i n  

in th i s  p e r i o d  wi th  th i s  k ind  of p r i c e  r i s e ,  why a r e  we c o n c e n t r a t i n g  t oday  
the  k ind  of 

m o r e  on f i g h t i n g  i n f l a t i on  than  we a r e  o n ] e c o n o m i c  g r o w t h  w h i c h  th i s  A m e r i c a n  

e c o n o m y  n e e d s ,  and n e e d s  qu i t e  v i t a l l y ?  

V iewed  in r e l a t i o n  to c h a n g e s  e l s e w h e r e  in  the  w o r l d ,  the  Uni ted  S ta te s  

p r i c e  m o v e m e n t s  have  gone  in m u c h  the  s a m e  d i r e c t i o n  as t h o s e  of o t h e r  

n a t i o n s .  Th i s  has  s o m e  r e l e v a n c y  to the  p r o b l e m  of w h e t h e r  we a r e  p r i c i n g  

o u r s e l v e s  out of the  w o r l d  m a r k e t .  If any th ing ,  the  U. S. r e c o r d  a p p e a r e d  

b e t t e r  t han  tha t  of m o s t  o t h e r  c o u n t r i e s .  A m o n g  20 na t i ons  s t u d i e d  by the  

I n t e r n a t i o n a l  L a b o r  O r g a n i z a t i o n ,  the  Uni ted  S t a t e s  was  f i f th  b e s t  in t e r m s  

of p r i c e  s t a b i l i t y  b e t w e e n  1948 and 1957. Mos t  r e c e n t  s t u d i e s  show tha t  

U. S. p r i c e  c h a n g e s  h a v e  b e e n  m o r e  m o d e r a t e  t han  t h o s e  of m o s t  c o m p e t i n g  

c o u n t r i e s .  An O E E C  c o m p a r i s o n  of U. S. w h o l e s a l e  p r i c e s  and t h o s e  of 

f ive  m a j o r  E u r o p e a n  c o u n t r i e s  i n d i c a t e s  the  f o l l o w i n g  t r e n d :  T a k i n g  the  

1954-56 a v e r a g e  w h o l e s a l e  p r i c e s  and c o m p a r i n g  t h e m  wi th  1958 p r i d e s ,  

the  c h a n g e  f r o m  1954-56 t h r o u g h  1958, the  U. S. s h o w s  a 6 .6  p e r c e n t  r i s e ;  

t he  Uni ted  K i n g d o m  7 .7  p e r c e n t ;  F r a n c e  2 1 . 1 .  W e s t  G e r m a n y ' s  i n c r e a s e  

was  s i m i l a r  to tha t  in the  Uni ted  S ta tes ,  about  5 . 3  p e r c e n t ;  and bo th  I ta ly  

and B e l g i u m  s h o w e d  a m u c h  l o w e r  p r i c e  r i s e  of l e s s  than  1 p e r c e n t .  

V iewed  in r e l a t i o n  to  o v e r a l l  l a b o r  c o s t s ,  p r i c e  m o v e m e n t s  have  

o b v i o u s l y  not b e e n  p u s h e d  f o r w a r d  by r e a l  wage  c o s t  p r e s s u r e s .  In fac t ,  

the  L a b o r  D e p a r t m e n t  s t u d i e s  have  s h o w n  that ,  d u r i n g  the  p o s t w a r  p e r i o d ,  

p r i c e  r i s e s  t e n d e d  to m o v e  a h e a d  of l a b o r  c o s t s .  The  B u r e a u  of L a b o r  
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Statistics said: 

"The index for unit labor costs was lower than the price index 

for every year prior to 1956, although the difference was very slight and 

probably insignificant in 1953- 54. " 

This is for the period 1947 to 1958. 

Viewed in relation to productivity, it is clear that price pressures 

could not have come from labor's taking too great a share of the output. 

The rise in real wages and salaries between 1947 and 1957, according to 

the Bureau of Labor Statistics, did not even keep up with the productivity 

rise. Output per man hour was up 37 percent in the decade. Fringe, wage, 

and salaries rose 35.2 percent. 

I think these figures are important to keep in mind. (Writes on blackboard. ) 

From 1947 through 1958 the total productivity in the American economy rose 

3'7 percent--productivity--while wages, including fringe benefits, including 

f r i n g e  b e n e f i t s ,  r o s e  by  35 p e r c e n t .  

the  e x h o r t a t i o n s  in the  n e w s p a p e r s ,  

I a m  s u r e  a11 of you  a r e  f a m i l i a r  w i th  

in the  m a g a z i n e s ,  in the  p r e s s  c o n f e r -  

e n c e s  of the  P r e s i d e n t  of the  Uni t ed  S t a t e s ,  and in the  e c o n o m i c  r e p o r t  of 

the  P r e s i d e n t  to the  C o n g r e s s ,  tha t  w a g e s  ought  to m o v e  in r e l a t i o n s h i p  to 

p r o d u c t i v i t y .  T h e r e  i s  l i t t l e  r e a l i z a t i o n  tha t  t h e s e  a r e  the a c t u a l  f a c t s ,  

as  b r o u g h t  out  by  r e c e n t  s t u d i e s  of the  D e p a r t m e n t  of L a b o r .  

V i e w e d  in t h e i r  a c t u a l  p o s t w a r  p a t t e r n s ,  o v e r a l l  p r i c e  m o v e m e n t s  in 

the  Uni ted  S t a t e s  r o s e  s h a r p l y  on ly  t w i c e .  L i s t e n  to th i s  c a r e f u l l y  if you  

wi l l :  two  s h o r t - l i v e d  i n f l a t i o n a r y  p e r i o d s  and then ,  a f t e r  an  i n t e r v a l  of 
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p r i c e  s t a b i l i t y ,  t h e y  b e g a n  to m o v e  f o r w a r d  m o r e  s l o w l y  a g a i n  b e t w e e n  

1956 and 1958. The  two s h a r p  w a v e s  of p r i c e  r i s e s  o c c u r r e d  d u r i n g  1946 

to 1948, and  f r o m  J u n e  1950 to J u n e  1951. Both  of t h e s e  u p w a r d  m o v e m e n t s  

w e r e  s t e e p - - a  r i s e  in the  c o n s u m e r  p r i c e  i ndex  of 23 po in t s  in the  f i r s t  

wave  and 9 po in t s  in the  s e c o n d  wave .  Bo th  w e r e  r e l a t e d  to w a r t i m e  p r e s s u r e s .  

The  f i r s t ,  1946-4~  fo l l owed  the  r e m o v a l  of p r i c e  c o n t r o l s  a f t e r  Wor ld  War  II, 

b e f o r e  the  e c o n o m y  had c o n v e r t e d  to enough  c i v i l i a n  p r o d u c t i o n  to a b s o r b  

the  d e m a n d  p r e s s u r e s .  The  s e c o n d  fo l l owed  the  s c a r e  b u y i n g  in a n t i c i p a -  

t ion  of s h o r t a g e s  at the  s t a r t  of the  K o r e a n  War .  

Mos t  e c o n o m i s t s  c o n t r i b u t e  t h e s e  p r i c e  r i s e s  in t h e s e  t h r e e  y e a r s  to 

a c t u a l  d e m a n d  in f la t ion ;  that  is ,  too  m u c h  m o n e y  c h a s i n g  a f t e r  too few 

goods .  Mos t  e c o n o m i s t s  r e c o g n i z e  that  t h e s e  p r i c e  m o v e m e n t s  w e r e  c a u s e d  

by  w a r - r e l a t e d  d e m a n d  p r e s s u r e s .  Mos t  e c o n o m i s t s  r e c o g n i z e  tha t  about  

t h r e e - q u a r t e r s  of the  u p w a r d  p r i c e  m o v e m e n t  s i n c e  Wor ld  War  II took  p l ace  

in j u s t  t h r e e  y e a r s  of a c tua l  i n f l a t i on .  F r o m  1951 to  1955 p r i c e s  w e r e  r e l -  

a t i v e l y  s t a b l e ;  but, a f t e r  the  1 9 5 1 - 5 5  i n t e r v a l  of r e l a t i v e : p r i c e  s t ab i l i t y ,  

p r i c e s  b e g a n  to i nch  f o r w a r d .  No swif t  wave  of d e m a n d  in f l a t i on  o c c u r r e d ,  

yet ,  l i t t l e  by l i t t l e ,  c o n s u m e r  p r i c e s  s h o w e d  an u p w a r d  push,  a push  w h i c h  

has  b e e n  v a r i o u s l y  a t t r i b u t e d  to  d e m a n d  pull ,  wage  cos t ,  c o s t  push .  

Ac tua l ly ,  t h i s  l a t t e r  p e r i o d ,  the  p e r i o d  of the  l a s t  f ive  y e a r s ,  p a r t i c u l a r l y  

m i d - 1 9 5 5  to  m i d - 1 9 5 8 - - f o r  p r i c e s  l e v e l e d  a f t e r  m i d - 1 9 5 8 - - i s  the  one  w h i c h  

d e m a n d s  m o s t  c a r e f u l  a t t en t i on ,  b e c a u s e  it  is the  p e r i o d  w h i c h  s e t s  the  

s t a g e  fo r  the  1960 ' s .  P r o b l e m s  in th i s  m o s t  r e c e n t  p r i c e  t r e n d  a r e  p r o b l e m s  
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f o r  t o m o r r o w .  T h e y  poin t  t he  way to the  n e e d  fo r  r a p i d ,  b a l a n c e d  g r o w t h  

and a b e t t e r  u n d e r s t a n d i n g  of ou r  e c o n o m i c  s y s t e m .  

F i r s t  of a l l ,  it has  b e c o m e  c l e a r  tha t  the  c o n s u m e r  p r i c e  index ,  the 

p o p u l a r  m e a s u r e  of p r i c e  c h a n g e s  in our  e c o n o m y ,  is  m a d e  up of a v a r i e t y  

of d i f f e r e n t  k i n d s  of p r i c e s .  I n d u s t r i a l  p r i c e s ,  t he  r e s u l t a n t  r e t a i l  p r i c e s  

of m a n u f a c t u r e d  goods ,  h a v e  m o v e d  d i f f e r e n t l y ,  fo r  e x a m p l e ,  than  have  

food p r i c e s .  Wi th in  the  i n d u s t r i a l  s e c t o r ,  p r i c e s  of s o m e  m a n u f a c t u r e d  

goods  have  m o v e d  d i f f e r e n t l y  f r o m  p r i c e s  of o t h e r  m a n u f a c t u r e d  goods .  

P r i c e s  of s e r v i c e s  have  m o v e d  s t i l l  d i f f e r e n t l y .  C o n s t r u c t i o n  and o t h e r  

p r i c e s  h a v e  had s t i l l  o t h e r  c h a r a c t e r i s t i c  p r e s s u r e s .  

It is  i m p o r t a n t ,  in d i s c u s s i n g  the  o v e r a l l  p r i c e  p a t t e r n ,  that  r e c o g n i -  

t ion  is  g i v e n  to what  k ind  of p r i c e s  in the  c o n s u m e r  p r i c e  i ndex  a r e  b e i n g  

d i s c u s s e d .  The  r e l a t i o n s h i p  b e t w e e n  w a g e s  and p r i c e s  in the  i n d u s t r i a l  

s e c t o r ,  fo r  e x a m p l e ,  d i f f e r s  f r o m  the  r e l a t i o n s h i p  b e t w e e n  w a g e s  and p r i c e s  

in the  s e r v i c e s  s e c t o r ,  w h e r e  the  i n f l u e n c e  m a y  be m o r e  d i r e c t .  

P r i c e  p r e s s u r e s  b e t w e e n  1956 and 1958, fo r  e x a m p l e ,  s h o w e d  tha t  two-  

t h i r d s  of the  p r i c e  r i s e  in t h i s  p e r i o d - - 1 9 5 6  and 1 9 5 8 - - c a m e  f r o m  the  food 

and s e r v i c e s  s e c t o r .  T w o - t h i r d s  of the  c o n s u m e r  p r i c e  r i s e  in the  p e r i o d  

1956 to 1958 c a m e  f r o m  food and s e r v i c e s ,  and l e s s  than  o n e - t h i r d  c a m e  

f r o m  the  i n d u s t r i a l  s e c t o r .  Yet  i t  is in the  i n d u s t r i a l  s e c t o r  tha t  m o s t  c o n -  

t e r n  has  b e e n  r a i s e d  in the  A m e r i c a n  m i n d  c o n c e r n i n g  p r i c e - w a g e  r e l a t i o n s h i p s .  

It is in the  i n d u s t r i a l  s e c t o r  tha t  i n f l a t i o n a r y  wage  s e t t l e m e n t s  a r e  he ld  up 

wi th  h o r r o r  fo r  the  A m e r i c a n  p e o p l e .  The  s t e e l  w o r k e r s '  w a g e s  and the  au to  
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w o r k e r s '  w a g e s  a r e  g i v e n  c r e d i t  f o r  a c o n s u m e r  p r i c e  r i s e ,  w h e t h e r  the  

c o n s u m e r  ~ p r i c e  i ndex  wen t  up b e c a u s e  of a d r o u g h t  o r  b e c a u s e  of r i s i n g  

c o s t s  of d o c t o r s '  b i l l s .  The  f a c t s  a r e  tha t  m a n u f a c t u r i n g  w o r k e r s *  w a g e s  

h a v e  s i m p l y  not  p r o d u c e d  p r i c e  r i s e s  in the  i n d u s t r i a l  s e c t o r .  The  f a c t s  

a r e  tha t  p r i c e  p r e s s u r e s  in m a n u f a c t u r i n g  have  c o m e  in p a r t  f r o m  a f a i l u r e  

to  s e e  t he  v a l u e  of low un i t  p r o f i t  m a r g i n s  and a h igh  v o l u m e  of s a l e s .  The  

b a s i c  i n d u s t r i e s  of A m e r i c a - - s t e e l a u t o ,  oi l ,  e t  c e t e r a - - h a v e  m a d e  it a 

p r a c t i c e  in the  l a s t  s e v e n  y e a r s  to a d m i n i s t e r  t h e i r  p r i c e s  at  h igh  l e v e l s  

r e g a r d l e s s  of c o s t  p r e s s u r e s .  I ' l l  have  m o r e  to s a y  abou t  t h i s  in a l i t t l e  

w h i l e .  

O t h e r  p r i c e  p r e s s u r e s  h a v e  c o m e  f r o m  t h e  c h a n g e s  in A m e r i c a n  i n d u s -  

t r y - - h i g h e r  c o s t s  of o v e r h e a d ,  f ixed  c o s t s  of g i an t  m a c h i n e s ,  h i g h e r  c o s t s  

of m o r e  p e r m a n e n t  t e c h n i c a l  p e r s o n n e l ,  the  h i g h e r  c o s t s  of i n t e r e s t  and 

d e p r e c i a t i o n ,  and  r e s e a r c h  and d e v e l o p m e n t .  Al l  of t h e s e  l a t t e r  c o s t  p r e s -  

s u r e s  cou ld  have  b e e n  a l l e v i a t e d  if  a s h a r p  e n o u g h  r i s e  in c o n s u m p t i o n  had  

w a r r a n t e d  a s h a r p  e n o u g h  r i s e  in p r o d u c t i o n  and s t i l l  g r e a t e r  p r o s p e c t s  of 

s a l e s .  

But the  e c o n o m y  has  not  e x p a n d e d  f a s t  e n o u g h  to a b s o r b  the  c o s t  p r e s -  

s u r e s  in m a n u f a c t u r i n g ;  w h i l e  the  p r e s s u r e s  h a v e  bu i l t  up in t h e s e  f ixed  

o v e r h e a d  c o s t s ,  the  v o l u m e  of S a l e s : o f  A m e r i c a n  i n d u s t r y  has  not  b e e n  g r e a t  

e n o u g h  to a l l o w  g r e a t  e n o u g h  p r o d u c t i o n  to s p r e a d  the  c o s t s  o v e r  e n o u g h  i t e m s  

to  p r o d u c e  low un i t  c o s t s .  When  p r o d u c t i o n  l e v e l s  a r e  low and c o s t s  r e m a i n  

high,  the  r e l a t i o n s h i p  of h igh  c o s t s  to  low un i t  p r o d u c t i o n  is tha t  c o s t s  p e r  
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unit of production are very high. 

duction, instead of falling, 

a larger volume of product, 

When we have a recession, 

But, if  the  f ixed  c o s t s  a r e  h e r e  and p r o -  

r i s e s ,  t h e n  the  f ixed  c o s t s  a r e  s p r e a d  a g a i n s t  

and the  uni t  c o s t s  p e r  output  a r e  t h e r e f o r e  l o w e r .  

as we had in 1957-58,  and h igh  f ixed  c o s t s  r e m a i n  

t h e r e - - a n d  w a g e s  a r e  h igh  f ixed  c o s t s  as  w e l l - - t h e n  the  c o s t s  p e r  uni t  of 

p r o d u c t i o n  i n c r e a s e  s u b s t a n t i a l l y .  

Oddly  enough ,  one e x c e p t i o n  to th i s  d e v e l o p m e n t  has  b e e n  in uni t  wage  

c o s t s  f o r  p r o d u c t i o n  and m a i n t e n a n c e  w o r k e r s ,  the  l a b o r  g roup  w h i c h  is  

c h a r g e d  wi th  c a u s i n g  t o d a y ' s  p r i c e  r i s e s .  L e t ' s  look at  t h e s e  p r e s s u r e s  

as  I m e n t i o n  t h e m .  

F i r s t ,  p r o f i t  m a r g i n s .  P r o f i t s  in g ian t  i n d u s t r i e s  in A m e r i c a  a r e  b a s e d  

on b r e a k - e v e n  po in t s  at  as  low as p o s s i b l e  o p e r a t i n g  l e v e l s .  F o r  e x a m p l e ,  

r e c e n t  s t u d i e s  have  s h o w n  tha t  the  r e l a t i o n s h i p  b e t w e e n  p r i c e s  and c o s t s - -  

that  is ,  the  s e t t i n g  of the  p ro f i t  m a r g i n - - c h a n g e d  about  1955 in the  g iant  

s t e e l  i n d u s t r y .  Up un t i l  tha t  t i m e  p r i c e s  w e r e  s e t  in the  Uni ted  S ta te s  S t e e l  

be 
C o m p a n y  so  tha t  the  r a t e  of r e t u r n  on ne t  w o r t h  wou ld / abou t  8 o r  9 p e r c e n t  

w h e n  the  i n d u s t r y  was  o p e r a t i n g  at 80 p e r c e n t  of c a p a c i t y .  But, b e g i n n i n g  

in 1955, as  P r o f e s s o r  C h a r l e s  Schul tz  in a r e c e n t  s t udy  fo r  the  Jo in t  E c o n -  

o m i c  C o m m i t t e e  e x p l a i n e d ,  Uni ted  S ta tes  S t e e l  s e t  i t s  p r i c e s  so tha t  the  

r a t e  of r e t u r n  on ne t  w o r t h  would  be  8 o r  9 p e r c e n t  when  the  i n d u s t r y  was  

o p e r a t i n g  at  on ly  60 p e r c e n t ,  ins  t ead  of 80 p e r c e n t ,  of c a p a c i t y .  By the  

t i m e  c a p a c i t y  o p e r a t i o n s  r e a c h e d  80 p e r c e n t ,  the  r a t e  of r e t u r n  was  at a 

12 to 13 p e r c e n t  l e v e l .  D u r i n g  the  f i r s t  ha l f  of 1959, s t e e l  c o m p a n i e s  r e p o r t e d  
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a f t e r - t a x  p r o f i t s  at 1 6 . 3  p e r c e n t  r e t u r n  on ne t  w o r t h .  

S tud ie s  of the  Sena t e  S u b c o m m i t t e e  on A n t i t r u s t  and M o n o p o l y - -  

S e n a t o r  K e f a u v e r - - s h o w  tha t  both  the  s t e e l  and the  au to  i n d u s t r y  have  

t r i e d  to s e t  p r i c e s  so  t h e y  could  r e a c h  a b r e a k - e v e n  po in t  when  o p e r a t i n g  

at  only  40 p e r c e n t  of c a p a c i t y .  I t h ink  th i s  is  s o m e t h i n g  wh ich  ought  to  

s i n k  in and be  u n d e r s t o o d .  Th i s  adds  up to  an obv ious  c o n c l u s i o n :  A m e r i c a ' s  

g ian t  c o r p o r a t i o n s  h a v e  s e t  t h e i r  p r i c e s  so tha t  t h e y  can  r e a p  the  h i g h e s t  

p o s s i b l e  r e t u r n  on the  l e a s t  v o l u m e  of s a l e s .  Th i s  has  a f f e c t e d  the  l e v e l  

of p r i c e s  and, e q u a l l y  i m p o r t a n t ,  i n t e r f e r e s  wi th  a h e a l t h y ,  b a l a n c e d  g r o w t h  

r a t e  in the  e c o n o m y .  

• T h e r e  a r e  o t h e r  c o s t  p r e s s u r e s .  Obv ious ly ,  a l l  of A m e r i c a n  m a n u -  

f a c t u r i n g  canno t  s e t  p r i c e s  as  e a s i l y  as  the  s t e e l ,  auto,  oi l ,  and o t h e r  

o l i g a r c h i c a l i s t i c  i n d u s t r i e s - - t h a t ' s  a good w o r d  fo r  e c o n o m i s t s .  E x c e s s i v e  

r 

p r o f i t  m a r g i n s  canno t  be  the  on ly  e x p l a n a t i o n  fo r  p r e s s u r e s  on i n d u s t r i a l  

p r i c e s .  A c o n s i d e r a t i o n  of how p r i c e s  a r e  d e t e r m i n e d  and how m a n u f a c t u r -  

ing  has  b e e n  chang ing ,  h o w e v e r ,  can  e x p l a i n  s o m e  of the  p r e s s u r e s  on p r i c e s  

in  the  1955-58 p e r i o d  w h e n  the  f o r w a r d  m o v e m e n t  has  b e e n  so  d i s t u r b i n g  

to  the  A m e r i c a n  p e o p l e .  

L e t ' s  t ake  d e p r e c i a t i o n  f i r s t .  E v e r y  i t e m  of c o s t  to the  m a n u f a c t u r e r  

is  c o n s i d e r e d  in s e t t i n g  h i s  p r i c e .  S o m e  of the  c o s t s  a r e  f a i r l y  t h e o r e t i c a l .  

F o r  e x a m p l e ,  the  c o s t  a c c o u n t a n t  f i g u r e s  i n d e p r e c i a t i o n  c o s t s  on the  books  

fo r  tax  p u r p o s e s  at a v e r y  r a p i d  r a t e ,  w h e n  the  c o s t  does  not  o c c u r  at tha t  

r a t e .  Yet  tha t  d e p r e c i a t i o n  c o s t  is  f i g u r e d  in to  the  p r i c e .  It is fo r  t h i s  
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reason that we insist that depreciation cost revisions in the tax-law changes 

of 1954 helped create the price pressures of 1955 to 1958. I wish I had time 

to spell that concept out. 

It has been estimated by Professor Schultz of the University of Indiana, 

again, in his study for the Joint Economic Committee, that depreciation 

charges per unit of output of manufacturing rose 20 percent between 1955 

and 1957 and 40 percent between 1953 and 1955, because of the accelerated 

depreciation laws of the Korean period. 

Let's look at research and development. Another book cost is for 

research and development. In this area so great a rise has occurred 

that cost accountants are arguing in their journals about the proper way 

to identify it. I just spent an evening talking to the cost accountants of 

the State of Maryland in Baltimore, arguing about this point. Are these 

current expenses--research and development? Are they capital expendi- 

tures ? In any event, research and development spending zoomed in the 

capital boom of 1955 to 1957. This is the age of automation. Technological 

change has been spreading and every industry is seeking new innovations. 

Obviously, research and development costs might not have any relationship 

at all to the current product's actual cost. It has a very real relationship 

to the price the manufacturer sets on the current product. 

The system of accounting for research and development was altered 

in the 1954 tax laws that gave further advantage to using this as a cost factor 

in the pricing picture, by permitting them to write off in the year in which 

16 



t h e y  i n c u r r e d  the  r e s e a r c h  and d e v e l o p m e n t  e x p e n s e  the  t o t a l  cos t ,  i n s t e a d  

of c a p i t a l i z i n g  i t  as  t h e y  had done p r e v i o u s l y .  O b v i o u s l y  the  cos t  in  tha t  

y e a r  in the  cos t  s t r u c t u r e  would be qui te  f a n t a s t i c ,  p a r t i c u l a r l y  wi th  the  

l a r g e  i n c r e a s e - - a s  a l l  of you  a r e  f a m i l i a r  w i t h - - i n  the  r e s e a r c h  and d e v e l -  

o p m e n t  f i e ld .  

What  about  n o n p r o d u c t i o n  p e r s o n n e l  in t h i s  p i c t u r e  ? Wi th  the  e x p a n -  

s i o n  of r e s e a r c h  and d e v e l o p m e n t ,  m a n a g e m e n t  h i r e d  s c i e n t i s t s ,  e n g i n e e r s ,  

t e c h n i c i a n s ,  and s u p p o r t i n g  s t a f f s  in  l a r g e r  and l a r g e r  n u m b e r s .  B e t w e e n  

1955 and 1957 m a n u f a c t u r i n g  em p loym ent  of n o n p r o d u c t i o n  w o r k e r s  r o s e  

b y  369, 000, While  p r o d u c t i o n  and m a i n t e n a n c e  jobs  d r o p p e d  by  150, 000. 

F u r t h e r m o r e ,  t h e s e  a d d i t i o n a l  369, 000 w o r k e r s  a r e  l a r g e l y  s a l a r i e d  e m p l o y -  

e e s .  E s t i m a t e s  put s a l a r y  c o s t s  p e r  un i t  of ou tpu t  in  m a n u f a c t u r i n g  up 22 

p e r c e n t  b e t w e e n  the  y e a r s  1955 to 1957. A g a i n  t h e s e  a r e  P r o f e s s o r  S c h u l t z ' s  

f i g u r e s .  

I n t e r e s t  c o s t s  a l s o  r o s e  d u r i n g  t h e s e  y e a r s .  A d v e r t i s i n g  c o s t s  wen t  

up a l s o  at  a f a i r l y  good c l i p .  D u r i n g  t h i s  t i m e  p r o d u c t i o n  and s a l e s  w e r e  

not  r i s i n g  v e r y  r a p i d l y .  T h e r e  was  a boom in 1955-57,  but  i t  was  a c a p i t a l  

i n v e s t m e n t  boom,  u n s u p p o r t e d  by  a s u f f i c i e n t  r i s e  in  c o n s u m e r  i n c o m e .  

T h e r e  was  not,  t h e r e f o r e ,  enough  p r o d u c t i o n  to s p r e a d  the  c o s t  of i n v e s t m e n t  

in  new p l an t  and e q u i p m e n t  and the  new h igh  o v e r h e a d  c o s t s  a c r o s s  enough  

p r o d u c t s  to ge t  low enough  un i t  c o s t s ,  and as  a r e s u l t  p r i c e s  r o s e .  

Uni t  wage  c o s t s  and t h e i r  d i f f e r i n g  t r e n d s  a l s o  p r e s e n t  an  i n t e r e s t i n g  

q u e s t i o n .  Wage c o s t s ,  h o w e v e r ,  in  m a n u f a c t u r i n g ,  did not show t h i s  s a m e  
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pattern. For one thing, the rapid changes in technology, the improvements 

of efficiency, both reduced the number of production and maintenance workers 

and spread the unit wage cost. Oddly enough, with all of the talk of high 

wages causing high prices in America, manufacturing unit wage costs are 

now lower than they were seven years ago. Here are the figures, based 

upon the latest revised Federal Reserve Board and Department of Labor 

statistics. 

At no time in the past six years have unit labor costs been as high as 

they were in 1953. Even during 1956 and 1958, when creeping price rises 

put manufacturing prices away above those of 1953, when the amount of 

production was not great enough to keep unit wage costs at the low rate of 

last year, even at that time unit wage costs never reached the 1953 level. 

For example, if we take the years 1953 to 1959, unit labor costs in 1953 

On an index basis, as measured by the Bureau of Labor Statistics of the 

Department of Labor, were 108 on an index of i00. By 1959 unit labor 

costs dropped to 105 on an index, while industrial prices at the wholesale 

level, again on an index, jumped from 114 to 128..At a time when unit wage 

costs were dropping, industrial prices on these same commodities were 

rising. 

Let me give you some specific examples. The lack of causal relation- 

ship between wage increases and price increases becomes even more clear 

when specific industries or products are considered. For example, consider 

the most recent steel wage increase. The highest industry estimates of the 
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c o s t  in w a g e s  a r e  41 c e n t s  an h o u r .  O t h e r  c a l c u l a t i o n s  a r e  as  low as  32 .8  

p e r c e n t ,  a c c o r d i n g  to the  D e p a r t m e n t  of L a b o r .  The  c o n s e r v a t i v e  U. S. 

N e w s  and Wor ld  R e p o r t  e s t i m a t e s  tha t  the  i n c r e a s e  in l a b o r  c o s t s  in s t e e l  

" a f t e r  a l l o w i n g  fo r  a v e r a g e  i n c r e a s e s  in p r o d u c t i v i t y  w i l l  c o m e  g r a d u a l l y ,  

a s  f o l l o w s :  1 .1  p e r c e n t  up to D e c e m b e r  1980; 1 .9  p e r c e n t  f r o m  t h e n  to 

O c t o b e r  1961; and 2 .9  p e r c e n t  t h e r e a f t e r .  " 

The  p r i c e  i n c r e a s e  o v e r  30 m o n t h s ,  b a s e d  on t h e s e  c a l c u l a t i o n s  of 

U. S. News  and Wor ld  R e p o r t ,  wt l I  be  $ 3 . 5 9 .  A g a i n  quo t ing  f r o m  U. S. 

News  and World  R e p o r t :  "A m o d e r n  i m p r o v e m e n t  in the  i n d u s t r y ' s  a b i l i t y  

to  r a i s e  p r o d u c t i v i t y  could  e n a b l e  the  c o m p a n i e s  to avoid  p r i c e  i n c r e a s e s  

a l t o g e t h e r .  " Thus  it s e e m s  tha t  e v e n  U. S. News  a d m i t s  tha t  th i s  i n c r e a s e  

in w a g e s  can  be complete~:y a b s o r b e d  wi thou t  any p r i c e  i n c r e a s e  at a l l .  

Now le t  m e  m o v e  to an e x a m p l e  in the  a u t o m o b i l e  i n d u s t r y .  Two y e a r s  

a g o - - I ' l l  be  g lad to t a lk  m o r e  about  the  s t e e l  i n d u s t r y  s e t t l e m e n t  if anybody  

c a r e s  to r a i s e  it in the  q u e s t i o n  p e r t o d - - I  am s u r e  nobody  is p a r t i c u l a r l y  

i n t e r e s t e d  in it, t h o u g h - - t h e  K e f a u v e r  C o m m i t t e e  s t a r t e d  l ook ing  f o r  a n s w e r s  

to  the  m y s t e r y  of h i g h e r  c a r  p r i c e s - - a u t o m o b i l e  p r i c e s .  The  Wal l  S t r e e t  

J o u r n a l ,  D e c e m b e r  10, 1 9 5 9 - - o v e r  two y e a r s  a g o - - t a l k e d  to s o m e  c a r  

o f f i c i a l s  to  f ind out what  c o n s i d e r a t i o n s  w e n t  in to  c a r  p r i c i n g .  T h e y  p i c k e d  

a t y p i c a l  v e h i c l e  and b r o k e  down the  c o s t s  tha t  w e r e  c o n s i d e r e d  in p r i c i n g .  

The  f o u r - d o o r  s e d a n  w h i c h  s e l l s  fo r  $2600 was  t h e i r  m o d e l  c h o i c e .  B e f o r e  

any  o t h e r  c o n s i d e r a t i o n s  w e r e  m a d e ,  a $180 p ro f i t  b a s e  was  f i g u r e d .  D i r e c t  

l a b o r  c o s t s  a m o u n t e d ,  a c c o r d i n g  to the  Wal l  S t r e e t  J o u r n a l ,  to $75. T h e r e  
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w e r e  o t h e r  l a b o r  c o s t s  i n c l u d e d  in v a r i o u s  i t e m s ,  i t  is  t r u e ,  but  the  m a j o r  

d i r e c t  au to  u n i o n  m e m b e r s '  w a g e s  w e r e  on ly  $75.  But,  e v e n  if the  p a r t s ,  

m a t e r i a l s ,  e t  c e t e r a ,  of n o n p r o d u c t i v e  i n d i r e c t  l a b o r  c o s t s  w e r e  added ,  

the  Wal l  S t r e e t  J o u r n a l  e s t i m a t e d  tha t  w a g e s  wen t  up 18 c e n t s  an  h o u r  and  

t ha t  the  wage  i n c r e a s e  wou ld  have  b o o s t e d  c a r  p r i c e s  by  l e s s  t h a n  $25 

p e r  c o s t .  Yet  p r i c e s  t ha t  y e a r  had gone up f r o m  $85 to  $135 on the  a v e r -  

a g e  on v a r i o u s  m o d e l s .  Did w a g e  i n c r e a s e s  c a u s e  tha t  p r i c e  r i s e ?  

L o o k  a t  the  a p p l i a n c e  i n d u s t r y  f o r  a n o t h e r  e x a m p l e .  H e r e  l a b o r  c o s t s  

a r e  e v e n  m o r e  r e m o t e  f r o m  p r i c i n g .  N o n e t h e l e s s ,  I am p e r f e c t l y  c e r t a i n  

tha t ,  if e m p l o y e e s  in the  a p p l i a n c e  i n d u s t r y  got  a 10 p e r c e n t  w a g e  ga in  and 

p r i c e s  w e n t  up 10 p e r c e n t ,  the  n e w s p a p e r s  would  r e p o r t  and the  pub l i c  wou ld  

b e l i e v e  tha t  t h e r e  is  a p r e c i s e  c a u s e - a n d - e f f e c t  r e l a t i o n s h i p .  

A book  p u b l i s h e d  by B r o o k i n g s  I n s t i t u t i o n  a y e a r  o r  so  ago,  a f t e r  s e v -  

e r a l  y e a r s  of r e s e a r c h ,  it  s e e m s  to m e ,  g i v e s  the  l i e  to  t h i s  s o r t  of r e a s o n -  

ing.  On p r i c e s  in b ig  b u s i n e s s ,  in  t h i s  book  the  a u t h o r s  b r e a k  down the  

p r i c e  c o m p o n e n t s  of t he  d e l u x e  a u t o m a t i c  w a s h e r .  T h e i r  i n v e s t i g a t i o n  s h o w e d  

tha t  the  d i r e c t  l a b o r  c o s t  at  the  m a n u f a c t u r i n g  l e v e l  b o r e  l i t t l e  r e l a t i o n s h i p  

to the  f i n a l  p r i c e .  The  c o s t  b r e a k d o w n  r e v e a l e d  tha t  d i r e c t  l a b o r  c o s t s  a t  

the  m a n u f a c t u r i n g  l e v e l  w e r e  on ly  2 . 8  p e r c e n t  of the  p r i c e  to the  c o n s u m e r .  

A d v e r t i s i n g  at  tha t  l e v e l  was  3 . 3  p e r c e n t  of the  p r i c e  to  the  c o n s u m e r .  

A l l  the  c o s t s  a t  the  m a n u f a c t u r i n g  l eve l ,  i n c l u d i n g  p r o f i t s ,  w e r e  on ly  52 

p e r c e n t  of the  s e l l i n g  p r i c e .  At the  w h o l e s a l e  l e v e l ,  a n o t h e r  7 p e r c e n t  of 

c o s t s  w e r e  a d d e d ,  and the  r e t a i l  m a r k u p  p r o v i d e d  f o r  40 p e r c e n t  of t he  c o s t  
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to  the  c o n s u m e r .  Do wage  i n c r e a s e s  wh ich  a f f ec t  2 . 8  p e r c e n t  of the  p r i c e  

to  the  c o n s u m e r  c a u s e  p r i c e  r i s e s  ? 

F i n a l l y ,  le t  us c o n s i d e r  the  e x a m p l e  of the  d r u g  i n d u s t r y ,  w h i c h  was  

r e c e n t l y  u n d e r  f i r e  fo r  a l l e g e d  100 p e r c e n t  m a r k u p s  o v e r  the  p r o d u c t i o n  

c o s t s .  H e r e  e v e n  i n d u s t r y  s p o k e s m e n  did not  t r y  to p l ace  the  b l a m e  fo r  

h i g h e r  p r i c e s  on wage  g a i n s ,  t hough  they  i n s i s t e d  tha t  r e s e a r c h ,  d i s t r i b u -  

t ion ,  and a d v e r t i s i n g  c o s t s  n e c e s s i t a t e d  the  p r i c e  d e c i s i o n s .  The  wage  

f a c t o r  was  so  s l i g h t  in c o m p a r i s o n  to the  p r i c e  l e v e l  tha t  i t  was  not  a m a j o r  

c o n s i d e r a t i o n  in the  h e a r i n g .  

Obv ious ly ,  as  t h e s e  s p e c i f i c  e x a m p l e s  i n d i c a t e ,  p r i c e - w a g e  r e l a t i o n s h i p s  

have  b e e n  l e s s  i m p o r t a n t  in t e r m s  of s e t t i n g  of p r i c e  l e v e l s  in the  i n d u s t r i a l  

s e c t o r s  of the  e c o n o m y  than  m o s t  of the  A m e r i c a n  pub l i c  would  b e l i e v e .  

This  b r i e f  e x p l a n a t i o n  of s o m e  p r i c e - w a g e  r e l a t i o n s h i p s  s u g g e s t s  s o m e  

c l e a r  i m p l i c a t i o n s  about  s o m e  c o m p l e x  p a t t e r n s  w i th in  ou r  e c o n o m i c  s t r u c -  

t u r e .  F i r s t ,  it  is  n e c e s s a r y  to look  at p r i c e  c h a n g e s  in r e l a t i o n  to a v a r i e t y  

of e c o n o m i c  c h a n g e s  and to  k e e p  a s a n e  v i ew of p r i c e  m o v e m e n t s .  Whi le  

r e l a t i v e  p r i c e  s t a b i l i t y  is  a l a u d a b l e  and n e c e s s a r y  o b j e c t i v e ,  an  o b s e s s i o n  

wi th  c l a m p i n g  down on p r i c e  r i s e s ,  a s  if t h e y  w e r e  an  i n f l a t i o n a r y  s p i r a l ,  

can  be d e s t r u c t i v e  in a s i t u a t i o n  w h e n  r u n - a w a y  i n f l a t i o n  d o e s  not  e x i s t .  

In fact ,  the  p o s s i b i l i t y  of a c h i e v i n g  r e l a t i v e  p r i c e  s t a b i l i t y  w i l l  in the  long 

r u n  depend  upon the  p o s s i b i l i t y  of a c h i e v i n g  l o n g - r u n ,  r ap id ,  and s u s t a i n e d  

e c o n o m i c  g rowth .  

Tha t  k ind  of g r o w t h  can  c o m e  on ly  f r o m  an  e c o n o m y  in b a l a n c e .  S t i f l i ng  
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of the consumption side of the economy by clamping down on wage increases 

will work against balance and therefore against the possibility of long-run 

relative price stability. 

Secondj it is important to notice the importance of standby legislation 

for economic controls in times of war-related emergency. Since almost 

three-quarters of the upward postwar price movement can be related to 

war-related pressures, it would be most reasonable to have available 

some effective control legislation to prevent a reoccurrence of the Korean 

and post-OPA price spurts. 

Third, the word "stability" must replace the word "stabilization, " 

in most other situations, since stabilization implies force or rigidity. A 

free economy cannot remain free if rigid controls and rigid standards are 

established in normal times. Therefore, attempts to freeze wages, or even 

to freeze prices, should be resisted, except in emergency situations. 

Fourth, the way to overall price stability in manufacturing is high pro- 

duction and high profit levels based on a huge volume of sales, with a low 

profit per item. Pricing based on this type of profit margin works in favor 

of a smooth-running, steadily expanding economy. 

Fifth, the most important lesson is that the country must learn to 

fight battles based on adequate intelligence. Wage increases have not 

caused price rises in the big industries of this Nation. The evidence is 

available to prove that. Wage increases in fact have not even caused higher 

unit labor costs in all manufacturing. The reverse has been true. Better 
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i n f o r m a t i o n  is  n e e d e d  to get  m o r e  da t a  on the  c o s t  p r e s s u r e s  w h i c h  have  

led  to  p r i c e  r i s e s .  A c c u r a t e  da t a  w i l l  be  a good s u b s t i t u t e  f o r  a w a g e  

i n f l a t i o n  m y t h .  

Sixth,  t he  s e r v i c e s  s e c t o r  and the  food s e c t o r  of the  p r i c i n g  s t r u c t u r e  

h a v e  s h o w n  s t r o n g  p r i c e  p r e s s u r e s  in r e c e n t  y e a r s .  B e t t e r  i n f o r m a t i o n  

abou t  t h e s e  a r e a s  c a n  l ead  to s u g g e s t i o n s  f o r  r e d u c i n g  the  c o s t - o f - l i v i n g  

p r e s s u r e  f r o m  t h e m .  P a r t i c u l a r l y ,  i t  is  i m p o r t a n t  to  e x a m i n e  and get  

m o r e  i n f o r m a t i o n  abou t  t h e  s e r v i c e s  s e c t o r ,  w h i c h  has  e x p a n d e d  and c h a n g e d  

the  m o s t  in r e c e n t  y e a r s .  

Last of all, in discussing the problem of economic stability, it is 

important to remember that price and wage factors will, in the nature of 

things, continue to change. It is the ability to recognize the need for change 

and to try to direct it constructively that is so necessary in our economy. 

The worst approach to economic stability in normal times is to seek only 

rigid price stability for each and every price item. A flexibility of prices 

is not unreasonable. Varying developments in specific industries can lead 

to a relatively stable overall price level. That is the best we can expect. 

That is what we should hope for. Any attempt to create another more rigid 

pattern will be growth-inhibiting and will therefore eventually lead to econ- 

omic instability, a loss of production, and further pressures on prices. 

Thank you. 
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DR. KRESS: Gentlemen, Mr. Ruttenberg says to put it on. 

QUESTION: Mr. Ruttenberg, you stated that there had been a consid- 

erable increase in the numbers of overhead personnel--white collar workers, 

presumably--during the period 1948 to 1958. First I would like to find out 

who these people were, why the numbers were increased, and, since that 

is true, why then did the price increase amount to only i. 25 percent to i. 75 

percent during the same period. 

MR. RUTTENBERG: I think you have two questions here, of course. 

The people that had been hired in manufacturing industries at an increasingly 

large number were the white collar, semi-technicians, technical engineers, 

people at the drafting board, and other white collar people. This is more 

and more as you move into an automated age with technological advance 

and automationj the large increase in what is called a white collar worker 

who is on a salary basis--against being on a wage hourly basis. If you look 

at the figures you will see that the production and maintenance worker, who 

is the blue collar worker, the guy at the machine, the maintenance worker 

and the production worker, is being displaced. Those jobs have declined 

in any period you want to take--the last 2 years, the last 5 years, or the 

last i0 years. On the other hand, the number of white collar workers, the 

techni'da~s and the semi-technicians , has increased. The numbers of white 

collar people have gone up. I think the figures I cited in manufacturing were 

a rise of 369, 000 or 370~ 000, in total manufacturing, while in production and 

maintenance there was a drop of 150, 000. So there has been this substantial 
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i n c r e a s e  in wh i t e  c o l l a r  w o r k e r s .  

You a s k e d  what  the  r e l a t i o n s h i p  of t h i s  is to the  p r i c e  i n c r e a s e  of 

1 .25  p e r c e n t  at  the  w h o l e s a l e  l e v e l  and 1 .75  p e r c e n t  at the  r e t a i l  p r i c e  

l e v e l .  I d o n ' t  know tha t  you can  r e l a t e  t h e s e  two p r o b l e m s .  I d o n ' t  know 

tha t  we want  to r e l a t e  t h e s e  two p r o b l e m s .  What I am s a y i n g  is  that ,  when  

you c o m b i n e  the  i n c r e a s e d  c o s t s  w h i c h  a r e  r e l a t e d  to the  i n c r e a s e d  n u m b e r  

of whi te  c o l l a r  peop l e  on a s a l a r y  b a s i s  wi th  the  i n c r e a s e d  c o s t s  r e l a t i n g  

to the  d e p r e c i a t i o n  c h a r g e s  and the  r e s e a r c h  and d e v e l o p m e n t  c h a r g e s ,  

t h e s e  w e r e  i m p o r t a n t  f a c t o r s  in the  f i na l  d e t e r m i n a t i o n  of the  r e a l i t y  of 

the  i n c r e a s e  in p r i c e  of the  p r o d u c t ,  and tha t  the  l e v e l s  of the  i n d u s t r i a l  

w o r k e r ,  b e c a u s e  of the  uni t  l a b o r  c o s t s  w h i c h  have  d r o p p e d  o v e r  th i s  p e r i o d ,  

have  not  r e a l l y  b e e n  the  f a c t o r .  I am not s ay ing ,  " L e t ' s  b l a m e  the  o t h e r  

guy and let's not blame us. " All I am saying is, as we look at the facts 

and the reality, let's not fall into the trap of blaming the unions and blaming 

the industrial workers for the price increase that does occur, even though 

it is small, per year in relation to the long 60-year trend. Let's realize 

all the factors that go into making the price structure. 

I say this for this reason, that there are thcse::v~ advocate that you 

ought to somehow restrict the activities of unions in their wage efforts, 

because the unions are the ones who are responsible for even this price 

increase that has occurred. All I am trying to show you is that, if you 

took that solution to the problem you were taking a false solution to it, because 

there are other areas that need to be examined. What should we do about 

25 



d e p r e c i a t i o n  c o s t s  ? What  s h o u l d  we do about  r e s e a r c h  and d e v e l o p m e n t  

c o s t s  ? What  s h o u l d  we do abou t  t h e s e  i n c r e a s e d  n u m b e r s  of t e c h n i c i a n s  

tha t  a r e  on the  job? T h i s  is  t he  p r o b l e m .  Th i s  i s  the  only  d i r e c t i o n  in 

w h i c h  I w a s  m a k i n g  m y  c o m m e n t s .  

D o e s  tha t  a n s w e r  y o u r  q u e s t i o n ?  

S T U D E N T :  Tha t  a n s w e r s  m y  q u e s t i o n ,  but  it  p r o m p t s  a n o t h e r  one .  

If th i s  is  a r e c o g n i z a b l e  f a c t o r ,  and we a r e  so ld  on the  i d e a  tha t  t h e s e  a r e  

f a c t s ,  why,  t hen ,  i s  it  not  p r o p e r  to h a v e  an  i n c r e a s e  in t he  w h i t e  c o l l a r  

s a l a r y  g r o u p ?  I s n ' t  t h i s  one  of the  e l e m e n t s  of a d v a n c e  in t e c h n o l o g y  

w h i c h  a r e  e s s e n t i a l  to b e t t e r  p r o d u c t s  ? 

MR.  R U T T E N B E R G :  A b s o l u t e l y .  I c o u l d n ' t  a g r e e  w i th  you  m o r e .  

One t h o u s a n d  p e r c e n t ,  u n e q u i v o c a l l y ,  I a g r e e  wi th  you .  One of the  b ig  

p r o b l e m s  is  t ha t  as  we m o v e  t h i s  o v e r  in to  o t h e r  a r e a s ,  w h i t e  c o l l a r  

w o r k e r s  g e n e r a l l y  a r e  i n a d e q u a t e l y  pa id .  We a r e  no t  r e a l l y  a t t r a c t i n g  

to the  c o l l e g e  l e v e l s  s u f f i c i e n t  e n g i n e e r s  and s c i e n t i s t s  and  t e c h n i c i a n s  

b e c a u s e  we  a r e  not  p a y i n g  t h e m  s u f f i c i e n t l y .  Our  r a t e  of g r o w t h  in p r o v i d -  

ing  p e o p l e  to the  e c o n o m y  who a r e  e n g i n e e r s  and s c i e n t i s t s  is  f a l l i n g  f a r  

b e h i n d  the  r a t e  of t he  Sov ie t  Union.  One w a y  to do th i s  is  t h r o u g h  w a g e  

i n c r e a s e s .  I d o n ' t  t h i n k  th i s  s h o u l d  r e s u l t  in  a p r i c e  r i s e .  I t h ink  it c an  

be  a b s o r b e d  out  of p r o f i t  m a r g i n s  and out  of a p r o d u c t i v i t y  r i s e .  

QUESTION:  S i r ,  f i r s t  a c o m m e n t  and t hen  a q u e s t i o n .  It s e e m s  to  

m e  tha t  w h e n  you  a r e  d e m o n s t r a t i n g  s o m e t h i n g  by s t a t i s t i c s  w h i c h  you  t a k e  

out  of a s p a n  of t i m e ,  and i n a s m u c h  as  p r i c e s ,  w a g e s ,  c o s t s ,  and  so  f o r t h  
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f l u c t u a t e  up and down,  you  c a n  p r o v e  a l m o s t  a n y t h i n g  by  d e p e n d i n g  on 

wha t  t i m e  s p a n  you  t a k e  out .  F o r  i n s t a n c e ,  o v e r  on the  r i g h t  you h a v e  

s h o w n  s o m e  f i g u r e s  f o r  1947 to  1958 w h i c h  i n d i c a t e  a p r o d u c t i v i t y  r i s e  

of 37 p e r c e n t  and a w a g e  r i s e  of 35 p e r c e n t .  You m a d e  a p r e s u m p t i o n ,  

w h i c h  we w o n ' t  a r g u e  wi th ,  t ha t  l a b o r  is  e n t i t l e d  to have  an  i n c r e a s e  e q u a l  

to  the  p r o d u c t i v i t y  r i s e .  Now, a l s o ,  you  took  a p e r i o d  of f r o m  1956 to  

1958 and you s a i d  tha t  the  i n c r e a s e  d u r i n g  th i s  p e r i o d  of y o u r  i n d u s t r i a l  

p r i c e s  was  r a t h e r  s m a l l  a s  c o m p a r e d  wi th  the  p r i c e  i n c r e a s e s  in t he  

s e r v i c e s  and  the  food s e c t o r s .  

MR. RUTTENBERG: At the  c o n s u m e r  l e v e l .  

STUDENT: At the  c o n s u m e r  l e v e l .  Now, it o c c u r s  to m e - - a n d  I a m  

going  to m a k e  a p r e s u m p t i o n  h e r e - - t h a t  y o u r  o r g a n i z e d  un ions ,  y o u r  

i n d u s t r i a l  w o r k e r s ,  a r e  t he  g r e a t e s t  s p e a r h e a d  in a n y  w a g e  i n c r e a s e .  So 

it would  s e e m  to m e  tha t ,  in  c o m p a r i n g  y o u r  i n d u s t r i a l  w o r k e r  wi th  y o u r  

i n c r e a s e d  p r o d u c t i v i t y ,  you  have  la id  the  g r o u n d  w o r k  to s h o w  tha t  the  

i n d u s t r i a l  w o r k e r  h a s  got a g r e a t e r  p e r c e n t a g e  of wage  i n c r e a s e  in the  

i n d u s t r i a l  p r o d u c t i v i t y  t h a n  t h i s  s h o w s .  Is th i s  t r u e  o r  n o t ?  

MR.  R U T T E N B E R G :  I a m  not  s u r e  tha t  I c a t c h  y o u r  po in t .  L e t  m e  

c o m m e n t  f i r s t  b r i e f l y .  L e t  m e  m a k e  j u s t  a g e n e r a l  c o m m e n t  tha t  I a g r e e  

wi th  y o u r  f i r s t  c o m m e n t .  S t a t i s t i c s  n e v e r  l ie ,  but  s t a t i s t i c i a n s  do.  I 

m u s t  s a y  to  you qu i te  f r a n k l y  and h o n e s t l y ,  t ha t  I am wha t  you  wou ld  

p r o b a b l y  c a l l  a h a l f - b a k e d  s t a t i s t i c i a n ,  so  tha t  m y  l i e s  would  be h a l f  b a k e d ,  

I g u e s s .  I a g r e e  tha t  if you  p i ck  t he  b a s e  p e r i o d s  you c a n  s h o w  c e r t a i n  
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t h i n g s .  T h e r e  is  s o m e  j u s t i f i c a t i o n  fo r  th i s  b a s e  p e r i o d  (1945-1958) .  

It is i m m e d i a t e l y  a f t e r  the  w a r  and a f t e r  the  1946 r e a d j u s t m e n t  in the  

p o s t w a r  s i t u a t i o n .  Th i s  is  not  the  b a s e  p e r i o d  tha t  I s e l e c t e d .  Th i s  is 

t he  b a s e  p e r i o d  w h i c h  the  D e p a r t m e n t  of L a b o r  s e l e c t e d .  I am u s i n g  the  

D e p a r t m e n t  of L a b o r  f i g u r e s  in th i s  a n a l y s i s  of w a g e s  and p r o d u c t i v i t y .  

I t h ink  you w e r e  s a y i n g - - a n d  if I am wrong ,  s top  m e - - i s n ' t  it t r u e  

tha t  the  i n d u s t r i a l  w o r k e r ,  t h r o u g h  h i s  union,  is ab le  to ge t  a wage  i n c r e a s e  

m o r e  e f f e c t i v e l y  than  can  the  n o n i n d u s t r i a l ,  n o n u n i o n i z e d  w o r k e r ,  and,  

t h e r e f o r e ,  d o e s n ' t  the  i n d u s t r i a l  worker~  as  he  ge t s  h is  wage  i n c r e a s e ,  

r e a l l y  k ind of f o r c e  the  p r e s s u r e  on the  r e s t  of the  e c o n o m y - - h e  f o r c e s  

the  n o n u n i o n i z e d  w o r k e r  to  f o r c e  the  b a r b e r  to  i n c r e a s e  h i s  p r i c e ,  o r  he  

f o r c e s  the  r e t a i l  c l e r k s  to  get  a wage  i n c r e a s e ,  e v e n  t hough  t h e y  d o n ' t  

b e l o n g  to a u n i o n - - a n d  tha t  t h e r e f o r e ,  d o n ' t  the  un ions  r e a l l y  l ead  the 

way  and c a u s e  o t h e r  p e o p l e  to ge t  i n c r e a s e s .  I s n ' t  tha t  what  you a r e  s a y i n g ?  

S T U D E N T :  That  is  wha t  I am s a y i n g .  A l so ,  in s a y i n g  it, I am i n d i -  

c a t i n g  tha t  I b e l i e v e  f r o m  y o u r  f i g u r e s  tha t  the  i n d u s t r i a l  w o r k e r  has  go t t en  

a g r e a t e r  than  37 p e r c e n t  of the  p r o d u c t i v i t y  i n c r e a s e  of the  i n d u s t r i a l  

s e c t o r .  I n a s m u c h  as t h e s e  i n d u s t r i e s  a r e  key  i n d u s t r i e s  wh ich  have  to  

p a s s  the  c o s t  a l l  the  way  down the  l ine ,  th i s  cou ld  v e r y  w e l l  be  one  of the  

r e a s o n s  why we have  p r i c e  i n c r e a s e s .  

MR. R U T T E N B E R G :  You r a i s e d  a n o t h e r  q u e s t i o n  by y o u r  c o m m e n t ,  

tha t  I t h ink  I c a n ' t  l e t  go wi thou t  a c h a l l e n g e .  You ju s t  a u t o m a t i c a l l y  s ay  

tha t  th is  wage  i n c r e a s e  w h i c h  is  g r a n t e d  to the  i n d u s t r i a l  w o r k e r s  o b v i o u s l y  
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h a s  to be p a s s e d  on t h r o u g h  the  s t r u c t u r e  f o r m i n g  any  p r i c e  r i s e .  Is 

t h i s  r e a l l y  t r u e ?  Do you  r e a l l y  b e l i e v e  t h a t ?  T h i s  is  wha t  h a p p e n e d ,  and 

I d o n ' t  t h i n k  it  is  wha t  s h o u l d  h a p p e n .  L e t ' s  t a k e  the  s t e e l  c a s e  as  an  e x a m p l e .  

You had a 41 c e n t  w a g e  i n c r e a s e  o v e r  a 3 0 - m o n t h  p e r i o d ,  o v e r  a 3 - y e a r  

p e r i o d .  The  s t e e l  i n d u s t r y  i m m e d i a t e l y  s a i d  to  t he  pub l i c :  " T h i s  w i l l  

m e a n  a $16 a ton  i n c r e a s e  p r i c e .  Oh, but  we  a r e  good b o y s .  We a r e  not  

go ing  to r a i s e  the  p r i c e .  M a y b e  we  m a d e  a d e a l  wi th  M r .  Nixon  about  not  

do ing  it  u n t i l  a f t e r  N o v e m b e r ,  o r  m a y b e  we d i d n ' t .  We a r e  not  go ing  to  

r a i s e  p r i c e s  now.  " I d o n ' t  know w h e t h e r  t hey  m a d e  a d e a l  o r  no t .  It 

s o u n d s  l i ke  t h e y  did to m e ,  t h o u g h .  

The  t h i n g  tha t  y o u ' v e  got to  r e m e m b e r  is tha t  the  c o s t  of the  w a g e  

i n c r e a s e  is  t h r e e  y e a r s .  The  c o s t  of the  w a g e  i n c r e a s e  the  f i r s t  y e a r  is 

on ly  10 c e n t s - - a n d  not  a w a g e  i n c r e a s e ,  b e c a u s e  the  w o r k e r s  d o n ' t  ge t  a 

w a g e  i n c r e a s e  t h i s  f i r s t  y e a r .  Up to D e c e m b e r  1960 the  on ly  t h ing  tha t  

h a p p e n s  is t ha t  t he  c o m p a n i e s  a r e  a b s o r b i n g  the  e m p l o y e e  c o n t r i b u t i o n s  

to h e a l t h  and w e l f a r e  p r o g r a m s ,  c o n t r i b u t i o n s  tha t  h a v e  b e e n  m a d e  by the  

e m p l o y e e s .  Tha t  is  7 c e n t s  of t h i s  10 c e n t s .  The  o t h e r  3 c e n t s  ha s  to  do 

wi th  o t h e r  p r o b l e m s  r e l a t i n g  to i n s u r a n c e  and  b e n e f i t s  as  a g a i n s t  h e a l t h  

and  w e l f a r e .  So the  t o t a l  c o s t  to the  e m p l o y e r  is  10 c e n t s ,  o r  o n e - f o u r t h ,  

w h i c h  m e a n s  o n e - f o u r t h  of t h i s  ($16) w h i c h  is the  p r i c e  i n c r e a s e  as  f a r  

a s  the  one y e a r  is  c o n c e r n e d ,  $4. 

Now we a r e  t a l k i n g  abou t  a 1 0 - c e n t  i n c r e a s e  on wha t  the i n d u s t r y  c l a i m s  
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to be a $3 .75  an h o u r  wage  and f r i n g e  b e n e f i t  c o s t .  Ten  c e n t s  on tha t  is  

about  3 p e r c e n t .  T h r e e  p e r c e n t  of $3 .75  is  about  10 c e n t s .  Maybe  it is  

about  3 .25  p e r c e n t .  Th i s  3 .25  p e r c e n t  c o s t  i n c r e a s e  on the  w a g e s  is  w e l l  

w i t h i n - - a n d  I r e p e a t  w e l l  w i t h i n - - t h e  p r o d u c t i v i t y  a d v a n c e  of t he  s t e e l  i n d u s -  

t r y  w h i c h  would  e n a b l e  it  to qui te  s u c c e s s f u l l y ,  w i thou t  h a v i n g  a r e d u c e d  

p r o f i t  m a r g i n ,  pay th i s  10 c e n t s  and not  r a i s e  the  $4 p r i c e  r i s e  and s t i l l  

c o n t i n u e  to m a k e  the  s a m e  p ro f i t  t h e y  a r e  m a k i n g  now b e c a u s e  of the  p r o d u c -  

t i v i t y  r i s e .  

Th is  is  why the  s t e e l  i n d u s t r y - - a n d  not b e c a u s e  of a Nixon  d e a l  o r  

a n y t h i n g  e l s e - - i s  not  r a i s i n g  the  p r i c e  now, b e c a u s e  t h e y  know tha t  if t h e r e  

w e r e  a pub l ic  h e a r i n g  on th i s  q u e s t i o n  t h e s e  k inds  of f ac t s  would  c o m e  in to  

if 
t he  open .  The  t h i n g  tha t  I f e e l  qu i te  s t r o n g l y  about  is  t h a t / t h e  i n d u s t r y  

could  get  away  wi th  it, if t h e r e  w e r e n ' t  pub l ic  d i s c u s s i o n  about  the  p r o b l e m ,  

t h e y  would  have  r a i s e d  p r i c e s  s o m e w h e r e  in the  n e i g h b o r h o o d  of $8 o r  $9 

and  would  h a v e  c r i e d  the  b l u e s  by say ing ,  "Oh, wel l ,  we ju s t  i n c r e a s e d  it 

ha l f  as  m u c h  as  we shou ld  have  i n c r e a s e d  i t .  " 

Y o u ' v e  got to r e m e m b e r  tha t  tha t  16 c e n t s  r e l a t e s  to the  t o t a l  3--year 

cos t  and not  to the  o n e - y e a r  cos t .  So tha t  t h e y  d o n ' t  have  to p a s s  it on.  

QUESTION:  Sir ,  

le f t  if  off. 

MR. R U T T E N B E R G :  

STUDENT:  

as  s i m p l e  w h e n  

I would  l ike  to p ick  up the  c u d g e l  w h e r e  the  Cap ta in  

Go r i g h t  a h e a d .  

T h e s e  s t e e l  w o r k e r s  d o n ' t  o p e r a t e  in a v a c u u m ,  and it i s n ' t  

you look at it in con t ex t  as  it is  the  way you have  p r e s e n t e d  it 
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t h e r e .  When  he  ge t s  a 3 p e r c e n t  r a i s e ,  a l l  h i s  b u d d i e s  up and down  the  

l i n e - - t h e  f e l l o w  who h a u l s  the  s t e e l ,  the  f e l l ow  who  r u n s  the  a d v e r t i s i n g  

p r o g r a m ,  the  f e l l o w  who w a r e h o u s e s  it, the  l a n d l o r d ,  and e v e r y b o d y  who 

d e a l s  w i th  t h i s - - a n d  a l s o  w h e n  it b e c o m e s  a r e f r i g e r a t o r  in s o m e o n e ' s  

h o m e - - a r e  a l s o  g e t t i n g  a s t e e l  r i s e .  So tha t  we  a r e  not  j u s t  l ook ing  at  one  

m a n  in one  i n d u s t r y .  E v e r y b o d y  who h a n d l e s  t ha t  p i e c e  of i r o n  o r e  un t i l  

t he  t i m e  it  b e c o m e s  a w a t c h  s p r i n g - - a n d  t h e r e  a r e  a lot  of l i t t l e  i n c r e m e n t s  

in  t h e r e - - i s  a l s o  g e t t i n g  a 3 p e r c e n t  p r i c e  r i s e .  T h a t  m u l t i p l i e s  up as  i t  

ge t s  p r o c e s s e d  f u r t h e r  and  f u r t h e r ,  i n c l u d i n g  the  guy who p a i n t s  the  w a r e -  

h o u s e .  So t ha t  would  a p p e a r  to be  m o r e  n e a r l y  in c o n t e x t  t h a n  w h a t  you  

h a v e  on the  b o a r d .  Would  you  c o m m e n t  on tha t ,  p l e a s e  ? 

MR.  R U T T E N B E R G :  T h i s  is w h e r e  I shou ld  h a v e  gone wi th  the  

C a p t a i n ' s  q u e s t i o n  u n t i l  he  got m e  a r o u s e d  on the  s t e e l  q u e s t i o n .  Th i s  

i s  wha t  I was  a s s u m i n g  he  wou ld  s a y .  When  you  get  p r e s s u r e s  in the  i n d u s -  

t r i a l  s e c t o r  f o r  w a g e  i n c r e a s e s  it  c a u s e s  w a g e  i n c r e a s e s  to s e e p  t h r o u g h  

t h e  e n t i r e  e c o n o m y .  T h i s  i s  t r u e .  T h e r e  is no q u e s t i o n  abou t  t h i s .  As a 

m a t t e r  of f ac t ,  t he  u n i o n s  do not  h e s i t a t e  one  b i t  to  po in t  out to  the  n o n u n i o n  

w o r k e r  : "One of the  m a j o r  r e a s o n s  you  have  go t t en  a wage  i n c r e a s e  is  

b e c a u s e  we have  fought  and  s t r i v e n  o n  the  p i c k e t  l ine  f o r  116 d a y s  in the  

s t e e l  i n d u s t r y  to ge t  a w a g e  i n c r e a s e  f o r  s t e e l  w o r k e r s .  " Th i s  p e r m e a t e s  

through the rest of the economy. 

inflationary when you do that ?" 

saying. 

Now you  a r e  s a y i n g ,  " I s n ' t  t h i s  r e a l l y  

I t hough t  t ha t  was  wha t  t he  C a p t a i n  was  

M a y b e  t h e y ,  the  s t e e l  i n d u s t r y ,  c a n  a b s o r b  it out  of the  p r o d u c t i v i t y  
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rise, which I tried to indicate with the $16 figure and the $4 figure, but 

maybe the truck driver, the distributor, and the retail merchant can't 

absorb it; therefore maybe he, in granting the wage increase, has to pass 

it on in the form of some price change. 

I think this is the interworking of the economy, which becomes a very 

complicated and difficult problem. I don't think anybody has a simple 

answer to it. I would say to you that, ideally speaking, what should happen-- 

and I am sure it is not going to happen in the American scene until we do 

have public hearings, so that all the facts are thrown out onto the table, so 

that the public knows the facts and so that the facts are carried in the news- 

papers, magazines, radios, and televisions, so that people will know them-- 

is that when we have the facts on the table the ideal situation will develop. 

If the ideal situation in the meantime doesn't develop, then I think we will 

get price increases; but I am not worried about those price increases, 

because they have been of the nature of substantially less than the historical 

pattern of the previous 60 years. 

The ideal situation would be that in those industries where productivity 

is rising there should be price reductions. There is no question in my mind 

that, if you look at the  p a t t e r n  of the  p r o f i t s  of the  au to  i n d u s t r i e s ,  the  e l e c t r i c a l  

m a n u f a c t u r i n g  i n d u s t r i e s ,  and the  s t e e l  i n d u s t r i e s ,  you could  j u s t i f y  s u b s t a n t i a l  

price cuts. 

more time. 

generator problem, 

Le t  m e  ju s t  g ive  you one e x a m p l e ,  q u i c k l y - - I  w i s h  t h e r e  w e r e  

S o m e  of you p r o b a b l y  a r e  f a m i l i a r  wi th  the  e l e c t r i c a l  t u r b o  

of TVA and o t h e r  A m e r i c a n  c o m p a n i e s  buy ing  e l e c t r i c  
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t u r b o  g e n e r a t o r s  f r o m  P a r s o n s  E l e c t r i c  of E n g l a n d  o r  B r o w n  B o u v i r i e  

of S w i t z e r l a n d ,  and wi th  the  g r e a t  p r o t e s t  of the  A m e r i c a n  e l e c t r i c a l  

i n d u s t r y  tha t  t h e y  c a n ' t  c o m p e t e  and tha t  t hey  a r e  b e i n g  d r i v e n  out of b u s -  

i n e s s  by t h e s e  c o n t r a c t s  tha t  a r e  b e i n g  le t  o v e r s e a s .  But what  h a p p e n e d  

w h e n  t h o s e  c o n t r a c t s  w e r e  s u c c e s s f u l l y  g iven  to P a r s o n s  E l e c t r i c  in Eng l and  ? 

Do you know what  G e n e r a l  E l e c t r i c  and W e s t i n g h o u s e ,  the  m a j o r  p r o d u c e r s  

of t u r b o  e l e c t r i c  g e n e r a t o r s ,  did in  th i s  c o u n t r y ?  T h e y  d r o p p e d  t h e i r  p r i c e  

a little. Then there was still the contract that went to Brown Bouvirie. 

So they dropped their price a little more. Did they lose money? Are they 

not making money on these items ? They are making just as much as they 

made before, because productivity is advancing, and they can afford to 

drop the price if they are forced into it. And it took these contracts let 

overseas to force them into it. Thanks are due to the union, whose workers 

were being displaced in the United States because of the contracts being sent 

overseas. The unions did not protest the displacement of the workers; the 

unions protested the price structure of the electric turbo generator and got 

industry to reduce the price so that the American worker could get a job 

in competition with everybody else throughout the world, which I think is a 

very interesting point. 

Let me get back, though, to this other point. They can cut prices. You 

cau cut prices in those industries where productivity is rising. Certainly, even 

in retail establishments productivity is going up. Even in truck distribution 

productivity is increasing--when you think that, instead of driving a truck 
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o v e r  the  r o a d  you t ake  it and put i t  p i g g y - b a c k  on a r a i l r o a d  ca r ,  t h i s  is 

i n c r e a s i n g  p r o d u c t i v i t y .  When you t h i n k  in t e r m s  of a d d i n g  10 e x t r a  c a r s  

to  a r a i l r o a d  f r e i g h t  t r a i n ,  t h i s  is i n c r e a s i n g  p r o d u c t i v i t y .  So l e t  us  not 

ge t  c o n f u s e d  tha t  in a r e a s  down the  l ine ,  w h e t h e r  o r g a n i z e d  o r  u n o r g a n i z e d ,  

p r o d u c t i v i t y  is  s t i l l  r i s i n g ,  and it w i l l  c o n t i n u e  to  r i s e ,  e v e n  in the  i n s u r -  

a n c e  c o m p a n i e s ,  w h e r e  t h e y  a r e  m o v i n g  to e l e c t r i c  c o m p u t e r s .  I am now 

l i v i n g  in V i r g i n i a  and  I am g e t t i n g  m y  w a t e r  b i l l  punched  out on a t a b u l a t i n g  

m a c h i n e  r a t h e r  t han  done  by hand as  t h e y  f o r m e r l y  did it on the  t y p e w r i t e r .  

Th i s  is p r o d u c t i v i t y  a d v a n c e .  L e t ' s  not  get  c o n f u s e d .  P r o d u c t i v i t y  is  

r i s i n g  a l l  the  way  t h r o u g h  the  e c o n o m y ,  and,  in t h o s e  i n d u s t r i e s  w h e r e  it 

is  r i s i n g ,  the  p r i c e s  ought  to  c o m e  down.  In t h o s e  i n d u s t r i e s ,  l e t ' s  say ,  

l i ke  t e x t i l e s ,  o r  m e n ' s  c lo th ing ,  w h e r e  t h e r e  is  not  p a r t i c u l a r l y  any  s i g -  

n i f i c a n t  i n c r e a s e ,  o r  not  too  g r e a t  an i n c r e a s e j  in  p r o d u c t i v i t y ,  p r i c e s  m a y  

w e l l  go up. 

The  e f f e c t  on the  t o t a l  e c o n o m y  and on the  o v e r a l l  p r i c e  s t r u c t u r e ,  if 

t h i s  i d e a l  s i t u a t i o n  h a p p e n s ,  is s t a b i l i t y  in the  p r i c e  s t r u c t u r e ,  wi th  the  

i n c r e a s e s  b e i n g  o f f se t  by the  e c o n o m y .  I s a y  you w o n ' t  ge t  t h e s e  d e c l i n e s  

in the  e c o n o m y  un t i l  s u c h  t i m e  as  you get  the  s p o t l i g h t  of pub l ic  op in ion  

t h r o w n  upon the  way t h e s e  p r i c e  c h a n g e s  in t h i s  a r e a ,  i n s t e a d  of c o m i n g  

down,  a r e  go ing  up. T h a t ' s  what  we need .  

I s e e  a lot  of h a n d s .  

a n s w e r i n g  the  q u e s t i o n s .  

QUESTION: 

Time is wasting, and I am taking too long in 

I don't mean to filibuster. 

Previous distinguished speakers on this platform, from 

34 



................................................................. ~ i ................................................... 

i n d u s t r y ,  l a b o r ,  c o l l e g e s ,  and g o v e r n m e n t  have  d e m o n s t r a t e d  g e n e r a l  

a g r e e m e n t  tha t  it i s  n e c e s s a r y  fo r  the  Un i t ed  S ta t e s ,  in o r d e r  to  c o m p e t e  
and 

wi th  R u s s i a , ]  to m a i n t a i n  and a t t a i n  e c o n o m i c  g rowth ,  to i n c r e a s e  r e s e a r c h .  

I am w o n d e r i n g ,  t h e r e f o r e ,  why you s e l e c t e d  the  c h a n g e  in the  t ax  Law on 

r e s e a r c h  as  one wh ich  is c o n t r a r y  to y o u r  p r i n c i p l e s ,  s i n c e  we have  a l s o  

b e e n  to ld  tha t  r e s e a r c h  is  go ing  to f ind new jobs  and new p r o d u c t i v e  o p e r -  

a t i ons  wh ich  wi l l  e m p l o y  the  l a b o r e r s  d i s p l a c e d  by a u t o m a t i o n .  My q u e s t i o n  

i s :  Why do you not s e l e c t  i n s t e a d  the  n o n p r o d u c t i v e  a r e a s  of ou r  t ax  s t r u c -  

t u r e ,  such as depletion allowances, capital gains, liberal or extraordinarily 

liberal entertainment, and public relations expenses for your attack? 

MR. RUTTENBERG: You happen to have raised a question which, if 

I had time, I would love to talk about. Taxation happens to be one of the 

major areas that I have spent a great deal of my adult economic life studying, 

advocating, and writing about. I am more convinced even than you, if that 

is possible, that we ought to do something about depletion allowances, we 

ought to do something about capital gains structure, we ought to do something 

about dividends exclusions and exemptions, and we ought to do something 

about family partnerships and stock options. If we did all these things we 

could raise close to $9 billion in revenue. I am convinced of this and I am 

~kaffto see that the Joint Economic Committee in its report just a few weeks 

ago came out and said they would go along with about $4 billion of this if 

we did certain things. That is aside from the point. I think we ought to and 
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can ,  and I have  s t r o n g l y  a d v o c a t e d  th i s  k ind  of  t h i n g  b e f o r e  the  C o n g r e s s  

of the  Un i t ed  S t a t e s  and w i l l  c o n t i n u e  to do it .  

To ge t  b a c k  to y o u r  q u e s t i o n  r e g a r d i n g  r e s e a r c h  and d e v e l o p m e n t - -  

I c h o s e  tha t  f o r  on ly  one  po in t .  If you  a r e  l ook ing  at  the  c o s t  a c c o u n t i n g  

p r o b l e m  of a b a l a n c e  s h e e t ,  and if a c o m p a n y ,  b e c a u s e  of the  1954 t ax  

law,  w a s  ab l e  to w r i t e  off in one  y e a r  the  t o t a l  c o s t  of i t s  r e s e a r c h  and 

d e v e l o p m e n t  p r o g r a m  as  a g a i n s t  c a p i t a l i z i n g  it  o v e r  a 5 - y e a r  o r  a 1 0 - y e a r  

p e r i o d ,  the  c o s t  f a c t o r  in t ha t  one  y e a r  is e x c e s s i v e  in r e l a t i o n  to wha t  it  

wou ld  h a v e  b e e n  had t h e y  c a p i t a l i z e d  it .  

With  t ha t  s i t u a t i o n  the  c o r p o r a t i o n s  t h e n  look at  t h e i r  p r o f i t s  f o r  

tha t  y e a r ,  t h e i r  r e t u r n  on i n v e s t m e n t ,  and t h e y  c o n c l u d e  f r o m  th i s  t ha t  

the  r e t u r n  on i n v e s t m e n t  is  g o i n g  down,  and  tha t  t h e r e f o r e  t h e y ' v e  got  

to  i n c r e a s e  p r i c e s  in o r d e r  to m a k e  m o r e  p r o f i t s  to o f f se t  t h i s .  

I a m  on ly  p l e a d i n g  t ha t  in p r i c e  d e t e r m i n a t i o n  t h e y  ought  to a c c o u n t  

the  way  t h e y  n o r m a l l y  do, b e c a u s e  t h e y  a r e  go ing  to r e c a p t u r e  t h i s  o v e r  a 

p e r i o d  of t i m e  a n y w a y .  I cou ld  d e s c r i b e  the  s a m e  t h i n g  in t e r m s  of s o m e  

of the  d i g i t s  a p p r o a c h e d  in d e p r e c i a t i o n  as  a g a i n s t  a s t r a i g h t - l i n e  d e p r e c i a -  

t i on  c o s t .  The  s a m e  t h i n g  r e s u l t s  f r o m  tha t  kind of a c o s t - a c c o u n t i n g  p r a c t i c e .  

T h e y  a r e  t r y i n g  to o f f se t  t h a t  b i g  c o s t  in the  one  y e a r  in w h i c h  the  r e t u r n  

on i n v e s t m e n t  is  l o s t  b e c a u s e  t h e y  h a v e  w r i t t e n  off t he  t o t a l  c o s t  i n s t e a d  of 

c a p i t a l i z i n g  i t .  T h a t ' s  m y  on ly  po in t .  

I a g r e e  j u s t  as  s t r o n g l y  wi th  you  as a n y b o d y  e l s e  does  tha t  we n e e d  m o r e  

and m o r e  r e s e a r c h  and d e v e l o p m e n t ,  and  u n l e s s  we do m o r e - - a n d  we cou ld  

36 



mention a few things in the military that ought to be done a little more in 

t h i s  a r e a  of r e s e a r c h  and d e v e l o p m e n t ,  t o o - - w e  a r e  go ing  to f ind o u r s e l v e s  

s o m e  p l a c e  w h e r e  we d o n ' t  wan t  to  be in r e l a t i o n  to  the  r e s t  of the  w o r l d .  

QUESTION:  On th i s  q u e s t i o n  of p r o d u c t i v i t y ,  it  s e e m s  to m e  tha t  the  
f o r  

i d e a l  t h i n g  wou ld  be t h a t / a n y  g i v e n  i n c r e a s e  in p r o d u c t i v i t y  the  b e n e f i t s  

s h o u l d  be  d i v i d e d  t h r e e  w a y s - - t h a t  p a r t  of i t  s h o u l d  go to i n c r e a s e d  w a g e s ,  

p a r t  to  i n c r e a s e d  p r o f i t s  f o r  the  m a n u f a c t u r e r ,  b e c a u s e ,  a f t e r  a l l ,  o u r  

b u s i n e s s  i s  b u i l t  on the  p r o f i t  m o t i v e ,  and  a p a r t  of it  s h o u l d  be p a s s e d  on 

to  the  c o n s u m e r  in the  f o r m  of d e c r e a s e d  p r i c e s .  But,  a g a i n s t  t ha t ,  l a b o r  

s e e m s  to h a v e  the  p o s i t i o n  tha t  if t h e r e  is  a 39 p e r c e n t  i n c r e a s e  in p r o d u c -  

t i v i t y  t h e r e  s h o u l d  be  a 39 p e r c e n t  i n c r e a s e  in w a g e s .  I c a n ' t  s e e  w h e r e  

t h i s  l e a v e s  r o o m  f o r  a n y b o d y  e l s e  to get  in the  ac t ,  and I c a n ' t  m u c h  b l a m e  

the  m a n u f a c t u r e r s  fo r  f i nd ing  w a y s  to  d i s g u i s e  the  p r o f i t s .  

MR. R U T T E N B E R G :  Wel l ,  you  h a v e  r a i s e d  a v e r y  i n t e r e s t i n g  q u e s t i o n .  

I r e a l l y  w i s h  tha t  t h e  pub l i c  u n d e r s t o o d  the  e c o n o m i c s  of t he  s i t u a t i o n .  If 

the  pub l i c ,  i n c l u d i n g  y o u r s e l f ,  u n d e r s t o o d  the  e c o n o m i c s  of t h i s  p r o b l e m ,  

I d o n ' t  t h ink  you wou ld  m a k e  the  c o m m e n t  you  m a d e .  If p r o d u c t i v i t y  r i s e s  

b y - - l e t ' s  t a k e  an e v e n  f i g u r e - - 1 0  p e r c e n t ,  and if w a g e s  r i s e  by 10 p e r c e n t ,  

the  c o n c l u s i o n  the  g e n e r a l  p u b l i c  c o m e s  to is  t ha t  t h e r e f o r e  t he  t o t a l  p r o d u c -  

t i v i t y  r i s e  h a s  b e e n  w i p e d  out  by  w a g e  r i s e .  I j u s t  r e f e r  you to  any  t e x t b o o k  

on e c o n o m i c s .  T h i s  i s  not  t he  c a s e .  

you  a r e  s a y i n g - - t h i s  i s n ' t  t he  c a s e  ? 

S T U D E N T :  

You s h a k e  y o u r  h e a d .  Is t ha t  wha t  

Or  a r e  you  s a y i n g  it is  the  c a s e  ? 

I a g r e e  w i th  you.  It is  not  the  c a s e .  
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MR. R U T T E N B E R G :  W a g e s  r e f l e c t ,  d e p e n d i n g  on how you c a l c u l a t e ,  

in the  oi l  i n d u s t r y ,  about  6 p e r c e n t  of the  cos t  of p r o d u c t i o n ,  in m e a t  p a c k -  

ing, m a y b e  about  8 p e r c e n t  of the  cos t  of  p r o d u c t i o n ,  in s t e e l  about  25 

to 30 p e r c e n t  of the  c o s t  of p r o d u c t i o n .  L e t ' s  a s s u m e  it is  50 p e r c e n t  

of the  c o s t  of p r o d u c t i o n ,  w h i c h  is  v e r y  v e r y  g e n e r o u s ,  and I c a n ' t  t h ink  

of any  i n d u s t r y  e x c e p t  the  hand i n d u s t r y  in w h i c h  th i s  would  be t r u e .  Tha t  
in 

m e a n s  tha t ]a  50 p e r c e n t  c o s t  of p r o d u c t i o n  the  wage  i n c r e a s e  is on ly  5 

p e r c e n t .  Th i s  is  i m p o r t a n t .  

I a g r e e  wi th  you fu l ly  tha t  any  p r o d u c t i v i t y  r i s e  shou ld  be s h a r e d  

t h r e e  w a y s .  It shou ld  be s h a r e d  wi th  the  w o r k e r s  in the  f o r m  of h i g h e r  

w a g e s .  It shou ld  be s h a r e d  wi th  the  c o n s u m e r  in the  f o r m  of l o w e r  p r i c e s .  

And it o b v i o u s l y  m u s t  be  s h a r e d  wi th  the  e m p l o y e r  in the  f o r m  of h i g h e r  

p ro f i t .  Al l  t h r e e  of t h e s e  can  o c c u r  w i th in  the  f r a m e w o r k  of a 10 p e r c e n t  

p r i c e  r i s e  v e r s u s  a 10 p e r c e n t  p r o d u c t i v i t y  r i s e .  

You d o n ' t  a g r e e  wi th  th i s  ? 

S T U D E N T :  I am not  c o n v i n c e d .  

MR. R U T T E N B E R G :  A l l  r i g h t .  Don ' t  t a k e  m y  w o r d  fo r  i t .  I r e f e r  

you  to a book  on e c o n o m i c s .  Th is  is  wha t  b o t h e r s  m e .  I can  r e m e m b e r  

back  in 1947 and 1948 o f f i c i a l s  at  G e n e r a l  M o t o r s  and at U. S. S t e e l  m a k i n g  

pub l ic  c o m m e n t s  s a y i n g  w a g e s  had gone  up 10 p e r c e n t ,  p r o d u c t i v i t y  had gone  

up 10 p e r c e n t ,  and t h e y  had  to  r a i s e  the  p r i c e s  by 10 p e r c e n t  to o f f se t  t h i s .  

Th i s  is  j u s t  u t t e r  n o n s e n s e .  And I t h ink  t h e y  ought  to u n d e r s t a n d  t h i s .  

If, on the  o t h e r  hand,  w a g e s  went  up 20 p e r c e n t  and p r o d u c t i v i t y  wen t  up 
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10 p e r c e n t ,  a n d  i f  w a g e s  r e f l e c t e d  50 p e r c e n t  of  t he  c o s t  of  p r o d u c t i o n ,  

t h e n  y o u  w o u l d  be  a b s o r b i n g  t h e  t o t a l  p r o d u c t i v i t y  r i s e  w i t h  t h e  w a g e  

i n c r e a s e ,  and  t h e n  t h e r e  w o u l d n ' t  be  a n y t h i n g  l e f t  in p r o f i t s  and  f o r  c o n -  

s u m e r  p r i c e s .  

STUDENT: May  I m a k e  t h i s  one  c o m m e n t ?  It s e e m s  to  m e  t ha t ,  if  

y o u r  w a g e  i n c r e a s e  k e e p s  p a c e  w i t h  y o u r  p r o d u c t i v i t y  i n c r e a s e ,  t h e n  t h e  

n e t  c o s t  of  p r o d u c t i v i t y  in  t e r m s  of  l a b o r  a l o n e  i s  r e m a i n i n g  c o n s t a n t .  You 

ge t  t h e  s a m e  a m o u n t  of  p r o d u c t i v i t y  f o r  t he  s a m e  l a b o r  c o s t .  So t h a t  a n y  

s a v i n g s  h a v e  to  c o m e  f r o m  s o m e w h e r e  e l s e  in  t h e  s y s t e m .  I t h i n k  t h a t  t he  

t h i n g  we a l l  m o s t  r e a d i l y  t h i n k  a b o u t  i s  i n c r e a s e d  v o l u m e - - s e l l '  m o r e  of t he  

s t u f f - - t o  m a k e  m o r e  p r o f i t .  It s e e m s  to  m e  t h a t  you  s o r t  of o v e r w o r k e d  

t h a t  one  a l i t t l e  b i t .  O u r  p o p u l a t i o n  i s  e x p a n d i n g  o n l y  a t  t h e  r a t e  of  1 . 7  

a y e a r ,  and  i t  s e e m s  t h a t  p e o p l e  c a n  u s e  up  s t u f f  o n l y  s o  f a s t .  

MR. RUTTENBERG: Y o u ' v e  got  a lo t  of  c o n c e p t s  m i x e d  up  in h e r e .  

I d o n ' t  w a n t  to  be  f i l i b u s t e r i n g .  If we t a k e  the  t o t a l  c o s t  of p r o d u c t i o n  as  

100 p e r c e n t ,  t he  t o t a l  c o s t ,  and  p r o d u c t i v i t y  r i s e s  by  10 p e r c e n t ,  c o s t s  

a r e  now on an  i n d e x  b a s i s  d o w n  to 90 p e r c e n t - - t o t a l  c o s t .  Bu t  w a g e  c o s t s  

o v e r  h e r e  a t  100 a r e  o n l y  50 p e r c e n t  of  t h e  t o t a l  c o s t .  T h e r e f o r e ,  a s  f a r  

as  w a g e  c o s t s  a r e  c o n c e r n e d ,  t h e y  a r e  d o w n  o n l y  to  95 p e r c e n t .  T h e r e  is  

t h i s  r e m a i n d e r  t h a t  is  a v a i l a b l e .  T h a t  i s  o n l y  one  p r o b l e m .  I a m  b a c k  to  

r e p e a t i n g  m y s e l f .  I ' m  t u r n i n g  t h e  f i g u r e s  a r o u n d  and  u s i n g  t h e m  on  a t o t a l  

c o s t  of 100 p e r c e n t .  If you  m o v e  b a c k  to  y o u r  o t h e r  p r o b l e m - - a n d  I d o n ' t  

m e a n  to  be  p o l i t i c a l  a b o u t  t h i s  a t  a l l - - i n  the  y e a r s  1947 to  1 9 5 3 - - m a y b e  
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L e o n  K e y s e r l i n g  u s e d  s o m e  of  t h e s e  f i g u r e s  y e s t e r d a y - - I  d o n ' t  k n o w - -  

t h e  b i g  p r o b l e m  in  A m e r i c a  w a s  t h a t  t h e  p e r  c a p i t a  i n c r e a s e  in  g r o s s  

n a t i o n a l  p r o d u c t ,  t h e  t o t a l  g o o d s  a n d  s e r v i c e s  o f  t h e  A m e r i c a n  e c o n o m y  

a s  i t  r e l a t e d  to  i n c r e a s e d  p o p u l a t i o n ,  w a s  3 p e r c e n t  a y e a r .  D u r i n g  t h e  

p e r i o d  1 9 5 3  t o  1959  t h e  p e r  c a p i t a  r a t e  o f  i n c r e a s e  w a s  . 6 o f  1 p e r c e n t - -  

l e s s  t h a n  1 p e r c e n t .  N o w ,  o b v i o u s l y ,  w i t h  a p e r  c a p i t a  i n c r e a s e  in  g r o s s  

n a t i o n a l  p r o d u c t  of  . 6 o f  a p e r c e n t  w e  w i l l  g e t  i n t o  a p r o b l e m ,  a n d  we  

s h o u l d  g e t  i n t o  a p r o b l e m ,  o f  m o r e  p r o d u c t i o n  t h a n  t h e  c o n s u m e r s  c a n  

consume. 

One thing that America is proud of in its history, I think, is that we 

have increased our living standards of the American people continually, 

year in and year out. We haven't increased them very much at the rate of 

• 6 of 1 percent a year during that period (1953-59) as contrasted with 3 

percent a year during the previous period. 

If we would step up our rate of growth, as Keyserling was talking about 

yesterday, to 5 percent a year, then we could get a per capita increase of 

close to 3 or 4 percent a year• On that basis we can absorb the increased 

capacity. 

To turn this problem around the other way, throw some more figures 

at you, and probably confuse you more, we now have 15 to 20 percent of 

our manufacturing productive capacity in the United States lying idle. Why? 

Because per capita income has not increased sufficiently to absorb the 

product. This is where I get back to my problem of consumption versus 
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i nve  s t m  en t .  

I a m  s l i g h t l y  o v e r t i m e ,  and  I would  love  to go on a n s w e r i n g  t h e s e  

q u e s t i o n s  a l l  day  long .  M a y b e  I h a v e n ' t  a n s w e r e d  t h e m  we l l ,  but  I at  

l e a s t  I ike  to c o m m e n t  on t h e m .  

DR.  KRESS:  M r .  R u t t e n b e r g ,  you  h a v e  d e m o n s t r a t e d  t ha t  t h e s e  p r o b -  

l e m s  a r e  v e r y  c o m p l i c a t e d .  Y e s t e r d a y  we had  a v e r y  i n t e r e s t i n g  t a l k  

and  t o d a y  a l s o .  In the  c l o a k r o o m  a day  o r  so  ago  I o v e r h e a r d  tha t  t h i s  

w a s  go ing  to be  a du l l  c o u r s e .  T h a n k  you  f o r  m a k i n g  the  o p p o s i t e  t r u e .  
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