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THE WAGE-PRICE RELATIONSHIP 

9 September  1963 

Cap ta in  Brady:  We a r e  indeed  f o r t u n a t e  t o  have w i t h  us  t o d a y  as  our  i n i t i a l  

speaker for the Economics Section of Unit I, a man who has been verypopu!ar with 

pre~ious classes. He certalnly has earned the reputation of being able toput 

rather complex subjectslnto meanlngful and easily understandable terms. 

It is my very great pleasure to present Professor Beckman, who will discuss 

pThe NageoPrlce Relatlonshlp." Dr. Beckman. 

DR, BACKMAN: Good Morning: 

e 
• My problem is to talk a llttle!iblt about wages and prices. And if I tell you 

that I once took a year to wrlte a book on part of one part of the subject, and 

have spent many years on other parts of this subject, you'll realize how little Itm 

going to tell you this morning. In other words, we can only hit and run; we can't 

hope to do any more than cover some of the highlights. The real Job is the one 

you will have to do afterward. And, of course, I hope that during the question 

period if there is anything on your minds that you will raise the questlon. I un~ 

derstand that I have free opportunity to speak on all subjects, and I'll take advan- 

tage of that. 

.When we talk about wages, l'm sometimes reminded of-the familiar story about 

the blind men and the elephant.. You recall one of them felt the leg and thought it 

was a t~ee trunk; another one felt the side of the elephant and he thought it was 

a fence; the third one felt the tusk and thought it was a spear, e~., Became, 

some people talk aboutwages in one sense, and others' in another. We want to talk 

about it in all senses. And what are these senses? 

When a labor leader talks about it he emphasizes purchasing power. He says, 



"Nages represent the purchasing power of my workers".- note the possessive. "These 

workers will be able to buy the ~oods and services that are produced, only if they 

" T h a t ' s  all very £nterestlng,.but wages are get enough money."  Management answers, 

costs. Nhen we pay more wages our costs go u~ and we think something will happen 

to our prlcesl" this on the mistaken idea that costs determine prices, which, of 

course, ~ I'm sure most of you believe, but it isnBt true. But don't feel too badly 

about that; your re in the same boat with practi~ally everybody, including many 

corporation executives° 

I had one interesting experience about a yearoand-a-half ago while mak£ng a 

study of prices for one of our larger companies. It had all been arranged by the 

top-side and I was now meetlng the vice president In charge o£ prlclng, for the 

flrst time. He looked at me a llttle douriy or sourly and said, "I hope you're not 

one of those economists who think that we set our prices by adding up our costs." 

"tim glad l've met a business man who I looked at him almost the same way and said, 

doesn'tthlnk he does so," and we had e wonderful experlence together from that 

time formavd.  

Now, when we t a l k  o f  wages l e t ' s  look  a t  i t  a s  a c o s t  f i r s t ,  and look  a t  some 

of the  e l e m e n t s  t h a t  a r e  i n v o l v e d .  In the  f i r s t  p l a c e ,  t he  term "wages"  does  no t  

cover  t h e  t o t a !  l a b o r  c o s t .  As you know, in  r e c e n t  y e a r s  t h e  s o - c a l l e d  " f r i n g e s "  

o I l i k e  t o  c a l l  them "non-wage b e n e f i t s , -  b e c a u s e  t h e y  become so b i g  t h e y ' r e  no 

longer a fringe; when something gets to be 20Z or 25Z of the total bill it has got- 

ten  beyond t h e  f r i n g e  s t a g e ;  - and when we t a l k  of  p e n s i o n s ,  w e l f a r e  f u n d s ,  pa td  
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holldays, paid vacations, sick leave, Jury duty, and a hundred and one other types 

of special payments - and I'm not in featherbedding yet - when we talk about all of 

these things we're talklng about a big part of the sales dollar and we're talking 

about a big part of the labor bill. And so, although I will use the term "wages," 

in many of the contexts in which I use the term I'll really be referrlngto total 

labor costs, as will be apparent from my comments. 

Now, therels a second ~olnt that's very. important, and partlcularly so today. 

Although the businessman stresses his labor costs, it isn't the total numbe of dol~ 

lars he pays that's important, it's the dollar he pays per units which is important. 

Thus, for example, if, In a ftxm you increase your labor bill by 5%, but your 
I 

workers turn out 5Z more, your unit labor costs remain unchanged and the pressures 

which allegedly accompany higher wages are not taking place° And I shall have the 

occasion ~llttle later to talk about wage Inflatlon; what has happened to it and 

whatlis happening to it, because it's tied indirectly with this point. 
F 

And so, unlt labor cost brlngs~together two Ideas; the number of dollars you 

Spend,and a term we call "vroductlvlty;" output per man=hour, referring not to what 

labor creates - because what is turned out is the end-result of a team job - labor, 

management, use of canltalo I like to point out that years ago we did work literally 

with our backs. And a time came when somebody discovered that if you pushed a lever 

you could push these things out without quite as much effort. We didn't work as 

hard and we turned out more. And then somebody discovered a machine to do the job. 

We are not at the stage of what all you do in terms of physical effort often, is push 

a button. Youtre not working harder; youlre worklngmuch less than you did before. 

And the fact of the matter, gentlemen, is that were getting to the point where all 

you lre,golng to have to do is look at the button. And that may not be as silly as it 

sounds w~en you think of the electric eye and all the dev~ces that are available to 
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~ermit the breaking of that eye without any real physlca!i.effort. 

What has happened? An enormous aggregation of capital has been made available 

to labor and to management; to say that labor is entitled to all of the benefits 

that result from this aggregation of capital, doesn't make any sense~ Just as to 

say that you can ignore that labor is there and give it nothing, makes no sense. 

And y e t  a t  t h i s  p o i n t ,  i n  t e r m s  o f  o u r  U n i t  l a b o r  c o s t s  we h a v e  t o  k e e p  i n  mind 

that regardless of who is responsible, the Increase In output per man-hour, when it 

offsets, when it equals, when it is greater than, the increase in the total amount 

vald in wages and non-wage benefits will not be accompanied by pressures on prices, 

andwill not be accompanied by pressures on the internal organization. And so, pro- 

ductlvity - output per man-hour - is a key factor, and in that productivity a key 

factorls capital investment. 

Andthis is what the new, proposed tax program is about, as you undoubtedly 

have heard, or will hear. From the labor point of view the emphasis is upon low- 

income brackets in order to release the purchasing power of those who have the lowo 

est incomes o From the point of view of productivity, the emphasis must be upon re- 

ductions in the hlgh-income brackets in order to increase the incentives to invest; 

tO {nerease the capital, ~t do you think is the essential difference between coun- 

tries llke this and many of the backward countries of the world, in terms of our 

llvlng standard? It's a fact that we produce enough so that we can save Dart of 

what" we produce and we can turn that saving into capital goods, which capital goods 

- sort of a regular merry-go-round - we can then use to make more goods, which goods 

give hs more savings, etc. 

But, when .you get over to Uganda and you get over to any of these newly emer- 

ging nations, they haven't got enough to stay in the same place~ they havenft enough 

in the way of goods and services to do much more than subsist, And, because they 
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don't, they can't create the capital. And they can't create the capital, so they 

Can't make available this enormous amouO~' of tool power which, when combined with 

labor, makes it possible to turn out enormous increases in the quantities of goods 

and se~ices. 

In Russia, for example, at the beginning of their noble experlment, we hear 

about how millions of people starved as they sent grain out of the country. But 

what did they send the grain out for? They sent It out for machines; for technical 

help. Now, we say this is not the sort of operatlon we would run, where we would 

let peoule die so that we could llft ourselves by our bootstraps. BUt, this was a 

recognition of the importance of capital. Capital is not confined to capitalism, as 

you undoubtedly know, 

Well, let's turn to the other side of the coin = purchasing power. What are 

the facts? Total wages and salaries acco~ for about 70% of our national income. 

And of that 70% about 3% or 4% is executive s~arles. So, leaving that out, about 

2f3 of the money that's available to buy goods and services comes through wages and 

saiarles. That includes my sal~gy~ it includes yours. And it includes the salaries 

of everybody from the Janitor right through to the top c~poratlon executive; from 

the lowest worker in government right through to the President. But only a small 

part of that -that top 3% or 4% out of the 70% = represents the echelon that we call 

executives. And so, basically, about 2f3 of the income is generated through wages 

and salarles. And if we were to follow the procedure that some insist upon, namely, 

to describe farm income which is essentially a form of labor income, as part of this 

labor {ncome, now a llttle broader than ~ust wages and s~larles, we'd get up to close 

tO 85%. But since we're more concerned with wages and salaries, I'm not taking that 

posltion today, 

Now, this total amount that is available to wage and salary workers# is not de- 



termlned by a wage rate alone; it is determined by a combination of things, of which 

the wage rate is only one item. If we insist upon paying somebody $1.25 an hour - 

and in some sections of the country, particularly down South where wages have been 

lower than in the North and in the West = and the West is now higher than the North- 

east, incidentally - we insist upon paying $1.25; and in some mom and pop store they 

decide that now they won't hlre a clerk, it doesn't do the clerk who formerly had a 

job, any good, that he now gets a $1.25 an hour when he isn't there to get it. And 

so, instead of making $40 a week, or whatever he made, he makes nothing, while ac= 

cording to the book he should be making $50. 

Wage rates play a ro%e in determining jobs. I can give you any number of illus- 

trationso The railroads which are very much in the news operate something along these 

lines° Let's say they get a 5% increase in wage rates. Late that afternoon or the 

followin~ morning, the following conference takes place in the office of the presi- 

dent. The vice presidents are assembled in front; the president is sitting at his 

desk. "Gentlemen, there will be a 5% decrease in the labor force." And if any of 

the vice Dresldents say, "But," he's the first one off. They move from there. And 

so, you get the rather interesting picture that the railroads increase their wage 

rates and don't increase the amount of money they spend on wages. 

In 1949, to give you one interesting historical illustration, when they were 

compelled by the pressure of fact-findlng boards and public opinion, to reduce the 

work-week from 48 to 40 - and I don't want my friends on the railroads to be put in 

a bad light; this was a deal made with the unions back in th~ late '30s when the 

unions didn't want to go back to 40 hours; they wanted a 48-hour space; this wasn't 

a one-sided deal; when everyone else went under the Fair Labor Standards Act the rail- 

roads and the unions together decided that they'd rather have an excluslon~ And so, 

they got stuck for 48 hours' pay for 40 hours' work, under the mistaken impression 
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which the board had, that this was what happened in the '30s when we went to a 40- 

hour week. You couldn't get a worse readln~ of history. What happened in the 1930s 

was very simple; the work-week had fallen from about 48 hours down to 35. And then, 

in order to spread jobs we got tlme-and-a-half, first under the NRA and then under 

the Fair Labor Standards ACt, for hours in excess of 40. And so, as people began to 

work more, up to 40 hours, they were getting hour for hour, not 48 for 40 at a 20% 

increase° They were very happy to get 40 hours' pay instead of 35 hours.' 

And it was a mlsreadln~ of what happened'when we went from a lO-hour day to an 

8-hour day, when the general rule was to Day 9-hours' pay for the 8-hours', not lO- 

hours'° But those are the little incidental sidelights which you at least ought to 

beaware of; most people aren't aware of. 

But the fact is, when the railroads got ddne paying 48-hours' pay for 40-hours' 

of work, instead of 48-hours' of work - which theoretically meant they had to hire 

one more man for every five - the total wage bill was the same. And I remember 

hearings down here at the Interstate Commerce Commission, there was quite a blt of 

screaming over the fact that they said their costs had gone up when they hadn't gone 

up~ And all sorts of tables were brought in to prove this° And the unions in the~ 

wa~e cases did the same thing; to prove that, "Look, it didn't even cost you anything 

to do that; it cost the unions something; it cost the workers something. 

And so, the wage rate is imDortant in any estimate of purchasing Dower. And I 

would be less than candid if I didn't tell you that today I believe our unemployment 

problem is not so much a question of a malfunctioning of the economy, although there 

are centers of unemployment which attend technological change; I think we've priced 

labor out of many markets. Interestingly enough, we have sped the introduction of 

automation because, as it has become more profitable to substitute, we have substitu- 

ted° Now, from one ~oint of view this is good. This is a better and a more effi= 
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cient use of resources, for those who are working. But, from the point of view of 

those who lose their jobs this is an extremely unfortunate development. Any time 

that you get major changes in the economy, somebody gets hurt° And this Istrue 

whether you're talking about going into a war economy or coming out, or you're talk- 

ing about major changes at any time° 

And, the hope is, that in a normal peacetime economy, what you'll have will be 

rather Small Dockets of hurt which you can take care of - unlike the end of a war or 

going into a war when these Dockets become rather widespread. 

I have just one other illustration ~ I can give you many of them - this involved 

wage negotiations; a large chain of stores. I'II never forget the headman saying in 

connection with the demand for an increase of $I0 a week for statisticians or some 

other Clerks who were working in the offices. He said, "I don't give a damn how many 

dresses color blue, size 16 we sell; if my store managers can't estimate what they 

need - and they don't need all these darned statistics I'ii get new store managers. 

I won't pay $I0 more to get that information; it isn't worth it; I'II throw them all 

OUto" And he meant it= Fortunately, they worked out a deal at somewhat less than 

$I0, so they continued to work° 

But~ at some Dolnt you can price your way out of a market. And I think ~hls un- 

employment today - which is really a question, you know, of only a miliion peDDle - 

i know you read stories about four million unemployed, and there are four million un° 

employed. But, the fact of the matter is, an economy with 70 milli0n ~obs there is 

frictional unemployment and seasonal jobs. For example, those who have the summer 

jobs and don't have them; those who have Jobs in winter in a retail store just be- 

fore Christmas; the construction industry which, in certain parts of thfs country 

must grind to a standstill when we come into the bad weather; the garment industry 

which works on season, style, etc0 These types of jobs have people who quit because 
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they want to get a different type of job; the people who become ill. This type of 

employment called "frictional unemployment," concededly takes up to 4%. This is 

why the President, when he talks about objectlve~, has been able with a straight 

face to say that 4% is our immediate target for unemployment. Because, in a dynam- 

ic, expandin~ economy of this size it's impossible to provide jobs for everybody. 

And even today, with our four million unemployed, you can go into most communities 

and find columns of jobs listed in the newspapers, usually, of course, jobs that : 

will involve skills of one kind or another. And so, you read a great deal about the 

unemployed who have left school early; who are untrained; who it is difficult to re- 

train° 

For example, in this Armour Project they made a study to find out what they 

could do with the people who were lald off; they were goln~ to provide for an offset 

to automation. They got the government employment service out in Kansas - I guess it 

was - somewhere out there to survey and test these peo nleo 60% of them didn't 

have any. educational level that made it possible to ret.rain~ them for anything° They 

described them as common labor; casual common labor, which means only people who 

could shift from job to job and it was a waste of time trying to t?ain them. This 

is another Dart of the unemployment problem. But as you push up these wage rates, 

this is the ~roup which is hit. And it is hit because you cut off the level that you 

can replace with machines° And what is the level that you can replace with machines? 

Ordinarily it's common labor, or thln~s that are done by rote. 

Have you ever seen any of these assembly lines? I was in a pottery plant one 

day and it was quite interesting. They had two different operations going on; one 

was a machine operation in effect and the other was a hand operation. You saw a 

little conveyor-belt ~olng along the table and these girls would take a plate off 

and do somethln~ to it, and back on, and the next one would take it off and do 
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s o m e t h i n g  t o  i t ;  a machine  c o u l d  do t h a t ,  A l l  you need i s  c a p i t a l .  T h a t  i s  what  

we t end  t o  g e t  and o t h e r s  d o n ' t  g e t .  

And s o ,  when we look  a t  the  p u r c h a s i n g  power s i d e ,  i t  must  be n o t  o n l y  t h e  r a t e ,  

bu t  the  number o f  h o u r s °  But t h e r e ' s  a n o t h e r  f a c t o r  on p u r c h a s i n g  power ,  and t h a t  

i s ,  what  you can buy w i t h  y o u r  money. I was i n  I t a l y  a c o u p l e  o f  y e a r s  ago  and wdnt 

i n t o  a h o t e l  i n  J a n u a r y  when t h e  p l a c e  was h a l f  empty~ bu t  t h e  room w a s n ' t  r e a d y .  

I t  was t o o  b u s y .  So, t h e  m a i t r e  d '  - o r  whoever  he was - s a i d ,  " W e ' r e  so s o r r y ,  s i r ,  

i t ' s  no t  r e a d y ;  why d o n ' t  you go up t h e  r o o f  and have  l u n c h ;  i t ' s  a b e a u t i f u l  v i e w . "  

We went  up t h e r e  and t h e r e  was one p e r s o n  s i t t i n g  on t h e  r o o f ,  a f r i e n d  of  mine f rom 

NewYork .  I ' l l  n e v e r  f o r g e t  t h e  f i r s t  t h i n g  he s a i d  t o  me: " J u l e s , "  he s a i d ,  " i t ' s  

w a l l p a p e r ° "  I s a i d ,  "What a r e  you t a l k i n g  a b o u t ? "  And he p u l l e d  ou t  t h e s e  l i r a  

650 t o  a d o l l a r s  He s a i d ,  " I t ' s  w a l l p a p e r ,  t h a t ' s  a l l  i t  i s . "  W e l l ,  i t  w a s n ' t  q u i t e  

t h a t  bad .  The l i r a  i s  s t i l l  w o r t h  s o m e t h i n g ,  a l t h o u g h  t h e r e  a r e  c o u n t r i e s  where  i t  

is wallpaper. 

But this is what we are talking about, and it's extreme when we talk about what 

hapnened to the cost of livin~o What can you buy with your money? And so, if, by 

any chance, we are increasing this purchasing power too rapidly, and it finds reflec- 

tion ultimately in what happens to prices either because people have the money to bid 

uD or because costs are effected, or because somebody thinks because these things are 

going on this is the environment within which to raise prices, the purchasing power 

of those dollars can't go up. And the fact of the matter is that your purchasing 

Dower can't ~o up any more than productivity can, anyway. You can't ~ust manufacture 

! 
mone~ and buy goods with it; you clean your shelves and that's Ito If this were the 

simple solution for all of our problems we could ~ust have the Treasury work over- 

time. You notice out at the Mint in Denver they're having a little bit of a problem 

anyway, with the coins. So, we'd just build another Minut. It ~Duld be cheap, com- 
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pared with the results you'd get° Everything that comes out is purchasing power. 

The trouble is, "What is that purchasing power worth?" 

And so, when we talk about wages we must consider not only money wages; we must 

consider real wages as well. And real wages involves the relationship to what you 

can buy. 

Now, what are some of the factors that determine wages? Well, in thetextbooks 

we taik about a few things. Way back we talked about the iron law of wages° There 

was a certain amount of money and you divided it around, and if you raised the wage 

all that would ha-Den was you had fewer people who would share it. And we talked 

about a productivity theory of wages; that some way the businessman measured what 

the last worker contributed against what he had to pay him, and if he doesn't con- 

tribute enough he gets laid off° Well, this may happen in a two-man shop, but I 

have a sneaking suspicion that it doesn't happen on the Pennsylvania Railroad, or 

U. S. Steel, or General Electric, or Westinghouse, or some of the other places. 

Yet, in a broad way it may describe what happens. More practically, what are 

the things that they look at~ not what do we tell them in the textbooks? And here 

there are six criteria which have been developed - and i must say I had a little hand 

in developing them, because, the first time these six were used was in 1944 in the 

Steel Wage Case where we set them Upo The six are, wage comparlsons~ what have 

other workers in other unions gotten~ That's a powerful one when Dave M~Donald ~ has 

to see what Walter Reuther is doing .... And donVt make any mistake about it; that can 

be more important in a steel wage negotiation than any£hlng that Roger Blough says, 

or Mr. Kennedy says, or anybody else says, because Dave can't be behind Walter. 

And if you get him here, needle him a little bit about It; have a little fun. I 
s 

don't think he'd deny it within the room. He'll tell you that he has to llve with 

his own workers. And his workers are in the same community as automobile workers~ 
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These things are not Just power problems. You think of our industrial complex 

in the M<ddle-West, with steel mills and automobile factories, rubber plants, elec- 

trlca! equipment plants and aluminum plants, all within the same or adjacent com= 

munltles, and you can see why, if your ne%ghbor who works for ALCOA gets a raise, 

you in U. S. Steel want a raise, or vice versa. Othe~Tise, you've got to deal with 

yo0r wife. And that's even worse than dealing with another labor union leader. 

Why Can't you do as well? This i@ the hard, practical nature of collective bargain- 

Ing in terms of what you can take and what you can't take. 

On occasion when l~ve been here I've been able to talk about negotiations that 

were in progress, and to lay out some standards, as one or two of you may recall, as 

to what would limit what could be taken. There's no mystery as to what a settle- 

ment will be once the first ones have taken place. Wage comparisons are of vital 

importance because union leaders must llve with it; the men must llve with it; and 

they must live with their wives° 

A second factor, the cost of living; consumer price index. If living costs 

are going on, discontent develops; pressures develop. Sure, you can get a country 

like Brazil where you get a rise in the cost of living, of 50% or 75% a year, and 

you read about the wage increases; all of a sudden you find they are doubling wages. 

They're not doubling wages. What they are doing is keeping their real wages pretty 

much where they were. They've got to be pretty careful. Durlng the earlier post- 

war years increases in the cost of living were a vital factor. There wasn't a w~ge 

negotiation that took place -oh, there may have been a few unimportant ones some- 

place where you couldn't be sure that you'd get at least a cost of living, and now 

we'd keep you in the same place. Therefore, that wouldn't be enough, and usually 

wasn't. In the last few years this has become a relatively unimportant factor. 

The consumer price index has risen an average of about I% a year° And you 
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ought to be aware of the fact that the price indexes are not so perfect that 1% 

really means 1%o You know from your own exoerience that there's an awful lot of 

juggllng you can do within a household b~=dget. So, instead of having canned peaches 
.i! 

you have canned pears; instead ~f canned, you have frozen; instead of frozen you 

have fresh° And your wife becomes very expert at shopping, as most wives do. Of 

course, the modern wife unlike our mothers and grandmothers usually gets on the 

oh one and orders the meat, and says, "Make sure it's a good cut." Of course, your 

mothers and grandmothers went down there, having come from a farm, and they look at 

it-and know whether ItTs a good cut° The only way you know is by the eating test 

and that merely determines whether you go back. It doesn't determine whether that 

piece of meat is any good° 

It sort of reminds me of an experience during the war. I had an occasion to 

write a long letter to the Times about some of the horrible things OPA was doing in 

its ratloning~ A friend of mine who was in the OPA wrote me a very nice note, He 

said, "You left out one very important thing. Do you realize that for 75 years the 

Department of Agriculture has been trying to Improve the quality of meat in this 

country? And with one regulation OPA made all meat prime?" At least in terms of 

the price charged it was all Drlmeo 

But, this is Dart of the ~roblem; that the indeces we use have a tolerance 

wlthin them so that the I%, or these I/lOths, 2/lOth, or 3/lOths of 1% changes really 

don't affect the average family. I was on a program one day up at the"University of 

Buffalo, with a very smart gentleman from Canada. And I've never forgotten one of 

the things he said. He said, "One of the ~roblems with our price index today is all 

the publicity it ~ets. In the old days when we published an index either saml-an- 

nually or ar~al~y, and prices went up a half of one percent, nobody knew about it, 

and nobody worried about it. Now the headlines come out, "A new high, says the 
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Scripps-Howard Press°' Well, what does that mean? It went from I07 to 107oi. Now, 

let's face it~ gentlemen, this is a crisis, particularly if the next month there!s 

another new high - 107o2," 

- i've seen these headlines in the Dress when the index goes up I/lOth of a polnt. 

A new high flashes all across the country° You get lO new highs like that and it's 

a pointo It's all of I%o You and I know that we can adjust to these things, And 

so, an interesting thing about wages is that we are now the victims of high-Dowered 

publicity, That also goes, in~identally~ for unemployment° I remember when I got 

out of school - highschool back in 1927~ I know you thought I waso[der~but I'm 

n0t~-I went out and got a job. I put together~ radios. [ didn't llke it, so I quit. 

A week later I got a job listening to phonograDhs~ we put those together. We played 

the same record over and over again~ [ couldn't stand it after three.weeks, so I 

quitio. I got another ~ob with Mo Lowensteln & Son° I was a wrapDer;. I.was movingupo 

And a~ter five weeks !- t~ Easter Season - Y was lald off~ 1%~s seasonally unem- 

pl0yed. 

Well, you know, gentlemen? I didn't know until about.ten years later that 1927 

was a recessionyearo When I became an economist I knew it was a recession year. 

At that time it meant you had to wait a week or a week-and-a-half to find another 

job~ But now I know it because i've seen that there ar~ four million unemployed° I 

knowthere's a crisis~ even though a relatively small Dart of this grouD9 unfortu- 

nately, is unemployed for 15 weeks or more° Many of these people just move from 

Job to job. But with our fine newspaper publicity we know there's a cris~Is0 

Well, this haDDens with t~e cost of living° B~caus~ most of us don~t buy 

everything in the cost of living every day or every week° l~m reminded of a cartoon 

the Canadian Government had during World War II, They showed a bar-chart, and a 

woman was standing behind the bars for clothing and f~od, and was complaining about 
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howmuch prices we~e ~olng up, And a.man was standin~ behind the bars for electric 

power and rent. He raid, "I don~t know where you're spending all the money;, nothing 

is going up," He was paying the rent and the electric power; she was pa~ing the 

food and clothing° The food prices were moving up rather regularly. She was ex- 

Derienclng this and he didn't know what she was talking about. And, of course, this 

is what happens when you get these 1/2 and 2/10ths of I%; it's small° Sos the cost 

of living, while not ruled out completely~ has become a less important fac.toro 

There's a third factor which I won't spend any time on - consumers' budgets 

closely related to the cost of living. This is tied in with minimum standards of 

living and basically is used for the minimum wage mainly. It plays very little role 

in major collective bargaining above the minim~mo 

The fourth factor is prod~ctivltyo I've already mentioned it briefly. It re- 

fers to what is happen!n~ in our economy in terms of real goods and services; real 

output° Now~ let°s face it; a few rich college prbfessors ean"t cons'~me all of the 

beans and all of the automobiles and all of the s~it~ and all of the other things 

that are produced. The fact of the matter is~ unles~ there is mass-consumption of 

most of the products we produce they could not be consumed. And so 9 without~ for the 

moment 9 being concerned abo~t whether there ~.s an equitable sharing in the mass, 

there must be the Durchaslng p~wer there to buy it~ or it will not be Consumed° 

And this is why we often say that real wages go up about in line with output per 

"~manLhouro They go up in llne with outDu~ per man=hour because there is no choice, 

The people generally must be able to consume the large increase in goods and 

services or it will not be consumed, And I shall return to that in a moment. 

A fifth factor very often mentioned is profits° This is a great target; let 

profits be big, and the unions are in there to share in them° Let profits be big 

and the public in ready to share them too in the form of lower pricer. Because, 
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the fact of the matter is that output per man-hour, and profits, are really tied 

together° If the output per man-hour goes way up It's going to increase your pro- 

fitability° And you can share in this butput per man-hour not only by wages and 

fringes, oz non-~age benefits~ but also by lower prices. One thing that is often 

overlooked - and Mr0 Heller's group overlooked it a little bit ~ is that if you 

share by way of a Drlce cut, this also involves ~n increase in real wages. You 

can't get it in higher money wages and lower prices at the same time, because, if 

our total output goes uo 2~ or 3~ a year this is all there is to share or dlvlde. 

Sure~ you can take a little bit away from the top, and when you've taken that 

away that's ito You can't do that forever° But having taken it away all that you 

can do is increase as rapidly as your goods and services increase, which, again is 

a problem of the underdeveloped countries° They can't increase their goods and 

services° 

And finally, last but not least is the question of the economic environment. 

Thls includes not only what is happening to business, but the level of employment 

and unemplo~ento You know, we had increases in World War I Before unions were 

powerful, because there were labor shortages° And without unions there would have 

been increases in World W~r YI° When you get into years of recession, what hap- 

oens? Well, this is where the unions play their ~6&itlve role. Instead of no in- 

crease which w~[d have been past experience, you get a modest increase. And when 

labor shortages prevail o and that's a by-product of a very active and over-active 

economy - wages go uD because businessmen bid for these workers. 

I remember around the time of the Korean War° Chrysler, you may remember, 

took a hundred-day strike and won it - in May of 1950. Then the Korean War broke. 

One guess: "Which was the first company ~o[untarily to raise wages after the 

Korean War broke?" Chrysler° Having just won the strike. But this was something 
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different. Now they had a hard labor, you see; we're all familiar with~thato Now 

theyhad.to make sure that ~hen the ozders came in they had the workers. They 

rushed out with a 10c an hour increase° They were about the first important com- 

pany. Having w~ a big strike that tied them up for about I00 days they were the 

first one tO rush out because the economic environment had changed° Industry bids 

for labor; the armed forces bid for labor° You find it tough to recruit and what 

happens? Somebody gets the bright idea, 'VWhy don't we pay them a little more? Why 

d0n'twe give them some more benefits?" And sometimes it works. 

The Council of Economic Advisors, about a year-and-three-quarters ago, came out 

With an imoorta~t oronouncement on the subject of wages~ the so-cal led "Guideposts." 

And ' thls has been hailed as a major development° Well~ it was. it's true that some 

of us hadn't been talking about this for more than 16 or 18 years t say~ going back 

tO £5e end of World War II. But ~t was a major discovery in the Council because 

they didn't have many people who knew m~ch abo~t wages or Driceso The original 

Council included one man who was strong in monetary theory~ one man who was strong 

in ih~ernational trade~ and one man who was a tax expert° There have been some 

ques ons raised about that after the events of last year. But, I guess he is still 

a tax expert, and you have heard from him recently° 

But, none of the top people were in the wage-price field. $e, they followed 

Molier's famous gentleman who discovered that he'd been talking prose all his llfe~ 

you remember that one; and they decided that the economy can, t have increases in 

real wages beyond the increases in productivity° That was a great discovery. In 

fact,you'd have to read any one of ab~at 50 b@oks I could mention, to make it. 

And so, they came out with the guideposts. Under the guideposts they said, "Well, 

now, since this great discovery has been made, and since nobody has really talked 

much about this since they started in about 1946, we think that wages shouldn't go 
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u D more than productivity -inciuding fringes." Now, that was a contribution be- 

cause while not a lot of oeoDle recognized it, at least now we had an~ authority 

recognize it; that a fringe benefit costs just as well as a wage. And this helped. 

So, they came out and said, "Actually~ you shouldn't increase your wages and 

fringes more than 2% to 3%; and certalnly not more than 3%. The ~ac~'that output 

per man-hour really had gone u~p over the years at about 2.1 was ignored in the 

shuffle. 

It sort of reminds me of "Engine Charlle" - Charlie Wilson of General Motors - 

who made this discovery when he was sitting in a hospital bed in 1941; thatts how 

new it is, you see° And this is how the annual improvement factor which is based 

on the same general principle was brought into operation in 1948o lqell, Engine 

Charlle discovered that real wages are in llne with money wages - I mean, with pro- 

du~tivlty. And he sald 9 "After all~ since they're in line with productivity why 

don't we just formally increase real wages each year by that amount?" And so, he 

said that the long-term increase in Droductivlty is ab~at 2~ if you make 81.50, 

we'll give you 3¢ an hour~ and we'll adjust for the cost of living° Well 9 that's 

2Z~ So, they got their 3¢ in '48o 

In 1950 the union sald~ "We don't want 3¢~ we want a nlckel. '~ And Engine 

Charlie sald~ "We'll give you 3¢." "We want a nickel." '~3¢o '~ "A nickel°" Set' 

tled- 4¢° Whereupon~ Engine Gharlle who had been going up and dow~ the country- 

side making speeches about how the ann~al imorovement factor was based upon the 

long-term gain in productivity of 2%, merely changed it to 2½%° As far as I know, 

this is one of the only cases on record where the statistical record for the long- 

term gain in pr~ctlvlty was chan~ed by collective bargalnlng. Because, every- 

body then began picking uD the 2½% 9 you see, instead of the 2%° 

Well, now, let me call y~at attention to one or :two thi about these wage 
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guideposts , because it's important. In the first place, let me give you three sets 

of numbers. Suppose wages d o n ~ t  go uD at all? Suppose the consumer price index 

goes down by 9%? You'll never see it in your entire lifetime go down by 9% from 

the present level. That's a forecast. I know it won't be violated beforeI leave 

today, so I can make it very safely° You see', basically I stick to economic tradl- 

tiOn. But, it won't go down that much in your lifetime, so letVs donlt worry about 

/ 
it. But suppose it did - Just for the purpose of illustration. I want to make 

sure that you understand I am not forecasting it because I wouldn't be found dead 

with that forecast. What would happen? Real wages would go uD by 10%. Because, 

now you're paid 91¢ instead of a dollar9 and that extra 9¢ is roughly 10%o 

Let's take another illustration. Suppose the CPI went up by 20% and your wages 

went up by 32% H0w much have real wages gone up? I0%. Because, now you get 132 to 

buy 120, which is 10% more. Suppose your price level doubled it's up to 200 - 

and your wages went up by 120%, to 220? You still have a lO~ increase in real wages. 

Now, I've given you these rather extreme flgures for a reason. There are too 

many people who insist you must compare your real wages with the cost of living. 

This is a perfectly silly type of comparison, because the cost of livin~ is one of 

the ingredients that determines what haoDens to your real wages. Now, what I'm try- 

ing to say is that if productivity goes ~p by 10% in a period of several years, whe- 

theryou had a 9% cut in prices and no wage increase, or 100% increase in prices 

and 120% increase in wages, you couldn't get more than an increase of about 10% in 

your real wages. And you understand, I say "about;" it might work out 9, 8 3/4~ 

10%; these statistics are never as perfect as we can put them down on paper. Re- 

gardless of which of these alternatives develop, if the total supply of goods and 

services went up by I0% per man~ woman and child, that's all that, per man, woman 

and child could be consumed - 10% more° 

And so, the guidelines are designed to say in effect, "Look, it doesn't do 
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you any good to get I0%, if all you can keeD is 2% or 3%; let's keep it down to 3%." 

Now~ actually, the labor bill has only gone ~ about this much durlng this period. 

But before we get overwhelmed in terYns of thinking what was the cause and effect - 

I only have a minute Or two - let me take you to wage inflation and show you what 

has been happenin~ When I used this for the first time here a couple of years 

a~0 some eyebrows were lifted. Today I think It will be taken as gospel° I think 

Professor Po~pe will agree with me. 

During the early war years - the Dost-war years - wages and fringes were in- 

creasing more than output per man-hour - much more. In fact, if we take the period, 

say, from '47 to'49 - and l~m ending each of these periods on a recession year so 

that i get the benefit of pluses and minuses; otherwise you get distorted figures. 

I was amused to see that the Council finally used the same analysis in its last 

annual report.• The increase was 8.7% a year o Remember productivity going up 2,1; 

2.5 - take any number you want 9 but not 8°7° For 1950 to ~54 the average was 5.8. 

From '55 to '58 it was 4.6, In ~59 and '60 it was down to 3,8. Notice this stead- 

ily declining level of increases in labor costs to a level which was closer to the 

increase in OPM - although it fluctuates from year to year - so that, the gap be- 

tween them; the wage inflation - and that.s what the term means - an increase in 

labor costs more than an Increase in output per ma~-hour, 

So that, the gap was narrowing. In the last three years it has been down to 

about 3 or 3,1%. And so, gentlemen, the amount of wage inflation in our economy 

has virtually disappeared on a current basis. Because, we can juggle and adjust 

to I/2 of 1%, whereas you can't d~ it with 5%, 6% or 7%° 

Well, one concluding note, We have cultural lags in economics as we do else- 

where. The cultural lag among economists usually runs four or five years; they're 

just catching up wlth this. It wasn't until about ~57 or '58 that the economic 
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fraternity was willing to use a word like "wage-lnflation." Up until then it was 

considered anti-labor; now, everybody - respectable, unrespectable, dlsrespectable 

economists, all use the term as one that describes the situation. But unfortunately 

many of my colleagues still haven't learned what wage-inflation they mean, even 

though they now know what the term is. 

Wage-lnflation m4ay be accom~anled by one Of three developments - alone or in 

comSination. It may be accomnanied by orice rises. And those who insist that wage 

inflatlon means price inflation are taking thls road. It may mean a cut in profit 

margins. We've experienced that. In fact, for the period of about 1950 to '58 part 

of the cut In proflt margins was attributable to wage inflation which meant you 

were paying larger increases than the increase in OPM. But it may also mean a 

method to cut labor costs, and that means unemployment. 

During periods of rising economfc activity the tendency is for the prices to 

rise and for profit margins to hold And during oerlods of climbing economic actio 

vlty the tendency is for the burden to be felt in the form of lower profit margins 

ahd unemploymento And I think we must recognize that one of the penalties We were 

paying for wage inflation was a combination. Now, fortunately the magnitude of wage 

inflation has been dampened down to the Dolnt of almost nonoexlstence. As I said, 

when I described that trend here several years ago there was qulte a lifting of eye- 

brows. How could anybody say wage inflation was coming to an end? We know it's 

here forever. Didn't Sumner Sllchter say that? And, of course, that ~roved it. 

But the fact of the matter is that there was already clear evidence that this Was 

dampening down. And why is it dampening down? Because we have changed the pres- 

sures in our economy - I don't mean we have changed~ ishould say the pressures in 

c~ir economy have changed from the early post-war years° What were they? 

A shortage of goods to make um the World-War II accumulated demand; inflation, 
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as we used the money that was created during World War II; tremendous demands from 

overseas as we attempted to rebuild both our former friends and enemies; fbrelgn 

countries that couldn't enter into foreign markets with sales of goods because they 

had their own economies needing every unit that they turned out. As we got into the 

early 1950s and these foreign countries began to return to the level of !Ivlng they 

had before the war - and thatts where they were before their pre-war leveis, while 

we kevt creeping up o some of these pressures began to abate. By the time "we got to 

the middle '50s all of the World War II and what llttle was built up during the 

Korean War - the accumulated demand - had been pretty well satisfied. The Infla- 

tlonary pressures had begun to sDend themselves. We still had momentum on the wa~e 

inflation front and that carried alo, g for a little while~ 

Sur~ius ca naclty began to take the place of shortages~ Remember back at the 

end of World War II when you couldn't get a telephone because the telephone com- 

vanles couldnft produce them fast enc, Jgh? You waited in llne for furniture and 

you waited in llne for automobiles, houses and other hard goods. Surpluses began 

to take the place of shortages. The net result has been that today we have an econ- 

o~,y with a capacity In excess of what is being bought in industry after industry, 

with • few exce~tlons. We have foreign competition moving along in areas where they 

never knew about It before; steel is a good illustration; some in chemlcals. You're 

all famillar with textiles, I know•, glass, carpets and .many other products. 

Inflation has been dampened down - and my Judgment is not eminent; and that 

I've sa£d here for about three or f~ttr.vygjirs. In other words, the economic cllmate 

has changed, and has changed very significantly. As a result, the ability of indus' 

try to recover its wage increase by raising prices, which they could raise not be- 

cause costs went un but because the ~oods would be bought, has dlsapDeared, and 

that stiffened the backbone of industry. Because, once you get It back, why fight? 
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Why be closed down? The result is that labor costs have been going up at a slower 

rate; in fact, in manufacturing industries in the last few years, total labor costs 

have gone uo somewhat less than output per man~hour,~so ~hat, unit labor costs have 

actually gone down. And it is a fact that in American industry the Wholesale Indus- 

trial Price Index has fluctuated within a range of about one point. Since the spring 

of 1958, for more than five years, the Wholesale Price Index has remained about un- 

changed- literally unchanged as these economic statistics go. 

And, most of the rise in the Consumer Price Index has been services, and you 

know what services are. That's wages. If you go to the barbershop, that'swages. 

I~ you cali in the auto repair = I've got to tell you this story. How much time 

have I got? One minute? 

I was havin~ a debate with Leon "I'd llke to be an economist K~yserllng~" we've 

had a lot of debates all over the country, and Leon is a very rough debater, oar- 

tlcularly if he thinks the other guy IsnWt, so, I never have any problems with him. 

We were having one of these wonderful debates where I talked first. He got up next 

and Said, "I've had many debates with Jules and I always come, hoping we can agree. 

But tc~ay, again, I'm afraid that we can't agree. I can't understand thlsbecause 

Ifve chan~ed my position many times and he never changes his." So, I was forc@d to 

say when it came time to rebut~ that if you start with a sound base it isn't necas- 

sary to Change your position so often." Well, that's another question. 

The story I was going to tell you involved auto repairs. This was a mixed 

audience labor-management. ~Incldentaliy, I was going to tell you the Story of 

the two couples who had been going out for years and finally one of the fellows said 

to the other, "Don't you think we ought to change partners tonight?" The other fel- 

low said, "That's a good idea." An hour later one of these fellows said to the 

other, "I wahder how the girls are doing?" 
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In order to make my point about £hls labor cost, I said, "You bring your car 

into an auto repair shop and you get a bill for $374; you look at it- $4 for mater ~ 

lal, $370 labor. Obviously,a little poetic license 18 involved in the wa~of exag- 

geration. A fellow gets Up and says, "I'm a plumber and I object to what you've 

said about auto re~air." So, I got up and apologized; I said I did exaggerateo 

Actually, the last time it was about $355 and the balance was materials. But, I 

said, "I've got to tell you something about plumbing° When I call in my plumber it 

costs me $12 an hour, of which $8 goes to the plumber and $4 goes to his assistant 

who carries his little wooden box." And if any of you gentlemen see Backman walk~ 

ing along the street with a little boy in a turban - like Rosenkavaller, you know 

coming behind h~m carrvlng a briefcase, you'll know that l'm acting llke a plumber. 

Thank you, gentlemen~ 

QUESTION: I don't think you meant to leave the impression that it didn't 

make a great deal of difference whether or not increased productivity went into 

lower prices or into increased wages. There would be, I would think, a consldera= 

tion of tlme-lag; differences in increase of productivity in different industries 

and according to who gets the benefit of these increases. Would that be right? 

DR. BACKMAN: Yes. I think it does make a difference. I'm one of the smaller 

groups that think it should g o  into price cuts° I'm happy to say that while the 

group consisted of about three people up until about three years ago, we've now 

added some important allies° So that now, it is a little stronger group. Prior 

to about 25 years ago this was the dominant thinking in economics. I might tell 

you why. 

Let,s take a simple illustration. A plant has I00 pdople working for Ito 

Let's use a round number; the 2~ looks so small; and you'll realize what happens° 
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And one of the points you made is very important. These output per man=hour gains 

are highly uneven. There are some Darts where there is no Increase~ in government, 

for example~ where the increase is rather small~ There will be a llttle increase~ 

llsuopose, when we get more of the office equipment. I'm sort of reminded of Sena- 

tor O'Mahoney asking A1Reese a question at a committee hearing where we both were 

testlfylng~ He said, "Isn't there any evidence of increase of productivity in 

government?" A1 said, "I donVt think so." So, the Senator said, "Well, what about 

measuring it by an increase in the number of Bills?" And we felt that that wasn't 

quite an increase in productivity; sometimes it's the reverse. 

So that~ when we say 2% for the economy, or 2 I}2%, we're really saying 4% to 

the electric Dower Industry~ And, we may be saying i0~ or 15% for new electronlcs~ 

And we're saying I% for retailing. When we say 10% for electronics we're saying 

maybe 2% or 3% for Western Electric, and maybe IO% for Texas Instruments, if yoU 

kn~w what I mean. In other words, this is a composlte. And it's because it's a 

composite, for one fact, that it must take place at different rates and different 

parts of the economy. 

Now, the su~gestlon was made that there's a la~ Behind that suggestion is 

the thought that if you increase the wages i the money goes out immediately. But if 

you waltfor a price cut some of these companies won't cut prices, and by the time 

I£ drlfts through the economy it won't have too much effect. Weli~ let me come 

back to the hundred men in the factory. 

All of us know that while in theory we talk about economies going at full cap- 

ahlty, as a practical matter there are rarely times when any companies or industries 

couldn't sell more at the same price. We all know that as a fact. We have a hun.= 

dred men° Let's say we increase the wages by lOZ because productivity went up 10% 

in that company. So, now there is no increase in unit labor costs; no pressure on 
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.this company. What happens? The company is Still only going to sell a hundred 

units because by the time that hundred peoples' purchasing power comes back to that 

company - which is also.a lag- we can be sure that at least for the immedlate fu- 

ture it will be I00 units. But how many people does it take to produce a hundred 

units now? It takes 90 or 91; it doesn't take I00~ 

The result is, the people who are in that plant get as much moneY, but there 

aren't as many people. Now, what happens if you cut price? Suppose the price were 

cut by 10%. And we all recognize that there are some products where a cut in price 

would have no effect, "inelastic demand," so-calledo But~er~ are the products 
L, 

where it:would. Suppose that this price were cut by 10% and therefore more people 

could buy this product. So, instead of selling i00 units you sell somewhat more. 

If you sell III units you still keep your people working. If you sell more than 

Iii units you employ more people, and that, incidentally , has been the history of 

productivity gains and orlce cuts. 

And so, there are lags whichever way you do ito Th'e one way you take a price 

in unemployment~ The other way you take a lag in how quickly the people on the job 

get the benefit. Well, let me get one thing clear. Merely because you are a steel- 

worker working in a steel plant doesn't mean that you created that productivity. 

Professor Siebow (phonetic) and myself may have had some of you fellows in our 

class and because of the training we gave you you are able to do a better ~ob. 

Shouldn't we share in it? Somebody in the aluminum industry or the copper industry 

may make an advance in metallurgy which may also come back to steel° Shouldn't al- 

uminum and cooper workers share? Somebody working in a university laboratory may 

have made that advance, 

Or, let me take a different point of view. No invention sprin~s full-blown, or 

very few. Every one is built, one on top of the other° Now, what about the people 
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Who took care of the early stages and who are now retirned? Aren't they entitled to 

share a little bit as they could with a price cut? In other words, if you vlew our 

economy as a continuing operation, a hlghiy-Integrated Inter=related economy, where 

it isn't Mr. Blough of U. S. Steel who is responsible, or Mr. MacDonald or any of 

their workers, but really the whole economy coming to bear on steel, which plays an 

imp0rtant role, then I think we can see why this should be spread out. 

And so, it does make a difference. As I say, my pre~udlce is in favor of the 

lower prices. Now, actually, I think as a political matter what you have to do is 

share some in the form of a wage increase and some in the form of a price cut. And 

let me warn you about one slogan often used by industry; "If you increase wages as 

much as productivity" = meaning 2% against 2% = "there is nothing left for a price 

cut." That's a lot of no~enseo In the average industrial firm the wage bill runs 

about 25%. Oh, it varies; petroleum and chemical under I0, coal up to 60, steel 

40~ railroads 55, cotton textiles 25; it varies; it runs 25% to 30%~ Assuming it 

were 25%, if you have an increase of 2% in an item costing a dollar, that's 2¢. If 

you increase the wage Dart 25¢ by 2% thatfs a half a cent. There are i%¢ left to 

buy materials, cut price and to take care of profits° If everyone shares equally 

there would be a little all along the llne. 

So~ I donit mean to imply that as a practical matter you can put it all in one 

direction. I think what you do Is, you have to share it. Bat, we have to give more 

weight tO the prlce cut than has been the case up until very recently. 

QUESTION: Professor Backman, what will be the effect on labor-management relao 

tlons as a result of the mandatory arbitration resulting from the current tall dis- 

pute9 

DR. BACKMAN~ I don't think it will be good. This industry is the ideal illus- 

tration for my answer. Starting with about 1941 = there was one before - but basic= 
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ally starting with 1941, the railroads and the unions never agreed at a local level, 

never agreed at a regional level, they always came in for natlonal bargaining. They 

always went before Presidential Fact-Findlng Boards, with a handful of exceptions 

Where some arbitration boards were set u~ Almost without exception, up until a 

few years ago - and certainly, this was all true through the Truman Administration 

up to that point without exception - the unions never accepted a recommendation. 

They're not binding, you understand° These are merely recommendations which pre- 

sumably with the power of the Presidency and public opinion behind would be some° 

t hlhg neither party could do much about~. 

They always went to the White House and always got a little more° Even when 

Mr. Truman, back in 1952, I guess it was - or '51 - denounced the railroad workers 

because the engineers and the firemen, I guess it was, were golng out on strike, 

they had a 16¢ award. He denounced them; in fact, asked Congress to pass legisla= 

tion, and then settled it for another 2~¢, in the White House. And so, you have 

this type of precedent in other industries as well. 

Now, what does this come up to? I think you must understand a fundamental 

fact about collective bargaining. You have mice who are doing the negotiating. In 

many instances, behind the mice are the important people. And nobody wants resDon- 

slbiiltyo I don't have to tell you this type of sltulation; you've observed it some= 

place, I'm sure. It's sometimes called "passing-the-buck." And so, what happens? 

Both sides want to prove that they were forced to take what they had to take. Be- 

hind the No, I man in a union is a No. 2 man who wants to be No. 1 man. 

I'Ii never forget, walking across Washinston Square Park a friend of m~ne who 

was a labor executive of one of the comDanies~ was walking with two of the unfon 

men he was bargaining with. He introduced me and I told the labor leaders, "Ypu 

are the fellows who would rather take less in arbitration than more, privately, so 
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that you can hang onto your Jobs°" So, one turns to the other and sa~s,. "It takes a 

professor to tell us what we do." He said, "Of course," And it's true. He was 

right. I know cases where they got less in arbitration than they could have gotten 

privately, because it's important to be forced. Now, what does this mean? Here we 

have a setup where Congress has indicated that in the event of a national situation 

it would act. There is no assurance that it will 9 but it might. ~f steel comes to 

an impasse, we'll let them take it off our hands. 

F0r£unately, there will not be too many of the national type of situation. 

But there are enough of them in key situations, to make it a problem° And so, this 

iS opening a "Pandora's Box." Where it will end I don't know, but if the% ~ast is 

any test it will increase the resistance on both sides. In some key bargainlnJg they 

aiready talk about other transportation industries, the longshoremen and others° 

Now, it's unfortunate when you step Into these things. This whole thing is a 

mess to start with. Thls is about as one-sided a story as you ever could gets But, 

the same game is being played. 

QUESTION: Doctor, is it your oDinlon that the labor gains of the past 30 years 

would have occurred without the unions? 

DR. BACKMAN: i think the answer to that is yes and no. I think the fringes 

moved ahead much more rapidly than they would have without the unions. I don't think 

we would have been as far advanced in any of these fringes and some of them we pro- 

bably wouldn't have had, Without the unions. I think this is the main area of gain 

by the unions. 

i think the second area is the ability to wrest some increase during periods 

of recession when unemployment normally would have stopped it~ I think the overall 

increases in wage rates would not have been too different; probably just a little 

less if there had been no unions° The overall increase in labor cost would have 
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been less because it's the fringes where thelr ma~or successes have been attained° 

In'the other areas, in most cases you'll flnd that when times are good they get 

more; When times are not so good they get less. So, I'm inclined to fee! that while 

the economic l~terature is almost sDllt = some people say they got nothing and 

others say they got everything; others are willing to compromise - on fringes I 

don't think there is any question° On the wage rate I think itts a llttle; not as 

m~1 ch as t~e overall increase° 

QUESTION: You have commented on the advantages of viewing the economy as a 

whole 9 nationally° Would you also comment on the opportunities and problems of 

viewing the economy internationally as a whole, in the labor concept? 

DRo BACKMAN: Well, the main area where this plays a role, of course, is in 

connectlon with foreign trade and its impact on the balance of payments~ This is 

a very Interesting area because here again the amount of confusion you run into and 

the misleadin R statements are enormous° Take, for example, the question of wage- 

rates here and abroad. Many of you know - or should know - that wages are lower 

abroad° I mean, let's not have any ifs, ands or buts about that~ But what about 

the actual differences? How many of you realize, for example, that in practically 

all European co~intrles Droductlon workers are treated the way whlte.collar workers 

are treated here. You don't lay them off when you haven't got work; they work by 

the year literally° Which means that if there Isn't enough for them to do, the 

total Cost will move up, or the amount that labor will receive in a year ~ differ- 

ant than you would get if you were In this country with the same wage rate. 

Secondly, the frlnRe or non-waRe benefits are very large. In Japan there is 

a blg ~ bonus system on top of everythln R else at certain times of the year. In other 

countries the fringes run up to 75%; sometimes even a little higher. With all of 

this, the actual wages are, at the best, no more than maybe a third of ours. But, 
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t h i s  i s  o n l y  h a l f  t h e  s t ~ y .  The  o t h e r  h a l f  h a s  b e e n ,  and s t i l l  i s ,  more impor ta r t .  

What do you g e t  f o r  t h e s e  wages?  I remember an i l l u s t r a t i o n  s e v e r a l  y e a r s  ago  in  

E n g l a n d  They were  g e t t i n g  a b o u t  1 / 5  o f  t h e  wage l e v e l  t h a t  t h e y  were  g e t t i n g  in  

t h e  U n i t e d  S t a t e s °  B u t  i t  t u r n e d  o u t  t h a t  o u r  m i n e r s  in  t h o s e  d a y s  were  t u r n i n g  o u t  

s even  t o n s  a d a y  a g a i n s t  one t o n  o v e r  t h e r e .  Who had t h e  h i g h e r  l a b o r  cost .?  The 

B r i t i s h  d i d .  And t h i s  i s  t h e  a r e a  t h a t  i s  c h a n g i n g .  B e c a u s e ,  w i t h  what  we u s e d  t o  

c a l l  " t h e  r a t i o n a l i z a t i o n  o f  i n d u s t r y "  - and many o f  you may r e c a l l  we had o v e r  300 

p r o d u c t i v i t y  t ~ m s  h e r e  f rom o t h e r  c o u n t r i e s  who would  come o v e r  h e r e  and l o o k  a t  

what  we were  d o i n g  d u r i n g  t h e  e a r l i e r  p o s t - w a r  y e a r s ~  I g u e s s ,  u n t i l  a b o u t  1955 o r  

t h e r e a b o u t s ,  t h e y  were  coming i n ;  I had t h e  p r i v i l e g e  o f  a d d r e s s i n ~  s e v e r a l  o f  them;  

e v e r y  c o u n t r y  in  t h e  w o r l d  came h e r e .  They l o o k e d  and found  w h a t e v e r  t h e y  Could in  

t h e  way o f  t h e  b e s t  in  o u r  p r a c t i c e .  

Their newer plants are as modern as ours~ and, I'm sorry to say~ sometimes re~ 

Dotted to be more modern, because after all, this was a whole economy built up on 

ruins. So, they have the latest. And the result is, this difference in productivity 

whi:ch was the redeeming feature in terms of protecting us, is rapidly becoming nar- 

rower'and narrower. Of course, the interpretations of these things sometimes vary. 

I once heard this gem of a remark in one sentence. I was up in Toronto talking 

to theCanadian manufacturers and had to sit on the dais when the president was talk- 

inR; you know, you get Stuck with these things; it's not all pleasure all the time; 

He~ him state this sentence. He sald, "We have trouble comDeting with and I 

Europe because their wages are lower than ours; and with the United States because 

they are more efficient than we are°" One sentence° The trouble with Europe, their 

wages are lower. We have trouble with the United States because they pay more wages 

but theyrre more efficient than we are, You can't have it both ways, unless you're 

being a little confused - and he was. But he was vidlng both horses as he had to 
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ride them at that time° 

And so, I think it's in this area that the relationships become important. But 

this is only Dart of the story. I had the occasion to make a comprehensive study of 

the electrical machinery industry recently. The one thin~ I quickly discovered was 

that while the wages were much lower the raw material costs were higher. And if you 

go£ into a place like Japan the transportation costs inbound and outbound also, of 

course, were considerably higher. And so, you've ~ot to look at the whole picture. 

One other thing of which Janan is an outstanding illustration, again I find, is 

not generally realized; the Japanese never produce across-the-board. They take one 

item - transistor radios - and they produce the hell out of it. Now theyVre in 

televisiono They're not producing large numbers of washing machines, dishwashers, 

etC.; maybe that comes next. They haven't got the resources to do the whole ~ob0 

They take them one at a time. In that one they get all the economies of mass=produc = 

tion, low wages, modern plants, etco which offset some of these other forces° 

And so, in terms of our international picture we have a situation, as you know, 

and somebody undoubtedly will be discussing in detail, where our export surplus is 

about $5 billion. We're sort of like a family that's earning 8105 and spending $100 

on Itself, and then having some relatives around who want to take away $8. And, for 

awhile they can do it. After awhile, if it continues long enough, you get into 

trouble yourself. And at some point you either have to say to these relatives, or 

would-be relatives - most of them are on your wife's side anyway - "look fellows, 

i£'s all very nice to give you the $8 and we know how important it is to you and how 

important it is to us, but if we get into trouble we're all in trouble~ So, wet re 

going to cut you back from $8 to $6, or $5, or $4, because you're better off getting 

a half-loaf all the time, than getting a full=loaf today and nothing tomorrow~" 

And I think that's the place where this wage thing can be important° But only 
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in terms of building up the surplus still more. I think we've over-exaggerated 

that. I think we've ~ot to Look at the spending side a little more° Beeause~ we're 

now up against a situation where we're not only in each otherts market, but more 

important, In a third market where we both go in and CO~Tr~ete; the new olants, the 

wage dlfferential~ etco will all play a role. And this is what's affecting ~his 

b&lance of oa~ments, not what we're doing. We're doing all right~ strictly on the 

Drlvate end of it. 

QUESTION: 'Doctor, do you think that our ~moetitive international prices will 

in the future become a factor in wage negotiations? 

DR. BACKMAN: I think it's a factor already. I think that in some industries 

this has been recognized. I think it's recognized in textiles; I think the steel 

unlon has been sort of keeping a weather eye on it; and a few others. It has be- 

come a fact s and will become a greater fact as time goes on~ 

QUESTION: Do yon'believe the proposed tax reduction would cause some infla- 

tion? 

DR. BACKMAN~ Well, my position on this proposed tax reduction is very simple. 

I'think it's too large, I think it's in the wrong places; I think we need a very 

modest tax reduction on the incentive side° Our problem is to make jobs° IOm not 

convinced that we can make it through the spending route alone; I think it has to 

be some other route~ I don't think we can afford to ~ust build up large deficits. 

I'm One of those who think that we spend too damn much and that we ought to cut 

thls sDendlng. And I think that in terms of the kind of cuts we shouldn't go down 

-the latest, I think, is what 15~? I think that's cutting it too far~ not that I 

wouldn't like it myself~ I'm not talking about myself now. And 1%%ink the cuts at 

the top are too small. 

I think incentives play a role. Now, this sounds like just a nice lot of talk 

33 



and wouldn't it be nice to make some more money if you're rich, etc. I don't care 

about that, really. What I'm concerned about are the people whom I know who go into 

tax exempt; the peoole whom I know who look for capital gains; the people whom I 

know are very reluctant to go into risky situations because "heads I win; tails you 

10so" deal, but the other si~e ~s doing the calling. This is the part of the prob- 

lem. Now, you may say, "But didn't you say there is s~ne excess capacity? How can 

you use this stuff when there's excess capacity?" That would be a very important 

question. But the ~olnt Is that we have two things going on at once in our economy, 

andwe always have them going on. We have those industries with excess for a wide 

variety of reasons. There may be an excess llke coal because technology has caught 

up with them. There may be an excess like the airline industry because theyput in 

too many large jets at one time and are building up to ito There may be an excess 

llke the steel industry which has had a combinatfon of large capaclty, plus some bad 

blows with small cars and thin~s llke that; a little bit on the export - that's 

only 4%. We make a big fuss, but in some items, wire etc. it runs to about a thlrd~ 

Or~ there may be an •excess in industries like electric power where you only 

have a choice, in terms of efficiency, to put in a big unit of 500 or ~I,000 kilo= 

watts these days, and sometimes even higher. And you know you're going to grow up 

to where you're already planning the next one. So, you have all of these things~ 

But against that youhave electronics, office equipment; you have these other areas 

that~are expanding, and these areas continue to expand. And what's more important 

is, you have all the guys who need a few dollars to get •themselves started. 

Any time anybody can make a buck, other people get jobs. I'm not talking 

about the racetrack sort of deal, I'm talking now about investment; putting money 

behind somebody. You'd be amazed at the number of things. I have some friends 

who are in one of these small SBICs~ And I hear a great deal about the number 
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of provositions and the types of oro~osltions. You'd be amazed at how many of these 

things for $50,000 a fellow is ~oin~ to start a little something for five people, 

slx peopie~ two people9 ten people; he ~Ust needs that little bit of seed corn. I 

toil you, you look at those things with a real glint in your eye, because this is 

nice money to make, and when you begin checking them out you say~ "Well, suppose it 

is successful; what do you get?" And if you don't see that you'll get enough you 

ruG. That's why9 incldentally~ we use incentives° 

Under our Small Business Program, if you buy the stock of a small-buslness In- 

vestment company and you lose money, no matter how long you hold it, it's ~ust de- 

ductible from your income. You get a regular deductlon~ not a capital loss. New, 

you fellows are Colonels. That means you're what? t the 70~ or 80Z bracket 

within the Armed Forces? This means when you make that investment it only costs 

you 20¢ if you're wrong. But if you're right you keep 75¢° Now~ this begins to 

tilt the scaleo Thatms why a lot of people have gone in for these risky dealS. 

But, there are other problems there° 

And so, I think we can stand a tax cut. I think the ma~or reform needed ~s to 
+ 

cut these high bracketS° It's much more important than these other forms we talk 

about. They're abusive° Anyone who has the slightest awareness~ that means you 

wake up in the morning~ that's ali~ can plnD~int the types of abuses going on in 

the economy - the expense account abuse which they're finally catching up with, 

and which, incidentally, is not a big business abuse because you can't get away with 

too much; a little bit. It's the guy who runs his own company~ a half miillon to 

two million dollars, and his son is the accountant, ~r his nephew is the account- 

ant;-these are the places where they don't even ~zy for their own newspapers. 

Anyone who has been around knows what goes on. The expense account; I can't 

tell you how many times - you know~ you go out wi~h people. This gets me sore; 
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yougo out with a guy and after you reach - you know -a certain stage; you split 

checks; you know - I'II take it this time; you take it next time, and that sort of 

desl, as long as they're not too bi n - I don't kn~w how many times a guy has said 

to me jokingly, "You know, you're Mr. Merino tonight." He writes down on his Amer- 

ican Express or something else - the back of it - "Entertained Mr. and Mrs° Marln@." 

Who the hell is Mr, Merino? Well, of course, one of his customers. In the mean- 

while,l don't have any such deal, So, I have to say I just paid it and that's the 

end ofit. But, there's an awful lot of this, and I think this type of reform is 

needed. Some of the other things that are called reforms, oh yes, there areglarlng 

loopholes, but the basic reform needed is to get those .top rates down to some sort 

of line. So, I think we need some tax reforms and I think we'll get some° But I 

think what's being asked for is too big° 

CAPTAIN BRADY: Professor Beckman will be visiting some of our seminars this 

morning, so we'll have an opportunity to ask him some more questions. 

Professor, it was indeed a Dleasure to have you here today, and thank you 

again for another sterling nerformance. 
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