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THE PRESIDENT:

Good morning.

It is a pleasure to be here with the distinguished
Members of the Congress, both Democrat and Republican~ and the
very eminent group of economists and guests.
I look forward to a very beneficial and fruitful
meeting this morning. This meeting marks the start of our
national Conference on Inflation. I have called this series
of working conferences in response to a bipartisan recommenda
tion by the United States Senate and with the cooperation of
concerned citizens representing all elements of our American
society.
Our purpose .is to find ways by which we, the American
people, can come to grips with our economic difficulties and
surmount them.
This has been called a summit conference. Maybe
that title is a bit misleading. Recent summit conferences
have been held between leaders of international adversaries
with the hope of reducing their differences. Around this
table there are no adversaries. We come together as allies
to draw upon, or to draw up, I should say, a battle plan
against a common enemy, inflation. Inflation is our domestic
enemy Number 1.
Battle strategies are usually devised in secret.
At my insistence this is a typically American open meeting.
Some skeptics have warned me that putting 28 of our most
distinguished economists and eight Members of Congress, both
Democratic and Republican, on public display with live
microphones would produce a spectacle something like pro
fessional wrestlers playing ice hockey. (Laughter) But I am
ready to referee this opening match.
It is not widely known, but I started out in college
very much attracted to economics. Later I switched to the
law, probably because the legal profession seemed a better
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path to success in politics.
Having come this far, I can see why no economist
would ever dream of wanting to be President.
But if we succeed in the job cut out for us, I can
promise you there will be statues of each of you in every city
park throughout the United States. Economics will never again
be called a dismal science, nor will politicians, if we succeed,
even dare again to hide behind the old alibi that the people
just don't understand economics. The people understand econo
mics very, very well and they are sick and tired of having
politics played with their pocketbooks.
This Conference on Inflation is a joint enterprise of
the Legislative and Executive branches of our Government which
can become a monument to politics in the very best sense of
the word. It unites Republicans and Independents and Democrats
in an election year against a deadly enemy that doesn't recog
nize one political party from another.
The President cannot lick inflation. The Congress
cannot lick inflation. Business, labor, agriculture and other
segments of America cannot lick inflation. Separately, we can
only make it worse, but, together, we can beat it to its knees.
These meetings are not going to be empty exercises in
economic rhetoric, neither are they going to reveal any quick
miracles. There is no quick fix for what ails our economy. I
for one refuse to believe that the very best brains in America
and the smartest, hardest working workers in the world cannot
find a workable way to get the productive machinery of this
great country back on the track and going full speed ahead.
Let me say, or set out, if I might, a few ground
rules at the outset. We can't waste time stating and restat~ng
the problems. The problems are obvious, painful and perplexing.
What we want are some right answers, not a long list
of the alternative answers, theoretical and hypothetical, good
and bad. We need to have attainable answers sharply defined
and carefully sorted out with the pluses and the minuses of
each clearly stated.
We are looking for action that is practical, possible
and as rapid in its effect as we can reasonably expect.
I don't have to tell all of you experts that there
are many answers, most of which have been tried at some
historic time. But before this conference ends, I would like
to see and to have set before the American people a consistent
and considered package of the most promising answers that
you can find, some of which, or all of which will restore
economic stability and sustain economic growth in these
United States.
If our country is economically healthy, the whole
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world will be economically healthier. Inflation is a world
wide epidemic and we will quarantine it in collaboration with
our friends abroad.
As you test your answers against the hard rock of
economic law, as you discard beguiling instant cures for re
liable remedies, as you try to treat the cause rather than the
symptom, I ask you to bear in mind that no solution will work
without a lot of willpower and individual sacrifice. America
has plenty of both -- a capacity for both.
Sacrifice is easy to ask of others. It is harder
to demand of ourselves. Burdens never fall equally on every
body's shoulders, but we must seek to share them as widely as
the prosperity we hope will follow. The burdens of battle
against inflation will be lighter if every American, all 210
million of us, lends a hand.
There will be ten more specialized meetings over the
next few weeks culminating in a final two-day session on Sep
tember 27 and 28. When we are done, there will be some things
we can agree on.
I hope these areas of agreement will be greater than
the areas of disagreement. But it is a fact that our ecoomic
system, like our political system, is based on competition in
the honest conflict between different interests and different
opinions. So there will be some things about which we cannot
reach a consensus.
This would be a dull country without dissenters.
But fortunately that is not a foreseeable danger in this
case. Where we disagree, it will be necessary for the
President and the Congress to make some very hard decisions.
Our political system is designed to do exactly that,
relying in the end on the ultimate good sense of the American
people.
That is why these conferences must be open to the
public. After all, it is their business we are really
talking about.
So, ladies and gentlemen, let's get to work.
(Applause.)
At this point I would like to ask our new Chairman
of the Council of Economic Advisers, Mr. Alan Greenspan, to
give his judgment on the economy.
MR. GREENSPAN:

Thank you, Mr. President.

I want to point out before I start that in my
remarks the first part will be devoted to a discussion of the
outlook. I have asked four of our major forecasting economists
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to participate in this and I will start off and, hopefully,
we will get some elements of divergent agreements and the
like from Otto Eckstein, Beryl Sprinkel, Walter Hoadley and
David Grove.
I might say, however, that this is very unlikely,
that the remainder of this meeting can conversely continue
without remarks on the outlook from virtually all of you, be
cause clearly policy recommendations, will be discussing, of
necessity, some general view of what the future holds for us.

What I would like to do is focus on a specific area
of the outlook, recognzing. that I am not going to be covering
and cannot, in the time frame we have, more than just a central
line. I know the others will cover a number of the areas which
I would have covered and probably would have agreed with so
there is no point in excessive duplication.
The issue I would like to discuss at this moment is
the impact of a force which I believe is very significant and
instrumental in creating the sort of turgid, very sluggish
economic growth which we see and feel at the moment, and see
how it tracks through various elements of the economy, and then
raise some issues about its future.
The issue I am discussing is the continuous gripping
of economic variables by inflation psychology. I think that
after years of accelerated inflation we are finally beginning to
see inflation anticipations actually affecting the decision
making process of both business and consumers.
The impact, as one might expect, however, is quite
divergent. Consumers, as we can see, both in our own households
and through the statistics, themselves, clearly respond to
inflation in a retrenchment way. That is, consumers become
terribly concerned about being able to make ends meet when they
see a rapidly rising inflation. There is a concern about the
ability to meet fixed costs -- rent, food, utilities and the
like. And, as a consequence, there is a tendency, and we see
it in the statistics, for people to hold back on so-called
discretionary items and tend to save more and we are seeing
this phenomenom at the moment and it is clearly one of the
depressant factors in our economy because obviously consumer
markets being such a huge sector of our economy what we find
is that this is one of the major areas which is causing the
extraordinarily sluggish growth which we perceive.
Obviously, we are also seeing similar events in
home buying with rapidly rising interest rates over the last
few years and extraordinarily high costs of building. 'Tfiis
has simiiarly'deterred home building "and home pu~chases.
However, when you get to the other side, mainly, the
business side, what we find, again not unexpectedly, is that
the response to inflation psychology, the response to inflation
anticipations, is precisely the opposite.
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It is fairly apparent that if you are setting up
a capital appropriations operation for new plant and equip
ment, if you anticipate a rising price path., the usual cal
cUlations of rates of return on the typical discounted cash
flow bases give you very extraordinary investment calculations
which I think has been a very major element in the very large
capital goods markets which we perceive and which I think we
are going to see for the period immediately ahead.
We have a series of charts back there which I will
get to shortly which I think are really in circumspect quite
startling in their dimensions.
Secondly, as inflation expectations, as expected
r1S1ng prices begin to move into the decision-making process,
obviously inventory accumulation builds because there is
implicit in the building action, so to speak, an expected
capital gain and this has been a major factor in driving up
inventory accumulation in real terms to fairly high levels.
We have a chart here, the first one here, and I will
come to it, and we can see by these various measures we are
already quite high. I will come back to that chart but it is
fairly apparent that we have some pretty large inventory over
hang at the moment.
Now, what this does clearly is it shows that it
changes the distribution of the GNP in a way so that the
ratios of consumer markets to the business plant and business
investment markets generally are going down and, in a sense,
this is as far as I can see the major element of why growth
has been so stagnant in the most recent period.
I guess you would say that statistics are saying it
is pretty much sideways. The reason I say that is that even
though we tend to look at real GNP as the exact measure of
what is going on in the economy, I think that looking at details
and numbers at this stage, one, I·think, should seriously
question whether what we are observing is the true pattern of
what is happening to real output in the last si~ months.
Obviously, the industrial production index, which
is a direct measure of physical volume, is holding up a good
deal better than the GNP. One looking at those real GNP figures
is hard-pressed to find why the unemployment rate is so low.
Everyone is ready to repeal Okun's
is that it is a little premature. I suspect
what is wrong here is that the numbers which
the real GNP are a little bit more depressed
real system is showing.

law, but my view
that actually
are reflecting
than I think the

Obviously, another element implicit in all of this
is that the financial system is working under strain. We are
financing the growth in our current dollar GNP in part by
reducing corporate liquidity and by running up the loan
deposit ratios in the commercial banking system. I think that
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this basically is the type of trend which exhibits the
obvious strains that we see and yet what I find quite re
markable is how flexibible, even under the tremendous pres
sure of our financial system, how flexible it remains. We
see such things, for example, as small business, having diffi
culty paying some of the high interest rates; are finding
their means of financing largely through the large corpora
tions.
There has been a fairly marked rise in the receivables
payables flow within the large corporate sector which essen
tially means that the large corporations are borrowing to
finance the smaller corporations, more so than they usually
do.
What we are seeing is the extraordinary complexity
of the mechanism under strain but actually responding to this
in a mechanism which enables our system to rebalance and
come under new equilibria in a fairly elaborate way.
Yet, even with the strain, it is fairly obvious
that if all the credit firms that are involved in financing
inventory, capital goods, receivables and other goods were
fully accommodated, I think we would risk very significant
acceleration in inflation because I think when we try to do
that in this type of context the expansion of the money supply,
I think, is wholly unacceptable.
Now, the general outlook, as I see it, is probably
not terribly different from most.
What I would like to do is to use this series of
charts to give certain general views.
First of all, what we are seeing is that of the two
major areas where the strength has been considerable, mainly,
inventory accumulation and capital goods, we are seeing some
evidence that there is a peaking in the inventory process. It
is showing up not only directly in the statistics but on in
direct evidence that their lead times on delivery of materials
of primary producers are beginning to shrink and backlogs are
still holding up but,nonetheless, you get the sense that the
sense that the pressure on inventory addumulation is easing and
perhaps a not insignificant statistic is that salesmen are
going out and making calls again after a hiatus of too
long a period. They are now seeking business and this sug
gests that the pressure is easing.
I would suspect at this point that we are about to
see some fairly evident easing in the rate of inventory accumu
lation.
Despite the fact that we see two of these measures
that we find useful, namely, the ratio of inventories to final
sales in constant dollars, and the ratio to capacity, despite
the fact that both of these measures are quite high) I think
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the type of retrenchment in inventory investment that is
about to occur will be quite limited largely because a very
substantial part of our inventory system is supported by
the capital goods markets. So long as the capital goods
markets hold up, the amount of retrenchment that is feasible
or capable really for our system is quite limited.
Although the data are not particularly easy to come
by, I think we will find if we are able to get it that on a
consolidated basis inventories that sort of support total
equipment or capital goods markets probably run nine months
to a year on a consolidated basis. As a consequence, when
you have very substantial goods in process, the degree of
change in these types of numbers can be substantial but, be
cause the capital goods markets are still quite strong, so
long as that very large sector holds up I think the extent
of the decline tends to be limited. The reasons I think
will be shown in the next chart.
We have heard a great deal, and I think there is
evidence of it in the papers, that there has been some fairly
pronounced curtailment in the capital goods markets. We hear
a lot of stories about pulling back of a number of companies
and industries and that is certainly true. Yet, when we look
at the over-all figures, even remembering that there is a very
large element of inflation in here, we still have the extra
ordinary spectacle both in manufacturing and, which I will get
to momentarily, even in public utilities, of new commitments,
that is, appropriations, plant and equipment starts running
very much above the levels of expenditures, which means that
unless there is some really dramatic curtailment, and I don't
see any evidence of that even on the fringes at this moment,
the capital goods markets are going to support an awful lot of
economic activity.
This is a similar series on plant and equipment
starts which basically confirms the appropriations data. As
you know, it is a slightly different measure of the degree of
backlog. Public utility figures are just really extraordin
ary. We may be getting very major cutbacks, and I think if
you read the papers that is the impression everyone gets, but
this is plotted through the second quarter and still runs very
substantially above the rate of activity.
So, as it stands at the moment, I think that the
capital goods markets are going to hold us up to a fairly good
extent and it is really quite difficult at this point to
envisage any significant real weakness in physical output.
My view at this point is that, so long as the
capital goods markets stay together, we are not about to get
a dramatic increase in economic activity. I think that even
with this outlook what we are merely seeing is a relatively
flat and turgid outlook but, nonetheless, even though this
sort of outlook does imply increasing unemployment rates,
although there are varying differences in people's judgments
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and estimates of where this goes, it is scarcely an outlook
which can be described in some of the gloom terms that I
have been hearing in the last recent days.
I am scarcely describable as a bull -- I haven't
been for quite a while -- but I must say what I have been
hearing as to what is apt to happen to the United States
economy and the world at large is a bit overdone. More
important, perhaps, is that we have to recognize that what
is depressing the economic outlook, in my judgment, is the
underlying inflation psychology. I think when one tracks it
through the system it shows up in so many areas and is so
pervasive that it leads to the conclusion that if by some
means you can diffuse this inflation psychology you are remov
ing a very major depressant on the system.
I think that policy should in all respects be focused
o'n this particular point. However, psychology 'is not 'an irra
tio~.~. sort of. thing which .l~ caused by the whim of the neuroses
o.f .the people, or oth~rwise .. It is based on people' s per.c~p
tion of the real world. You cannot change psychology by any
sort of set of gimmicks or the like. You can only do it if you
are working in things which are real.
Now, what does happen is that if there is a set of
programs which go into place which give a reasonable expecta
tion that the underlying inflation trend which has gripped
the American economy is somehow diffused we don't have to wait
until the actual forces fully are reflected in the price level.
As you know, we have very large inflation premiums
in the money markets in interest rates; we have some very
extraordinary attitudes on the part of people which at this
stage are quite rational. If we are successful in bringing
down the rate of inflation and it is credible to the American
people, I would not be surprised to find a good deal of this
gloom which we now see dissipate fairly rapidly.
I think this is essentially what we should be
focusing on. I certainly don't think it is easy. I am sure
none of you thinks it is easy. Unless we can do this, I think
we are going to stay with this particular turgid economy.
Now, Mr. President, economists always tend to speak
more than they should. I think I should shut up at this
moment.
THE PRESIDENT:

Thank you very much, Alan.

Now I wish to reiterate what I said in part at the
outset, how deeply grateful I am, and I am sure the American
people are, that we have a spectrum in the Congress with us,
House and Senate. I am also especially grateful for the 28
economists who are here, who will give us a broad overview.
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I know many of you made significant changes in
your personal plans to attend this summit.
Let me express very emphatically my personal appre
ciation for the presence of each and everyone of you.
Now, at this point, for his observation on the
views or his views on the economy, Mr. Otto Eckstein of
Harvard University.
MR. ECKSTEIN:

Thank you, Mr. President.

Mr. President, my job here today is that of fore
caster. My job is to analyze the economy, call the shots as
I see them, and give you our best diagnosis of the prospects.
Now, the economy is moved by demands of consumers,
of business, of the government and of the external world.
Whether the economy is strong or weak is somehow determined
in these four places.
The current outlook that my organization has published
and that most other forecasters are pretty close to is one of
an economy headed for a mild recession, a recession of the sort
we have experienced five or six times in the post-war period.
There is a risk that the economy can be worse; there will be
recession as bad as 1958. I think very few serious analysts
of the problems raise the spector of depression. Many people
are afraid of that. So many changes have come to the economy
since those days that that is not really what we should be
focusing our attention on.
The question is whether we can avoid a recession as
bad as 1958 or worse and whether there is a price that we
must or must not pay to get out of the inflation.
Now, let me review quickly why we come to the conclu
sion that the recession looks almost inevitable and it is only
a question of degree.
Let me say one other thing.
As forecasters, of course, we analyze what business
does, what the consumer does. The most difficult part has been
what government does.
In the last 10 years and perhaps in the last 30 years,
the basic rhythm of the American economy, both in terms of
employment and in terms of prices, has been mainly created in
Washington. Business has been relatively stable. Consumers
have behaved. The variations have originated here. So, the
forecaster has to guess what you and your colleagues will do.
So, I have to give you some range of answers, to some
extent. depending on the strategy you finally adopt.
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Now, in the consumer area, the consumer, of course,
has suffered from a decline in real income. Today, his real
income is $20 billion less in total than it was a year ago.
If all goes well, consumer income in the next year may rise one
per cent. If things don't go quite so well, there will be a
little further drop. His real wealth, even ignoring the
tremendous drop in the stock market which is trying to tell
us something, I think, his real wealth is down two and a half
per cent this year, and will be down one per cent next year~.
Automobile sales are now headed for about nine and
three-quartes or perhaps 10 million units in the year.
As long as income does not grow at a substantial
rate in real terms,and it is the inflation that has destroyed
the income growth, the consumer will not be the great source
of recovery. He will be cautious. The retail sales will not
show significant real gain.
When we turn to business, we find a much more mixed
situation. There are some industries like the automobile
industry that has suffered from the energy difficulties and
from the excesses of the previous boom when really the car
sales were at an unsustainable rate. Of course, these indus
tries are not planning on increases in investment but on a
decline.
Electric utilities are suffering from
cult financial situation and are also suffering
in outlook. The consumer is economizing in the
As a result, the capital needs, expansion plans
are reduced very significantly.

a very diffi
from a change
use of energy.
of utilities

Now, no doubt before the summits are over, you will
have to face the question whether some particular help is needed
for financing of utilities. At this time, the outlook is going
to be much lower than it looked six months or a year ago.
Now, in other industries, the steel industry, chemi
cal industry, the glass industry, numerous others, we are
struggling with shortages. They have not expanded sufficiently.
They have suffered for years from the overvaluation of our
currency. They only got a second chance a couple years ago
to recapture their international position. These industries
have tremendous capital needs. They will invest a lot. They
will make these figures that Dr. Greenspan discussed look
good in a while. That is one reason why our outlook is not
altogether negative.
On the inventory, the situation is murky. The
figures are confusing and not at all enlightening. Certainly,
as the economy weakens and these forecasts are being lowered
every month, the risk of an inventory acumulation becomes
greater. We still feel that no massive inventory decumulation
is in the cards because there are still a number of shortages
in particular items and because business has seen it coming
and they have been careful ..
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tories.

Nevertheless, there is certainly no plus in inven
It will be a small minus going into next year.

Turning to the Government sector, the Federal part
Federal spending rose tremendously in the early 1970's
but in tie last 18 months since the end of 1972 the real volume
of all Federal spending, including Social Security, transfers
to people of all sorts, welfare, including the grants to States,
the real volume of Federal spending today is slightly lower than
it was at the end of 1972.
first~

Now of course we are going to have to be careful with
the budget during this inflation but from a straight outlook
point of view, this is not what has driven the economy up lately,
and it gives no prospect, I am sure, of driving up the economy
next year.
The Federal sector really looks for no real growth.
The State and local sector which had been a bellwether of the
econom~ growing through thick and thin five percent a yea~ all
of a sudden stopped doing it. The need for school construc
tion is less because of population changes.
In terms of the employment implications, what this
means is that unemployment which now is still running at a
very modest 5.8 percent in the course of next year will go
beyond 6 percent, and in our forecasting goes a little bit
beyond 6.5 percent. The reason is that the labor force keeps
growing and normally growing at two million people a year and
this kind of economy simply is not creating more than one
million jobs at best.
So, the unemployment grows.
Now, the other side of the thing, the food price
level. Of course, this is a terrible area of forecasting.
The record of forecasting is poor, including our own, so we
have to take with a larg e grain of salt whatever we say. The
outlook on foods is always uncertain, and behavior of the
commodity speculators is completely unpredictable. Our current
best guess, which assumes that foods do about as everything
else, not particularly good, not particularly bad, is at the
end of this year the basic inflation rate is still 10 percent.
At the end of next year it is about 8 percent. At the end of
1976 it is about 6 to 6.5 percent. That is a current middle-of
the-road, sensible inflation outlook which I might add is a
very substantial improvement, and will make it clear to people
some time next year that the very worst of the inflation is
behind us.
Wages can be expected to rise at 10 percent in a bit
of catch-up. They will slow down too as prices slow down. All
of this is based on an economic policy which I will describe
as middle-of-the-road policy. It is one where the budget stays
at $305 billion despite good efforts to cut it. It is also a
more critical ssumption, it assumes that the monetary policy
of the Federal Reserve System does make a quick modest move to
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eds~inter~st ratds) even ~eyond the modest mOve of'last week. '
The short terln rates are now 12 percent. If interest rates stay
at 12 parcent for ~nother four to six months and if the bud$et
were really cut in economic terms by $7 billion to $10 bi111on,
then you simply have a weak real economy, the unemployment
rate would go to 7.5 percent, the inflation rate by the end
of 1976 might be better by half a point or a full point, and
that is of course the alternative.

Now, the budget deficits in economic terms that
would go with this would not be pleasing to us. It would be
a calendar year economic budget deficit next year of $11
billion. The unified budget because it bsaefits from certain
categories of revenues might be five or six billion dollars
less. Even in 1976 that policy would still show a modest
deficit.
Now, if you pursue the tough policy, particularly
if you combine it with a very tough money policy, then of
course you drive down housing, gradually you get a second
round of reduction in business investment, you don't have
the automobile and electrics cutting back spending but they
all get in a financial squeeze when they get panicky as the
stock market is, and you get a second round of reductions in
investment.
As a result of that the Federal budget suffers
revenue 108ses. After all, you are a partner in the economy
in the revenues you take. Consequently, the deficits would
really be not significantly better. So, the fact of the matter
is that we are sitting here with the worst peacetime infla
tion we have ever had, the economy heading for a middling
recession, and what we as forecasters, to make our forecast
come true, hope for is that you will concern yourself both
with the employment objective and the price objective, take
a middle-of-the-roadish kind of policy and let's get over the
mild recession which is inevitable, and a year or two later
the economy will go back to some kind of norm.
Thank you.
THE PRESIDENT:

Thank you very much, Mr. Eckstein.

I would now like to calIon Mr. Beryl Sprinkel of the
Harris Trust and Savings Bank to give his views on the economy.
MR. SPRINKEL: Thank you, Mr. President, Members of
Congress, ladies and gentlemen.
Mr. President, I am sure you will find shortly that
economists looking at the same data are capable of coming to
strikingly different conclusions. The best I can do is give
you the truth as I see it.
Americans are understandably concerned about the
health of our economy. Some fear a recession, some depression,
MORE
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some bankruptcy, while all recognize
reduction in the purchasing power of
analysis in the current state of the
the first step in designing policies
difficulties.

and dread a persistent
their money. Proper
economy and prospects is
to alleviate our economic

First, are we now in a conventional recession? My
answer is no, based on the evidence up to the present. The
decline has been too brief, too shallow and too concentrated
to qualify as a recession. Real GNP apparently declined in
the first two quarters of this year but in my judgment there
are real difficulties with interpreting the price numbers, as
I will later elaborate.
Industrial production declined only 2.4 percent for
three months last winter and has subsequently risen. Major
industries such as steel, paper, oil, aluminum, machine tools,
chemicals and others are operating at or near capacity. Orders
and backlogs continue to build. Civilian employment rose
slowly by nearly one percent from November last year to the
present. Weakness did indeed develop in automo :i1e sales and
housing. Automobile sales declined from about a 10 million
annual sales rate in August of last year to about 7.3 million
in February of this year, and now are back to over nine million
annual rate of sales. Also, there was a change in the mix from
the larger to the smaller and now back to the larger automo
biles. The cause of this decline, in my judgment, was clearly
fear about gasoline availability and of course subsequently
concern about higher price of gasoline.
Thus, this energy-induced auto decline was analagous,
in my opinion, to a strike with a subsequent snap back, not a
recession.
Housing starts, however, have been weak and are con
tinuing weak at about a 1.3 million unit rate of starts. The
cause, in my judgment, has been very high inflation, inducing
very high rates of interest and subsequently outflows of savings
from financial institutions, thereby reducing mortgage avail
ability.
There is no near term improvement in prospect, in
my opinion, and a near crisis condition does indeed exist. Only
less inflation and much lower short term rates will solve this
problem. It appears unlikely even that massive government
subsidies will improve the outlook in this industry in the
immediate months ahead.
Despite housing weakness, aggregate final sales as
reflected at the retail and manufacturing level have remained
strong this year. So long as sales remain firm, sizable
inventory liquidation is unlikely, although I agree with
Mr. Greenspan that less accumulation is probable.
Furthermore, the recent monetary situation does not
suggest to me that pervasive demand weakness will develop in
the months immediately ahead. Policies work with a six to nine
MORE

-14
months lag on final spending. The policies in the first half
of this year, in my judgment, will likely determine final
demand for the rest of this year, and into 1975, though_mid- 
year economic policies were in my judgment highly expansivi~
The money supply in the last three years and through June rose
at a 7.4 percent annual rate. This compares with a 6.8 per
cent annual average rate of increase for the four years '69
through ' 7 3 •
There has been 1itt1e ',growth in the money supply
since June. Fiscal policies also in my judgment were eXDansive.
Government spending accelerated in the past three quartel's at
a 14 percent annual rate compared to essentially no change in
several quarters preceding that.
Finally, leading indicators as I view them have been
moderately strong in recent months implying firm aggregate
demands for the remainder of this year and into 1975. If cur
rent and prospective conditions do not justify the recession
label, surely depression is neither here nor in the near term
offing. Depression occurred in the past only following massive
monetary contractions. The example that is most vivid is from
'29 to '32 when the money supply declined by a third. Our
recent problem in my judgment has been too much money supply,
not too low.
But the mere fact we have no recession and no
depression does not mean we have no problems. In recent months
inflation was in the 2-digit range, the most serious peace
time inflation in our lifetime. Not only has our inflation
penalized those on fi_ed incomes but also it has in my judgment
resulted in a collapse of stock and bond markets as interest
rates soared to new highs. Inflation has made it increasingly
difficult for American business to finance job creating
capital expansions. It has created strains in the banking
system by encouraging loans when other Bourses of finance
disappear.
Inflation has sharply reduced availability of
mortgage money for home buyers. It has encouraged strikes as
workers attempt to recoup loss in purchasing power. Inflation
has reduced confidence in our financial institutions as high
interest rates combined with imposed interest ceilipgs encourage
savings outflow and, finally, high inflation has eroded public
confidence in Government's ability to manage our financial
affairs prudently.
The cause of this inflation, in my opinion, was
classic in its dimensions. The large increases in the money
supply averaging nearly 7 percent a year for four and a half
years, and large Federal spending increases resulting in a.
cumulative five-year deficit of over $75 billion. But those
loose financial policies explain an inflation of only, in my
judgment, 6 to 7 percent, the approximate average for the past
three years when these policies were pursued.
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The recent 2-digit inflation was due not only to
overexpansive monetary fiscal policies but also in my judgment
some special factor. Most important was the elimination of
price-wage controls, which released pent-up market pressures
that developed in 1972 and 1973 as controls suppressed stimulus
and created shortages. Also to a lesser extent shortages of
food and energy raised the prices.
know that basic
inflation yields only slowly to reduced monetary fiscal stim
ulu~ probably requiring one and a half to two years of moderate
power. Yet special factors I mentioned are likely to be less
important in the immediate months ahead.
I believe over the next six to nine months inflation
will decline from the current 10 to 12 percent range toward, but
not reaching, the 6 to 7 percent hard core inflation rate.
Now, Murphy's law, an important rule in economics,
says if anything can go wrong it will. We have had a lot of
that on the price fronts in recent years. Indeed, we might
get more but my judgment about some decline in the rate of
inflation is based on the expectation that industrial material
prices reflecting a worldwide slow-down will be coming down.
They will renew the decline that was under way.
Also, the post-control burst in my judgment should be
mostly behind us. Certainly oil will not triple in price again.
I would even hope it will go down.

Mr. President, it is my judgment that our economy is
neither in a depression or recession.
I project slow real
growth of one to two percen't..in..the last half of this year and
into early 1975, accompanied by continued high but gradually
declining inflation. In such an environment unemployment is
likely to rise moderately to perhaps five and three-quarters,
maybe at the worst 6 percent. Short-term interest rates should
decline slightly. Economic policies yet to be adopted by your
Administration will influence trends in '75 and subsequent years.
If we are to reap the longer run benefits of less
inflation, and I think they are enormous, we as a Nation must be
prepared to accept the short run cost of less expansive Govern
ment policies.
THE PRESIDENT:

Thank you very much, Mr. Sprinkel.

Now I would like to call upon Mr. Walter Hoadley of the
Bank of America.
MR. HOADLEY: Thank you, Mr. Chairman, Members of
Congress, ladies and gentlemen.
My particular view of the coming year is not sub
stantially different from what you have all heard. We have in
prospect a basically strong economy but, nonetheless, a flat
economy with relatively little change, and in my view
inflation continuing substantially at the present rate, hopefully
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a shade lower.
Some of us at breakfast this morning, Mr. President,
were talking about this meeting and we obviously agreed on one
thing, namely, that we should preach humility, because the
forecasting business has not been an easy one in recent years.
Alan Greenspan introduced this morning a theme which
I would like to develop a little further, if I may. That is
the theme of confidence. In my judgment the most pressing
problem confronting the American economy and a great deal of
the world is lack of confidence in the future. This is not to
minimize the economic problems but I am concerned that there
are far too many people in this country who are seeing only
more trouble ahead and certainly not judging our basic strengths.
Now, unless this is reversed, we can see a worrisome
breaking down and weakening of the venturesome spirit in this
country which is vital to our future. If that continues for
some period of months, or a few years, then obviously there
will be erosion in capital expenditures. There will be an
aggravation of shortage and a compounding of unemployment, all
of which in my judgment, I am sure we will all agree, is
intolerable.
But the doom and gloom, as it is called, is much more
profound outside the United States than it is within our own
country. Those who have been to Western Europe or Asia, but
particularly Western Europe, in recent days come back uniformly
saying that there is a great lack of confidence and that, in
my judgment, is one of the prevailing concerns which must be
an overriding consideration as you conduct your summit with .
the Members of Congress later this month.
My feeling is that if that summit does what we all
want it to do it will restore some confidence. What must not
happen, as has been happening in so many meetings on inflation,
Mr. President, in recent months is that people come away
feeling worse, being more fearful and being therefore concerned
about waiting and seeing for something to happen.
This is a time, obviously, for not just positive
thinking but for positive action. Why is there this malaise?
Why have we had this problem? I am not sure anyone of us can
answer this precisely. But we can at least judge that the
problems, while they may not be new, they seem to be more dif
ficult, they seem to be more difficult because they deal with
qualitative considerations as well as quantitative.
They
also, Mr. President, seem not to respond to traditional
remedies.
I think there is a warning here for all of us in the
policy area not to rely on conventional wisdom of what has
happened in the past in response to policy changes. We are
getting differences. There are changes in attitude and these
MORE

a~e ve~y

significant.

We in the Bank of Ame~ica, for example, have been
now fo~ some time changes in behavio~. I can say to
you this mo~ning that . 'e vast majo~i ty of Ame~icans a~e
fighting inflation with g~eat vigo~. They a~e spending
p~udently.
They a~e continuing to save diligently. They a~e
bo~~wing ca~efully and they a~e investing defensively.
But
time may well be ~unning out because we can see on the edges
the e~osion. We can see the inflationa~y psychology beginning
to change spending habits, changing savings, changing things
which t~aditionally have been ve~y constant, and in the fo~e
casting p~ofession we have counted on it.
t~acking

We have a potentially dange~ous e~osion in that if
the Ame~ican people ~espond increasingly to an expectation of
mo~ and mo~e inflation, then they a~e ve~y likely to follow·
the patte~ of spending, investing, bo~wing which we have
seen in othe~ pa~ts of the wo~ld.

,I

In my judgment, the cu~~ent' inflation is the ~esu1t
not of any simple set of situations o~ causes, but basically
is the ~eflection of yea~s, pe~haps even 40 yea~s of a g~eat
emphasis, conce~ted policy app~oved by the vote~s of this
count~y to inc~ease effective demand at a ~isk of inflation.
But inflation did not come to the fo~ef~ont, it was subsumed
by the ve~y slack which motivated all of ou~ policy.
Fo~

the last seve~al decades almost unifo~ly we have
had a sole objective, and ~ightly so, to put idle manpowe~ and
idle ~esou~ces and idle capacity to wo~k. We have come a long
way. I will say at the moment not only in the United States
but in most of the developed count~ies we have a situation
which may not be fyll employment but it is close to it. The
slack is essentially gone. We have enjoyed, if I may so~put
it, the lUXUry of a policy ove~ the last seve~al decades of
having slack which has in a ~eal sense kept p~ices f~om ~ising.
But those days a~e ove~. The~efo~e, in my judgment we have an
economy which is basically out of balance. We have a g~eat,
st~ong demand but we have taken fo~ g~anted the supply side of
the Ame~ican economy. Now we must come back to a bette~
balance. That is why I ce~tainly would applaud any effo~t to
demonst~ate to t.he Ame~ican people that the sho~tages a~e not
cont~ived but they a~e ~eal.
Ou~ t~acking, again, in the Bank of Ame~ica, says
that ove~ the last six to eight yea~s when you eliminate
inflation, eliminate the envi~anmental ~equi~ements and allow
fo~ obsolescence, we have not added enough in net ~eal
capacity to sutain what we have all taken fo~ g~anted as the
no~l g~owth ~ate in Ame~ica.
We can ~eve~se that and we
will need, as Alan pointed out, all of that investment to get
some little ext~a to give us a basis fo~ ~owth which is so
essential an ing~edient. WE can debate how much g~owth we want
but ce~tainly we need some. Then the outlook is ~elatively
flat and the malaise is he~e. What can we do about it is
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obviously the whole point of this.
I think first of all we have to recognize, as
Alan Greenspan pointed out this morning, that we are dealing
with more than economics, we are dealing with considerations
of political leadership. We are dealing with considera
tions of social change, of technological change. But above
all, we are dealing with a matter of confidence. Sure, my
colleagues around this table will smile at someone in the
economics profession talking about confidence because that has
always been the econometric bogIe buried somewhere. In my
judgment it is now a force by itself.
I think, Mr. President, first of all we have to
recogni~e that the American people not only are concerned but
they want to do something as we sense it, they want to be a
part of your solution, not have a solution in Washington, as
important as that is, we have to somehow get to the American
people a job where they feel they are a part of this process.
As a starter, and obviously no one is going to
change confidence overnight, I would simply suggest that we
talk about basics. WE don't like the word efficiency because,
after all, efficiency experts in my earlier days were hated
and detested people. Productivity is a bad word in America
because it is associated with speed-up. We need a new word.
I hope somebody can coin it. Maybe we need an old word, value.
Let's use value, ~07hat we expect to get and what we expect to
give. We are already an efficient Nation but not nearly as
efficient as we can be.
My first suggsetion is that we rely on the common
sense of the American people and get them in the act and get
them out of the bleachers where I think they have been for
some time.
Secondly, there is a great deal of will to make the
tough political decisions, but can't
agree on the object
ive that we want to protect, the real purchasing power after
taxes of the American people and that means some flexibility,
some very tough and new thinking with respect to fiscal policy,
and not merely monetary policy but recognition of the
casualties that take place.
I am not talking about fine tuning in the old sense
at all. I am simply talking about a mix of fiscal and
monetary policy that is very sensitive to the subtle things
of confidence.
Then I would say next, Mr. President, that it is
extremely important that we try to recognize that we as a
Nation must see that we can not feed or police or finance the
health of the rest of the world. We have seen that, much as
we might have been kidded into believing it. The fact is that
the American people know we can't. We also have to bring this
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home: What do we want to do in America? We can't do every
thing. Can we get agreement on priorities? Because if we
can't get agreement on priorities we are going to kid our
selves we can do everything and that to me is a very critical
part of your process, of your summit: what do we want to do
in America.
On this matter of confidence, I think you and all
of us should ask ourselves what has to happen in America to
restore our confidence, and then will it happen and can it
happen, and then screen those items out. We have a lot of
doom-and-gloomers in this country who are not even thinking
through the consequences of that gloom and doom because if
we have those consequences they are intol~rable.. We don't
want them.
I would also suggest, Mr. President, in closing, that
you might want to invite a few foreign distinguished observers
into the summit because, as I have said earlier, the people
overseas are in a much more doom and gloom mood than America.
They very easily tell us that our problems, however horrendous
they seem to us, look small to them. Therefore, we can see a
strengthening dollar. We can see things from abroad easier
than we can see ourselves.
Then perhaps after the summit there is a need for a
national commission to go back to the drawing board and take
a look. I would simply say that an international summit,
because of the financial trauma, is vital to restoring
confidence in the world and in the financial markets they
must work.
The mo.d as we see it is a constructive one in
America of healthy realism, looking for leadership. I am very
pleased with what I see and hear in Washington.
Thank you.
THE PRESIDENT:

Thank you very much, Mr. Hoadley.

Let me reiterate what I said in part in the opening
statement. We are going to tailor our plans and programs in
collaboration with our friends and others around the world. We
We are not independent in this global problem. We are inter
dependent with others. We hope coming from this will be
policies that will reflect that global difficulty we face.
I fully agree that from this we must have not only
positive thinking but I hope we get some unvarnished truths
on the table. The American people can not have positive
thinking nor positive action if they are not told the truty,
and truth is what we want from those around the table, and
truth is what we want from others who will participate in the
subsequent pre-summit gatherings. I happen to believe that
the American people, if told the truth, will generate that
MORE
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positive thinking and that positive action, and their actions
I think are the most important plus the policies that we can
generate likewise from these gatherings.
Thank you very much.
The next forecaster will be Mr. David Grove of IBM.
MR. GROVE:

Thank you, Mr. President.

Mr. President, Members of Congress, ladies and
gentlemen, my forecast is not much different from some of the
others you have heard. It shows very little growth in real
output throughout 1975. From the. 'fourth quarter of this year
to the fourth quarter of next year there will be a rate of
growth ofabout $8 billion. This comes to a little under one
percent annual rate on a quarterly basis.
Personal consumption expenditures will show only a
very modest growth because personal incomes will still be
adversely affected by the effects of inflation. Personal
consumption expenditures in real terms may be up $12 billion
from the fourth quarter of this year to the fourth quarter of
next year.
I believe that the investment boom will come to an
end very shortly and that business financed investment will
remain flat throughout 1975 and perhaps even may be trending
downward very modestly.
I think that we will see a sharp deterioration in
corporate profits as we enter 1975. The difficulty of raising
long term capital with the high interest rates, the flakiness
of many of the reported profits, the slow rate of growth of
the economy, all of these will lead, I believe, to cancella
tion of some orders presently on the books and cutbacks in some
present expansion plans.

One thing we should remember from experience in
previous periods of economic slow-downs is capital goods
industries can put orders on their books very easily but they
can disappear very easily, too.
There is a term that we use in the company with which
I am associated. It is called water in the backlog. I think
that we should look very carefully at some of the backlog
statistics that we see made available.
Residential construction will remain basically flat
during next year at a lower level than that prevailing in the
first half of this year. I would expect that the rate of
inventory accumulation would taper off in real terms. Net
exports of goods and services will be down probably about
$4 billion from f~rth quarter to fourth quarter in real te~s.
I

am

assuming, and this is the assumption that
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enters into this forecast, that Federal Government purchases
of goods and services in real terms will remain essentially
flat during calendar 1975. In other words, they will stay more
or less very close to the level that will prevail in the third
and fourth quarters of this year.
State and local government spending,on the other hand,
will rise during the year and probably be up about four and
a quarter billion dollars.
So if one adds up the various sectors one can see
there is very little likelihood of pronounced strength in any
part of the economy. I think the danger is that the economy
slides into a serious recession. However, that is not the most
most likely forecast.
Now, what are the implications of this for prices?
I think that the consumer price index will enter single-digit
territory in the first quarter of next year. Beryl Sprinkel
has pointed out that some of the special factors that account
for part of the inflation probably have had most of their
effect. The rate of inflation will taper but only very slowly.
I would expect that by the fourth quarter of next year the
consumer price index will still be rising at a rate of about
7.5 percent.
Now where will the impetus for the continued pro
nounced rise in prices come from? I don't think it is going
to come from excess demand. It does not look as if there is
going to be any sector of the economy that will be charac
terized by excess demand. I think that what is happening is
that we are entering a period of wage push as labor attempts
to recapture some of the erosion in the purchasing power of
their take-home pay.
Unfortunately this is going to happen
at a time when we can expect very little growth in produc
tivity. The upward push of wage rates which presently is in
the two-digit area may with some sort of luck and with some
sort of leadership from the Administration and cooperation from
labor, private hourly earnings may barely break into the
single-digit material in the first half of next year -- I mean
9.5 to 9.9 percent -- and perhaps stay close to that in the
third quarter and then perhaps ease to somewhere in the area
of 8.5 to 8.25 in the fourth quarter. I think that is really
about the best that we can hope for.
The real danger I think is that we get a wage explo
sion that feeds on itself and then the inflation figures will
turn out much worse than those I have indicated.
Now, because there will be little growth in
productivity unit labor costs will rise at about a 9 percent
rate in the first half year but then will taper off and ;
perhaps in the fourth quarter of the year will be down some
where in the 7 percent annual rate of growth area.
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There is very little that monetary policy can do to
push down the rise in unit labor cost. Monetary policy can
have an effect on the rise in unit labor cost but only after
slowing down the economy further. I think most of us here
will agree that the economy is going to slow down enough as it
is and that monetary policy has probably contributed all that
it can and from this point on more of the burden of fighting
inflation has to come and should come from the side of fiscal
policy that the high level of interest rates prevailing is
creating a number of stresses and strains.
Many of these expose us to the operation of what has
been referred to as Murphy's law and I think many of us have
a great deal of concern about continued reliance as much on
monetary policy as we have recently. I believe it is up to
other aspects of government policy to share more of the burden
from this point on.
It is clear from my remarks that I am
the possibility of government policy pushing us
recession. I think that we should all remember
and fiscal policy can create inflation but they
create recessions and depressions.

concerned about
into a. ~~j
that monetary
can also

You have pointed out and others have pointed out
there is not any easy solution, there is not any miracle. I
think what is important is that all segments of our society
contribute to a solution of the problem which means that
everyone has to understand that no one can increase his share
of national income and no group can increase its share of
national income to any considerable extent over the next year
or two.
Another concern that is uppermost in my mind, and
others have touched on it, is that in our fight against
inflation we have to be concerned about some of the capacity
and supply problems down the road. If we don't see that
capital continues to move into those areas where there are
shortages, even during a period of general slow-down, we will
have a problem with having normal economic growth a couple
years from now without running into a new bout of inflation.
I have read in the paper that within the Administra
tion a list is being made of a variety of programs of all sorts
that would make a contribution to improving the supply
situation, removing bottlenecks, impediments to downward
movement·of prices. I think this is all to the good. This is
a period in which I think the sort of leadership that I am sure
you will provide can make a contribution to inflation. I think
that the Council on Wage and Price Stability can help you in
this endeavor.
Wage and price controls, quantitatively expressed
guidelines, however, would not work in the present circum
stances, in my opinion.
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Finally, I think that we need to recognize that the
present inflation has a very unequal impact on various
segments of the society. While inflation certainly has to be
fought and fought vigorously, some efforts should be made
through tax measures or other forms of relief to soften the
blow on those who are most likely to be affected by rising
rates of unemployment and weakness in the economy.
I will conclude merely by saying that the unemploy
ment rate that I have in my forecast hovers close to 6 percent,
around 6 percent, throughout 1975. I feel this rate is a
little misleading. The reason it will not be considerably
higher is that the participation rate will decline. With a
sluggish economy many people who would look for work will not
look for work.
Therefore, they will not appear in the labor
force or appear among the unemployed. We should not take too
much comfort from the fact that the unemployment rate will not
get above 6 percent.
THE PRESIDENT:

Thank you very much, Mr. Grove.

I especially thank the four forecasters who have
contributed to the dialogue.
At this point the schedule calls for a IS-minute
coffee break. At the conclusion of that, Alan Greenspan will
call the meeting to order and will proceed as the chairman for
the next session. Unfortunately I can not join you in that
segment but I will see you later in the day.
I thank you again, and I look forward to seeing you
and listening to you later in the program that has been out
lined. So why don't we relax and take a few minutes and get
back together in 15 minutes, or about five minutes of eleven.
Thank you.
(Recess)
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MR. GREENSPAN: Ladies and gentlemen, I would like.
to reconvene this meeting. We are running a little late but
that is to be expected with any economist group.
I think we have structured our program in such a
manner as to put in dummy variables in the time schedule to
be absorbed, 'and I have full confidence that they will be.
outline.

I have an organizational structure I would like to

First, we will go around the table with short three
minute statements from every participant in line with the
letter that was sent out which I hope al~of you received.
We probably won't make it by 12:30 when we break for lunch,
but as soon as that is completed Roy Ash will spend some time
directly after lunch discussing the budget situation, and
then from that time until about 4:30, which will be app~oxi
mately two to two and a half hours, I think it will be useful
merely to open up the whole meeting to a general discussion.
Having heard all the various individual notions,
ideas, poliCies, prescriptions and the like, I think it would
be quite useful just to have a general discussion. I realize
this is not easy with this large a group but we do have a
considerable amount of time and I trust that our group will
try to speak not more than two or three at a time. I hope
that we will find, not necessarily some area of agreement, '_that
as we know is most unlikely, considering our known divergent
views, but I think really what is far more important than
the question of agreement is merely ideas,' beoause..Plan}' of us
may not agree with what others are saying but the notions that
we keep playing back amongst us I_think'does generate a
significant amount of new thought, new directions, and we may
seemingly believe that as this session ends that all we have
heard is everyone disagreeing with everybody else.
What always happens is that we go away with some, at
least, new questions, and when we try to answer them I think
new vehicles for thought clearly amerge.
Now, at approximately 4:30 the President will return.
There will be a bipartisan ad hoc committee of a group of
you whom I have already discussed this with who will sit down
and decide who shall be chosen to sort of summarize the long
discussion, and we will probably pick a fairly large group of
people trying to represent all the various areas and lines of
thought so that when the President returns at 4:30 we can give
him some general view of what went on.
I trust that our distinguished Senators and Repre
sentatives will participate because, as you know, sometimes
we get caught in jargon which is obscure, at best
I would
hate to say that it is at worst -- and we will begin to get
some general notions of what the major problems that confront
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us are.

We are planning at this point to terminate the me
meeting approximately at 5:20 or 5:30. There will be, as you
probably are aware, a reception following that and T trust .
:that all will be able to stay around.
,..
To start our around the table summary, Tom, are you
the first one from that side?
Tom Moore will start. I think we will just keep
going sequentially. Why don't you each identify your affil
iation as you go around for people who don't know you.
Obviously all the economists know you.
MR. MOORE: I am Thomas Moore, shortly to be of the
Hoover Institution, Stanford University.
I would like to talk a little bit about some micro
economic solution which I think maybe this group could agree
on. There are a number of areas where we could improve the
supply pi'.::t'.lre and reduce costs and prices. The Government
is instrurrLcmtaJ. in a number of ways of holding up prices. In
particular transportation regulations is one of the most
significant areas.
Here in the area of freight regulation results in
a consider.a!>le arn.OUl:.t of inefficiency and higher costs and
highe!" rat~s. A rc:11.:.ction in freight regulation, the ICC
regula-',:ions of truc~:ing, for example, might reduce rates _
twenty percent or more, and freight rates underlie the costs
of all commodities.
Rail rates can also be expected to decline given a
reduction in regulations.
In the passenger area the CAB helps foster higher
rates by limiting co~petition among the airlines. Again,
reduced regulations there would pay large benefits in lower
passenger rates.
The Federal Maritime Commission also works to main
tain rates there through the conference system. Again some
reduction in regulations or some change in direction of regula
tions would improve the rate picture for imports.
There are a number of other areas besides regulations
or besides transportation where the Government works to keep
prices up.
Quotas, for example, on dairy imports keep cheese
and other commodities up. The informal agreements on steel
help to keep prices up. In ~he-agrionltural area the regula
tions dealing with the size of agricultural products that can
be marketed keep prices up. Milk price supports are a notable
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example of an area where the Federal Government maintains prices
and without the prices could decline, again helping us with the
price picture.
In the financial area there are a number of regula
tions dealing with controls on interest rates, the interest
rates that savings and loan associations can pay, for example.
This has had quite a direct effect on drying up the funds
available for savings and loan associations and consequently
reducing the amount of money available ::for mortgages.
The housing industry, as was pointed out a number of
times this morning, has really been seriouslY hurt recently.
I know that personally since I am trying to sell my house. The
mortgage situation is terrible and it is at least partly due
to these regulations on interest rates.
I don't have time to go on. There are more such
programs. I think it would be desirable for this conference
to endorse some changes in this area.
Thank you.
MR. GREENSPAN:

Beryl Sprinkel.

MR. SPRINKEL: It seems to me there are four areas
that need attention: budget constraints, slow money growth,
activity to slow money growth, and income supports. I will
cease with that.

MR. GREENSPAN: That is the most remarkable state
ment by an economist in this century.
MR. MATAMOROS: I will not belabor the numbers lest
we be linked to those ancient theologians who speculated about
the number of angels who sit on the head of a pin.
I am A. G. Matamoros with Armstrong Cork Company.
I am impressed with observations about aggregates.
We talk about the consumer. It is our experience there are
consumer groups each with its own aspirations, desires and
patterns of buying behavior. We notice within the consumer
market that there are in effect two markets at this point in
time.
There is the family with earnings in current dollars
of under $15,000 a year and the 1972 statistics indicate there
are about 70 percent of all American families earning under
$15,000. They for all intents and purposes are out of the
market for discretionary items the purchase of which is
postponable. Then there is of course that other 30 percent
that controls half the income.
We now hear about a remarkable tendency to maintain
spending patterns.
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It is common to talk about the high end market. The
high end market, the market of the most expensive products we
make, remains untouched essentially by the malaise that we
talked about affecting the consumer markets. We have in ~
effect discontinued low end products because of the drying
up of the demand for those low end products. Our putput is
not demand constraint, rather,key raw material constraint.
A level of output at this point in time could be
higher if we had the raw material. I don't mean to dwell on
our own personal experience but it is a reflection in terms
of the consumer research we do of the existence of the two
markets.
There is indeed a division of market with respect
to age. There is an old market and there is a young market.
The old, old market, the retired people's market, obviously
is really depressed by the disproportionate impact of the
inflation on those people with fixed incomes. But there is
a new and dinamic segment of the consumer market that really
defies explanation. This is the young market, the market
headed by people 23, 24, 25 years of age up until the early
30's, people who have had no adult experience even with the
.!-S7-'58 type recession, not to mention depression. Here we
have two wage earners, two wage earnts and a complete, almost,
indifference to the impact of inflation, a minor complaint
here and there about, you know, "I paid 59 cents for my gaso
line, isn't that a shame. It was 58 cents last week." But
in a sense this is a bulwark in the consumer market for the
high end merchandise I talked about~before.
We notice an imbalance in inventory. Shortages of
key raw material, surpluses of other materials that seem to
be prospectively in short supply and more aggressively
purchased at the end of last year. Similarly, as far as
merchandise at the retail level, we see a real concern on
the part of retailers to maintain their inventories at low
levels.
We maintain records of our wholesale inventories
and they are actually in good shape. There are other areas
of retail inventories that have been troublesome. The
apparel sales of recent weeks suggest there may be some
oversupply of apparel inventory. In the building markets .:
there is a 2-tier effect of a builder' s/'market. There is again
the high income, a not so prone to borrow group that has the
money to put on the line to buy the homes. And then of
course there are the low income people who might.be considered
the mobile home market who are essentially out of the market
because the mobile home purchaser, relying upon essentially
intermediate term credit is competitively out of the market.
He is way down on the priority list.
When a prime borrower paying 12 percent has the
compensating balance, gives the bank a yield of 13 or 14
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percent, that borrower on an installment basis becomes le.ss
competitive.
As far as the builders of homes are concerned, the
small builders are essentially out of business. I think of
the fellow with a hammer in his back pocket and pencile behind
his ear, he is in trouble. But even the large builders are
paying three, four, five, six percent points above prime.
It will be difficult for the housing industry to
come back quickly even if we have relaxation in rates next
year. The large publicly financed builder will emerge from
the housing cycle with a larger share of the market.
What I guess I will address myself to is a"concept
of a 2-tier market both on the supply side and demand side
with respect to consumer, with respect to the builder and
builder market, and with respect in effect to inventory
imbalance.
Would you prefer, Alan, that we save the recommenda
tions for solution until later on?
MR. GREENSPAN: I would hope you would discuss it
now but why don't you hold it.
MS. NORMA PACE: Earlier we heard forecasts of spend
ing behavior, what consumers will do, what businessmen will
do, but I would like to get a little bit behind that and talk
about pressures. I divide my pressure story into two
categories, what I call physical pressure and what I call
financial pressures. ~
Now, the physical pressures are strong. We need new
capacity in many industries and certainly the paper industry,
which I represent, needs tt.badly. We have a large flow of
people entering the 25 to 35 age and this suggestion that the
consump~ion requirements of this group will grow rapidly.
As Alan Greenspan said earlier, our inventories are
pretty much in balance. We have a little excess here and
some deficiencies there, but overall we don't face a major
inventory contraction.
Now, what is constraining us really are the financial
factors and this is reflected in the fact that money is tight
and it is expensive. We have once again entered into a capital
shortera, and our concern is that if this persists for too
long these physical pressures I have been talking about can
not make themselves felt.
So, I join those who believe that this is the time to
begin a moderate easing in Federal Reserve policy and the sooner
the better.
Now, when it comes to discussing inflation we have
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built in inflation in our system over a long period of time.
We did not recognize it,because it appears in different facets.
Right now we seem to have four combined at once and that is
why it has become such an obvious force.
We have first a little bit of what we call demand
pull inflation. We know we have a concurrent worldwide demand,
we have had shortages and the recent drought is an indication
of how shortages can affect food prices because farm prices
escalated right after that drought. Now the obvious way to
cure this type of inflation is to apply monetary and physical
restraint and to keep your demand relatively quiet for awhile
but there is also something else that is needed. You need
incentive to increase the supply.
So, it is a double-whammy program that we need to
cure this type of inflation and it is only part of our infla
tion. The second part of our inflation is what I call
negotiated inflation, and that occurs when labor gets wage
increases in excess of the factor we call productivity or
output per man hour. This part is beginning to escalate and
is causing the concern for 1975 in particular and the way we
handle this involves of course part of the Cost of Living
Council's activity in jawboning, but I think we have to come
to grips in a far more decisive fashion on this part of our
inflation.
There is a third part I call legislated inflation.
We do this to ourselves in the name of justice and good
citizenship but in the end what we do is legislate a lot of
cost for which there is no offset in productivity. The only
thing that can happen with these costs is that they are passed
on to the consumer. One thing we should do from here on in
is to measure the cost of this new legislation to show and
indicate to the public what it will cost to have this legis
lation in effect and ·~"then let the public tell us whether it
is willing to pay this price. If it is willing to pay the
price it should not be squawking about inflation. So this
gets back to the matter Mr'i·'1'1e~dleY~<'talked about and that is
establishing priorities.

"'.t

Part of the establishing of priorities requires that
we understand the cost of this new legislation. The fourth
is imported inflation. Sometimes we export our inflation and
sometimes we import the inflation of other countries.
Obviously the Arab oil prices quadrupling has had an effect
on our inflation.
Now, this one is pretty difficult to overcome but
what has been suggested is thatweeppnt our own house in order,
that we show that we can eliminate most of thier inflation,
and in that way perhaps set the pattern for other countries.
I think we need an all-out campaign to increase productivity.
We have to get union commitment and union involvement. If
necessary, we may eve have to design intent in order to
increase productivity. But this is an area where we had a
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commission set up but nothing has been done.
more forceful action on that.

I think we need

Very slowly I think we ough~ to begin establishing
some incentives for investment. I incline toward favoring
increased depreciation because I think that the cost of .
replacing new equipment is rising so rapidly. I certainly
will do that with several safeguards, that is, I would not
topple the budget bllance and I would do it with safeguards
that indicate that this money actually will be spent where
it is needed.
Finally, I would just like to say as far as I am
concerned the cost of living index consists of two pieces:
The first is the free market cost, the cost of operating.
The second is the part we build in which I call the citizen
ship cost. That is reflected in taxes and all of these
legislated increases that we put in. It would be nice if we
could get a measure of what the oontribution of each of
these is so that the public, itself, can be involved in what
is being legislated for it.
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MR. NATHAN: I am Robert Nathan, head of the con
sulting firm bearing my name here in Washingtcn. Let me be
rather dogmatic to get a few thoughts across quickly.
First, I just happened to return myself on Monday
from two weeks in Europe and caught a lot of this doom and
the week before I returned, I went to Korea and I got a little
of it in the Pacific. I think it is silly of us, frankly,
to feel that these people ab~oad are just nervous nellies
because they really are worried about the United States and
a little change here has a big impact there. We ought to
recall that, and we live in an intermedial world and what we
do is of major importance in all parts of the world. I think
there is a very real concern that we are not just importers
of inflation but I think we are contributors to it.
Let me say, secondly, about the most important thing
I guess we all agree on here is the fact that the inflation
is serious. I certainly agree with that. I think the real
question that we have is not whether the economic outlook is
going to be rather stagnant over the next year, which seems
to be pretty much the forecast, I don't know of anybody who
came out with a very optimistic projection over the next year
and a half -- but the real question is how do we settle the
inflation problem and on this score, Alan, I must say I am
considerably depressed and unhappy about the discussion up
to now because I have grave doubts whether we have coped with
it in a very hard way.
I think there is a very real gamble as to whether
overall aggregate restraints on demand are going to do the
job. Will those restraints bring about abatement of inflation
with a tenable cost and within a reasonable enough time that
we can accept it?
This, I believe, is where the major problem arises.
Now, we have talked a little bit about the monetary
fiscal
mix and I think there is something to be said about
somewhat more constraint on the fiscal
side in order to ease
up somewhat on the monetary side, so you don't get quite the
degree of interest rates you have. But the basic question I
have in my own mind is whether or not this overall blanket
restraint approach is going to do the job. I have very great
doubts about it for a number of reasons.
First of all, I think we are assuming that we have
a very necessary responsive free market. All I suggest is why
don't we take a look at the automobile industry and see what
has happened to automobile prices in a very depressed industry
and then sort of answer ourselves, do we have confidence that
if we suppress demand in moderate degrees that price increases
will slow down significantly.
As far as that point is concerned, I have some very
grave doubts. I think, myself, that six percent unemployment
is going to do very little to abate t~e inflation. I think
eight or ten percent unemployment for a couple of years would
have a real impact.
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I am not sure who it is that is willing to pay that kind of
price which over a couple of years might mean a$200 billion
or $300 billion drop or loss in real GNP and deficits that
would make past deficits look quite insignificant in terms
of what we might encounter.

I, myself, am of the op1n10n, and I regret to come
to this conclusion, I think we are going to have direct inter
vention. I don't believe that the overall approach is going
to work.
Now this does raise questions of what do we mean by
direct intervention. This may raise issues, and I like what
Mr. Moore said because I think there are a lot of areas where
we can do a devil of a lot to begin to curtail. There are
a lot of areas in our economy where you have a lot of obstacles
to free market functioning. The trouble is whenever we have
inflation, we say that isn't the time to go break those
obstacles and when we have a boom isn't that a time? When
you have a depression, that isn't the time. You never want
to do anything about intervening in connection with these
obstacles to real productivity and improvement in competition.

T think we ought to go after monopolies and constraints
of trade very, very vigorously. I think now is not the time
to go for more conglomerates and larger scale and smaller
number of units as has been expressed at times. I think we
do need more selectivity in taxes and incentives and more
selectivity in the credit area and I think we will have to
have public service jobs in order to have some social con
ception of trying to abate the impact where the harms are
the greatest.
Fundamentally, I do believe unless we do something
in these kinds of selective areas, and that includes wage
and price controls which I don't like on a continuing basis
but which we may need to break this spiral, because what we
are faced with now is not excess aggregate demand -- and we
haven't had excess aggregate demand for quite a time -- what
we have is a built-in vision, kind of a spiral of cost/push,
cost/price, and just which one pushes the other is always hard
to tell. I think it is the nature of this spiral that without
some direct intervention, I don't think we are going to break
the inflation spiral.
Let me end up with one final word and that is I
would like to recall to everybody that we still have on the
books the Employment Act of 1946. That Employment Act is
legislated and that Employment Act is the law of the land
and that Employment Act pushes upon the Government the
responsibility to take positive responsible measures to try
to solve these problems, including inflation.
I don't think that batting down the hatches and
sort of crawling into our caves and saying somehow the storm
is going to abate soon is going to work. I think that is why
this move here, and the President in getting the group
together and all of these people, in my judgment, is compatible
with the Employment Act and really offers a hope that something
constructive and positive will be done.
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MR. GREENSPAN: Art Okun, who is affiliated with
Brookings and many others.
MR. OKUN: Of the four forecasts we have heard, I
think I can affiliate myself with Otto EOKstein's verdict
that recession, yes, and depression, emphatically no. And,
putting the depression in perspective, this is a kind of post
war recession that we have suffered through and survived on
five previous occasions.
I would expect unemployment to grow rather sharply.
I think, particularly, that is true in the light of a growing
business recognition that the slump is here to stay for a
while. I think in the early part of this year there was a
feeling on the part of many, including the business community,
that we were merely suffering a little, few month's period
of energy crisis and that is not the environment in which
business will stop hiring and certainly not one in which they
will start laying off workers.
I think now the pressure on profits is greater, the
recognition of a longer slump; we will see a sharper decline
in employment and sharper rises in unemployment.
But, of the four forecasts, I don't really see a
qualitative difference. The range ran from a very sub-par
up to a very modest turn downward in a sagging but nonetheless
flat economy. On none of these forecasts could I see a valid
case for weakening the economy further by added doses of
budgetary or monetary incentives, or for appeals for lower
consumer spending. I think that job has been done.
Fiscal and monetary ease in '72 and'73 has been a
contributory cause to the present inflation. But, that is
only one contributor. Whenever I can agree with my friend
Beryl Sprinkel I am happy to do so and he gave us some figures
that suggests judgment. Less than half of the step-up in
the inflation rate that we experienced from about three percent
at the end of 1972 to 11 or 12 percent today, can be attributed
to excessive fiscal and monetary stimulus.
I would fully agree. I think it is substantially
less than half. I think the shift of the fiscal/monetary
restraint has to be part of the cure but it can't be the whole
cure, as Bob Nathan emphasized. So far it has been the main
cure and I think we have to look for other cures. I think the
major causal aspects in food and fuel costs have some cures
that have to be applied to them and in this opening statement,
I am not going to try to unveil any programs or policy panaceas
of any sort but I do hope we will get back into the question
of whether we do have some options for insuring adequate
supplies of food for the U.S. consumer in the year ahead.
Indeed, if there is one threat that I see that would
upset the uniform opinion of all of our forecasters that we
will see some improvement in the inflation rate over the year
ahead~ that threat would lie in an unacce1eration of a big
jump of food prices in 1975.
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A lot of the confidence that the worst of inflation
is behind us is predicated on the view that most of the energy
price explosion is behind us, and I believe that is the case,
but I would like to see if we can take some insurance to
guarantee that that is the case and that we don't have further
problems on that front.
I hope we will get into a number of other issues
involving the appropriate ways in which the government can
encourage price restraints and price competition by business,
how it can convince the American worker that he is not going
to suffer through another year of declining real wages, for
I think any steps that give him confidence on that will help
to achieve wage moderation.
Finally, as I see it, in an economy which really is
plagued by cost inflation and no longer has serious problems
of demand inflation, one can look toward some policy initia
tives that would be bad medicine for demand inflation but
could be good medicine for cost inflation.
I think we should be talking about the possibility
of doing some cost-cutting through tax-cutting, working on
excise taxes or payroll taxes, and I hope that these novel
possibilities and others that other people may raise will
come into our discussion of particulars this afternoon.
What I want to stress, as Bob Nathan so well put it,
was that we do have to look for cures on many fronts, of which
fiscal monetary restraint is one part of the cure, but cer
tainly not the whole cure.
MR. GREENSPAN: I don't know whether I mentioned
this, but we are having the September 23 meeting so that many
of the issues which you are raising will probably spillover
into more discussion at that time.
Next, Marina Whitman, University of Pittsburgh.
MS. WHITMAN: I think there are really four points
I would like to mention, and in a way I am afraid perhaps
they are more directed toward economists than toward policy
makers immediately because I don't see any instant miracle so
lutions on the policy front. But I think these points do have
policy implications.
One, and this point has been made before, but I
think it can be made again, we need very bad~y,' to focus more
than we have in the past on the supply side. "Postwar politics
has been dominated by these considerations, and clearly now we
need the supply focus which includes a strong focus on pro
ductivity, and includes a strong focus on the kind of macro
economic issues that Tom Moore was talking about, bearing in
mind that I think is going to be politically much more diffi
cult.
MORE

-35

The nice thing about broad-gauge monetary and fiscal
policy is that, with some exceptions, one is not sure whose
ox is going to be gored and, even when the ox gets gored,
you can say that is the breaks of the game.
When you start focussing on micro-policies, you know
precisely whose ox is going to be gored, and they know it, too,
and it is much messier and more difficult business, but I
think there is no way, if we are going to confront the infla
tion program, to avoid that.
A second point is I think that we are really on the
brink, and we have to be terribly careful to try to avoid
developing or at least exacerbating an a110ut fight in this
country over the distribution of income. It is something that
has happened in almost every other major industrialized country.
We have to a very large extent avoided it here. If we don't
find some ways of continuing to avoid it or of heading off
what I think may be beginning, I think we are going to be in
the same kind of sort of permanent inflationary process that
this kind of squabble inevitably generates.
I think the reason we are on the brink is because
there is a great deal of confusion, a great deal of lack of
understanding, and a great deal of disappointment regarding
how big the pie actually is, and who has gotten what share
in the past.
If you look at actually what happened over the
past year or two, it turns out that the increase in national
income, in gross national product really went two places.
One, there was a shift in the terms of trade between the farm
sector and the urban sector; the farmers, of course, had been
lagging for a long time, and there was some shift in their
favor.
The other thing, of course, is that we had enormous
sudden improvement in our trade balance. I think some 40 per
cent of the real increase in real GNP between the end of '72
and '73 went into that improvement in our trade balance.
Obviously that is not a loss, that is capital formation, and
that means we are increasing our claims on foreigners. But I
am not sure whether this capital formation was all desired,
and to the extent it may have been undesired, it is still
likely to have been inflationary.
I think we have got to confront, and economists
have avoided confronting directly and po1icymakers also like
to avoid confronting directly, the problem of income distribu
tion, of somehow building a mechanism whereby we can insure
that people do get what is ,regarded as their fair share,
where labor is permitted to catch up and where that catch-up
does not turn into a permanent increase in the wage-price
spiral.
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This problem again means more selective policies 9
policies directed to alleviate severe difficulties in certain
particular sectors of the economy, but I think if we let it
drift and simply let nature take its course, we could easily
fall into the kind of distributional difficulties that one
sees in countries like Great Britain and Italy, and if that
happens, the fight on inflation becomes an impossible one.
The third point is I think it is terribly important
right now to shore up our international trade and payments
structure. This is a structure which has worked very well,
quite surprisingly well, for a long time. It weathered the
shocks of 1971 and subsequently, but I think there now is a
serious danger of fragmentation. This is tied into the kind
of gloom and doom of loss of confidence which m~ny people
have talkedabout, which particularly prevails in western Europe,
and I think that probably the most fragile point, the point
of greatest strain in our system right now is the financial
structure which is basically sound but is taking a lot of
strain, and I think the greatest strains there are in the
international aspects of the financial structure.
I think that there needs to be a joint search,
whether through an international summit or some other mecha
nism, there needs to be a joint search for solutions or for
ways of avoiding a real danger of fragmentation.
I think there is one thing that has become clear,
it is that we not only live in an interdependent world, and
I think we need badly to try to get some knowledge of the
international transmission of disturbances, in this case
inflation, and also of recession, but not only is the world
interdependent, but it has become two ways. It is not simply
true that when the United States sneezes, Europe gets pneumonia.
It is also true when Europe begins to have trouble, the United
States also will feel it.
We cannot afford to isolate ourselves even by the
most narrow economic calculus. I think this international
area is a very fragile one and might need immediate attention.
MR. GREENSPAN:

Thank you.

George Shultz, do things look different from the
other side?
MR. SHULTZ: Well, the economy is in terrible shape,
and I wish you guys in government would do something about it.
I am sick of this business. (Laughter.)
It seemed to me that the forecasts that we heard
were not all that different from one another; you could throw
your hat over all of them.
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The more interesting thing to me is not the sort
of general prediction of a flat or slightly rising real GNP,
high or slightly declining rates of inflation, but rather
to compare what forecasters have been saying over the last
five or six months as I have listened to similar roundups.
It seems to me what has happened is not so much a
change in the forecasts, but a change in people's ideas about
where the risks are. We continue to identify the major risk
as the risk of inflation, but at the same time I think there
has been a growing sense of a risk on the unemployment and
recession side.
Therefore, it seems to me, in terms of policy, that
we need to certainly have a disciplined policy and regard in
flation as number one problem, but not the only problem.
I think we should be sure that there is a sense of balance
in the policies.
Second, as many have said, I agree that we have a
difficult problem that will take patience and somehow or other
we have to get around the notion of having some policies put
in place and then three months later when we still have in
flation having a big buildup of feeling of what are you going
to do because the policies b ~en't worked. They can't work
that fast. There has to be, I think, in a very general way
more patience.
I agree also with the comment that has been made
by many that the problem we have comes from many sources and
that we have,to a much greater degree than we have had before
and certainly than we have realized before, a really tightly
interrelated situation, including our relationship with inter
national development. Therefore, it seems to me that a set of
policies have to be multi-dimensional to deal with these prob
lems.
Having said that, let me just touch the various ele
ments of policy at least as I would propose them to you at
the present time.
First of all, on the budget it seems to me the word
has to be discipline, and discipline, and discipline, not simply
because we have the extraordinary inflation problem that we
have, but because, with it or without it, the budget is sort
of a thing that is always veering on getting out of control,
and anything you add this year you add forever, so that it is
a constant battle, it seems to me, to keep control of the
budget. I believe that strong discipline is in order, and I
welcome very much the recent act of Congress that I think gives
the Congress a better way to get at that problem. That I think
is something that we can take some heart from.
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I don't think that we get anywhere with budget disci
pline by proposing things that at least I would regard as
ridiculous. I saw a list the other day in the paper that in
cluded cutting unemployment insurance. I think any list that
includes that discredits itself. What we need, the unemploy
ment insurance system is a good system, and in times when un
employment rises, outlays rise, it has the great virtue that
when unemployment falls, outlays fall drastically. So that is
the system and we should not try to cut something out of it,
but I believe improve it.
There are, I think, good proposals for improving
the benefit levels of unemployment compensation and extending
the durations where appropriate that have been languishing,
I believe, Congressman Conable, before your committee, and
I am mystified why Congress doesn't act on them, but I think
that that is something that ought to get attention.
Second, in the area of monetary policy, again disci
pline is obviously called for, given the inflation problem.
Here it seems to me that we are approaching, if we are not
at a point, where there should be some easing of monetary policy.
I say that in part because it seems to me if the downside
risk really materializes, then we will have a much more sub
stantial easing. At this point there can be a gradual move,
and it seems to me that is more likely to give us what we
want in a longer term sense.
Third, in the area of policies with respect to par
ticular areas of the economy, I would have to confess I am
a little distressed by the emphasis that seems to have emerged
from the Committee on Wage and Price Stability because the
emphasis is almost exclusively on the idea of monitoring labor
and management.
I think it is worth noting that in the outlining of
causes here, very few people have mentioned irresponsible
behavior by labor and management. That really hasn't been
the problem, I don't think. To put the President or his ad
visers in the position of preaching to labor that they should
have a wage increase equivalent to the long-term productivity
increase when the cost of living is going up 11 or 12 percent,
they just think you are living in a different world than they
are.
Furthermore, constant emphasis on that adds to the
possible-controls bulge, a kind of anticipation bulge. And
the more people in government, and the more people in the
Congress talk about monitoring wages and prices or controls or
what-not, the more the private sector feels that they just have
to, as a matter of self-protection, put their prices up.
A tight labor market puts up their wages. So it id very
counter-productive.
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But I think there is a very important monitoring
role to be performed by this committee or some committee,
and that is the monitoring of government, along the lines that
was suggested by Mr.Moore and by everybody, and it is probably
one of the things that economists could all agree on, that
there are all of these particular things in the situation that
could be improved, and I think there is a real monitoring job
to be done here. You don't have to dig away back to the old
chestnuts to find things.
I will give three examples that are reasonably cur
rent.
When meat prices were going up, the industry involved
felt that there shouldn't be any controls and the free market
would take care of the problem, let supply and demand work.
That was done. And prices went up, and there was a reaction
and considerable reaction from consumers, and prices came down.
As soon as that happened, really it shows how fast the Congress
can act when it wants to, the Congress passed a $2 billion bail
out bill for the industry.
Another example, I gather before the Senate today is
a bill that passed the House, to require that 30 percent of
the imports of oil which are increasing in quantity as we all
know, be transported in American bottoms. Well, you don't have
to dig away back to find something to do that will help on
the inflation problem. If that bill passes and it is signed,
we will add to the price of oil some substantial amount.
So there it is.
Or, and I will look at my friend John Rhodes, to take
another example: Why don't we let as many Valencia oranges
be shipped as there are produced? Or, to put it another way,
vigilance by some committee over the marketing orders of the
Agriculture Department can do a lot to keep prices down. But
I know this is in the category of President Ford said that
no economist would aspire to be President, and certainly no
economist could ever get elected President because these are
the sorts of things that people talk about.
Fourth, in the area of the international deal, I
think passage of the trade bill is very important, partly for
its substantive content and partly because doing that helps
us maintain our posture as part of a cooperative world trading
system and, if we don't do that and the negotiations that have
gotten underway fail and just fall apart, I think that will
be a very bad thing, not only for ourselves, but for the world
as a whole.
Beyond that, there is some interesting little-noted
features in that bill. There is, for example, the ability of
the President un er that bill to suspend tariffs or quotas in
the case of commodities which are in very short supply and have
rising prices and so forth.
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In other words, there is some discretion to use our
international trade policies in a way that will help the infla
tion problem.
Further in the international area thedollar seems to
be getting stronger. In times past we have wanted to see the
dollar become weaker in order for our trading position to im
prove. But it seems to me right now to the extent that we
have the ability to influence this, and I think we do have a
considerable ability as a matter of government policy, we are
well off to let the dollar continue to strengthen if that is
what it wants to do, and I believe that it will. At least it
can come back to the Smithsonian levels
Finally it seems to me important as we work on short
term problems to have an eye on longer term matters and address
them.
The energy problem is very much with us, and it is
so easy to forget it when there aren't lines, but it seems to
me we are in a bad position from a military standpoint and an
economic standpoint to have such large imports of oil from so
far away as seem to be coming, and the notion of developing
our own capacity, I think, is very important, and we seem to
be dropping it, and we are not dropping it, but it doesn't have
the force behond it that people talked about before, and there
are many illustrations of that.
I share the views that some expressed about work in
the income-maintenance area as part of this problem and also
work in the tax area, and I think there are some very interest
ing big ideas in the tax field that deserve exploration, and
I think there are also some important do-able things in the
area of tax simplification and tax reform that are worth doing
and are do-able.
MR. GREENSPAN:

Thank you, George.

Carl Madden, U. S. Chamber of Commerce.
MR. MADDEN: I would like to talk first about short
term matters, and I agree with those who believe that, first,
the time is at hand for some slight easing of monetary policy
in its relationship to interest rates, but the Chamber of Com
merce supports the view with respect to a monetary policy rule
that thereafter monetary policy should avoid extremes and move
toward a gradual reduction in the rate of growth of the money
supply until a sustainable monetary growth path has been
achieved in order to avoid excessive unemployment and also to
reduce interest rates.
With respect to fiscal policy, I agree that the new
congressional Budgetary Reform Act offers great prospect for
exercising more responsibility as well as discipline in the
spending process. It certainly should be monitored and perhaps
ways can be devised for that to occur. For example, we have
an Office of Technology Assessment in the Congress today which
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is supposed to assess the secondary and tertiary effect of
new technology. Why could we not also have a similar procedure
to assess the secondary and tertiary effects on the economic
and social system of major governmental programs in advance
of their passage with a requirement that future costs and
future year benefits be forecast as a part of the legislation?
Furthermore, it seems to us in the Chamber that we
do not now have a fiscal policy rule in the same sense as
we have a monetary policy rule. Therefore, it seems to us
the first step for fiscal policy is to formulate corresponding
fiscal policy goals and such a goal might start to be formu
lated from a proposition such as this.
A rule for a growing economy could be to hold increases
in federal spending to no more than the increase in federal
tax revenues. Such a rule would leave room for budgetary
surpluses appropriate to economic conditions, and it would
prevent the big bulges in federal spendign and the attendant
monetary over-expansion that a stop-go approach to monetary
and fiscal policy has in the past contributed so often to boom
bust economic behavior.
Now, for long-term matters, many economists, notably
Otto Eckstein, have pointed out the tremendous opportunities
for economic growth in the near-term future. I believe Dr.
Eckstein shows that if we attempt to achieve three objectives,
energy independence which does not of course mean an absence
of imports, but controlled imports, imports that are controllable
and handleable, plus an adaptation of our capital plant to
the environmental standards which the American people seem
to want, plus the investment in that capital plant of moderniza
tion and expansion which others here have indicated is needed,
then the proportion of investment to output will have to rise
from its historical 10 percent to somekhere around 12 percent
by the early 1980s.
This, therefore, gives a basis for the argument of
concentrating on supply factors, competitive factors, and
other such factors. In this regard the Chamberof Commerce has
developed in a meeting of its executive committee last Friday
a package, if you will, policies aimed at all of these matters.
However, I should mention before describing those policies
briefly that the Chamber also acknowledges and recognizes
the importance of cushioning the impact of short-term anti
inflation policies.
It favors, ther~ore, a well designed public service
employment program and an extension of unemployment compensa
tion benefits for 13 additional weeks when the unemployment
rate exceeds 5 and 1/2 percent, and it strongly favors pro
viding more job opportunities for young people who make up a
large portion of the normally unemployed by reducin g or
eliminating the minimum wage as applied to these teenagers
and thus giving them the opportunity to learn the ways of tHe
labor force.
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But with respect to these long-run matters now,
one general heading is increasing our supply capacity and
removing bottlenecks. We favor in this regard reforming the
capital recovery system which in our country lags behind that
of most industrial countries, achieving a better balance be
tween environmental and safety objectives on the one hand
and economic growth on the other, by recognizing the very
rapid rise of costs for attaining the last few percentages
of clean air or clean water, or the like, so that there is no
abandonment of environmental objectives but more reasonable
approach to their attanment in balance with economic growth,
increasing the efficiency of the building industry by carrying
out the mandateof the National Institute of Building Sciences,
favoring uniform state building codes, improving the nation's
rail transportation network by supporting the guaranteed loans,
and by expediting reorganization of the northeast rail lines.
With respect to the productivity of the labor force,
the Chamber favors improving opportunities for people todbtain
better education and training in many ways which are already
on the books, but in particular by emphasizing nationwide adop
tion of career education in schools and full implementation
of existing work-study and cooperative education programs.
Second, the Chamber favors maintaining better
health programs for the improvement of productivity in the
country through support of a comprehensive national health
care program along the lines of the National Health Standards
Act.
Third, it favors helping the work force in maximizing
its output by supporting legislation to outlaw restrictive
work practices, such as in building codes, labor-management
contracts, and the like, for the reinvigorating of the pro
ductivity council, and local branches which pUblicize and
encourage the partners in the productivity process to achieve
productivity gains.
We favor stimulating marketing competition by methods
which have been described by others here, including appointing
a Presidential blue ribbon committee to study all aspects
of deregulation, but we do not favor mandatory wage and price
controls nor specific guidelines in the wage-price process
for the reasons that George Shultz just mentioned.
We do, however, favor self-restraint by business in
its pricing policies and by labor in its wage demands, despite
our strong opposition to mandatory measures.
We favor increasing government efficiency and economy
by adopting some of the reorganization plans which would ar
range for the federal government to be organied by a functional
principle rather than the constituent principle which has
caused, we think, inefficiency in the past.
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We favor improving the government's statistical
information system by studying action to enhance its credi
bility and improve its accuracy. We favor reducing paperwork
burdens on business which are imposed today at great costs.
Finally, we think a major portion of policy should
be directed to breaking worldwide supply bottlenecks, by
encouraging cooperative action both in governmental and private
to deal with worldwide shortages, by encouraging an improved
understanding of the poStive role of multinational corporations
as important instruments for increasing the availability of
basic resources throughout the world, and finally, increasing
the nation's energy independente and holding down energy
costs by supporting increased research and development to
find new energy sources, supporting active and public and
private campaigns to conserve energy, supporting deep water port
legislation and the deregulation of gas pricing at the well
head.
MR. GREENSPAN:

Thanks, Carl.

Everyone told me, when I said everyone can speak for
three minutes, they all laughed at me, and I now understand why.
I appreciate we will have a chance to come back,
and try to constrain, if possible, and I can only say that to
Paul.
Paul McCracken, of the University of Michigan.
MR. McCRACKEN: I was hoping
rule to my left and not to my right.

you would change that

Let me make quickly about three or four points here,
and they would generally implement those which have come out
here, that a program to deal with this problem inherently
has to be a multi-dimensional program, and it has to be one
of many elements. The problem is that type.
I would want to emphasize here something wiich par
ticularly George just emphasized, namely, that is essential
to any program of dis-inflation that central to it has to be
monetary and fiscal discipline. As I read the record, I don't
tee any possibility of countering an inflation unless that
discipline is central to the strategy, and moreover, if it
is pursued, it will ultimately have an impact on the price
level.
Having said that, I also want to say that I
associate myself with those who believe that the time has
come for taking some of the pressure off monetary policy.
I would favor that for three reasons. One is that when you
look at what has happened to the real money supply, we have
already put an enormous amount of pressure on the economy.
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In the second place there is a good deal of tangible
evidence that we have got serious financial strains in the
economy and we look at liabilities of businesses in trouble,
and the incidents of consumer credit delinquency are very
high now.
Third, there does come a time in the dis-inflationary
process when, even in the interests of stabilizing the price
cost level, you want to get more rapid expansion. Because it
is during that phase that you get extremely strong gains in
productivity, and since you are apt to be in what happens to
be the cost-push phase, it is desirable to get these strong
gains in order to minimize the impact on labor cost per unit
of development.
Having said that, I want to touch on two or three
other points very quickly.
A well-rounded strategy of inflation must have
specific programs to deal with the casualties and the victims
of inflation and of the dis-inflationary program. We certainly
need to strengthen our income-maintenance systems. I would
go for a systematic income-maintenance program, strengthening the
unemployment compens~tion~prog~am, the utilities industries are
in trouble. You are going to see very sharp cutbacks there
in their capital expenditure program which carries with it
unfortunate implications for down the way a couple of years.
I think the Administration might put some pressure
on the Federal Reserve to put more force on the mortgage
financihg if it is more profitable to sell the short-term funds.
Housing is toing to be a long while, and we can't go out of
business with this kind of an important industry.
The next point I would want to emphasize is that
cutting across or interlaced with your conventional problem
of dis-inflation is the importance of dealing with more basic
structural problems.
I like this idea of having the cost of the new
committee on wages and prices,or whatever it is, do a little
monitorin g of government programs as well as wages and prices.
I think that is good.
We do need to come back again with an open mind on
public service employment programs or something like that at
least to deal with the long-term hard-core unemployment problem.
The people whose problems would be apt to remain even if we
had reached some sort of full employment. That is close to
one million people.
Tom Moore and others have mentioned a lot of the
cost-pricing sacred cows in government. We need to move there.
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The most fundamental point that I make here, however s
is that this economy is short of capital formation. The stock
of capital of this economy is in short supply relative to
the labor force. We have seen some circumstantial evidence
here that we, at fairly high levels of employment, seem to
run out of capacity in our economy, and here is the basic
reason for not easing up on fiscal policy. I would ease up
on monetary policy but not fiscal policy because we need,
through the budget, to continue to try to do what we can to
relieve the pressure on the capital markets.
Beyond that, I would like to see the new Joint
Committee on Budget take a large view of its responsibilities
and look not only at the budget in the more conventional
sense but monitor the claims on economic resources that are
involved in some of the legislative and government programs
that don't show up as such in the budget, but nonetheless
cover government preemption of these resources.
Maybe a chapter, Alan, in the economic report this
next time around would be a useful thing to do on that.
The next point is, I think, the Administration has
a remarkable opportunity and probably a responsibility to
take the lead immediately in the international economic area.
I agree that we can't just write off the foreigners as nervous
nellies. There are major problems. By and large, the climate
is appropriate in the sense that only a few months ago many
of the countries had extremely weak and uncertain governments.
Some of them still do. But, in most of the key countries,
or many of them, now that situation has improved.
I will emphasize only one thing beyond what has
already been said, that this international economic cooperation
ought to be concerned with domestic economic policy as well
as the more conventional thing, trade policy and the inter
national financial system.
Now, the final point that I would want to emphasize
is that with all of the problems, and they are difficult, I
think we need to avoid a kind of tidal wave of pessemism.
We can handle these problems if we will define a balanced,
multi-dimensional, coordinated program and, hopefully, this
meeting can move that forward.
MR. GREENSPAN:

Thanks, Paul.

Hendrike Houthakker, would you prooeed.
MR. HOUTHAKKER: I would like to talk about structural
improvement, not that I think fiscal and monetary policy is
not important, but I don't have anything new to contribute
to that particular subject.
By structural improvement I mean improvements in
our economic system that will make our economy more efficient
and less vulnerable to inflation in the future. A number of
rigidities have been built into our economy, mostly by obsolete Is'
and t'ley gerimlsly im:,,~.ir t:'le effectiveness of -other 3..'Tlti--inflatic
a~y policies~ Sever~l p"e!)ple- ha'l,a nentioned some- of .t~se a.lr~,ady
in the areas of transportation, agriculture, energy, banking,
government operations and others.
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There are a number of thbgs that have eccumulated over the years
all of which tend to give particular industries special status. These
legislative measures enjoy considerable support. In many cases they
are supported by campaign contributions. We know that the dairy
industry and the truckers and several other groups spend large amounts
of money furthering what they see as their particular interests. And
I bdisve there has been a tendency to be too responsive to these
pressures. Campaign financing reform would be part of the answer therE,
but there has to be more attention to removing these particular factorE
which in the aggregate ere quite poor. They ~re often unjustified by
the fact that many of them individually won't make t~ much difference.
If, for instance, we got rid of marketing orders in agriculture,
this would have some small effect on the Cost of Living Index. It
might even be a sizeable effect. But the congressional and other con
siderations of such measures has often concentrated more on the effect
on particular industries rather than the economy as a whole.
This leaves rne to think that we have to take all of these things
at the same time and not rely on piecemeal approaches. I must say I
~n a ve~eran of some battles to oppose the opening of particular
markets and I know how hard it is to get anything ev~n going beyond the
subcommittee because the subcommitteeg do take a proprietary view of
the particular measures, the same as departments in the Executive
Branch. This leads me to think that they want to improve competition.
We do have to think in terms of a more comprehensive approach and in
particular, of an omnibus bill to improve the openings of particular
markets.
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I have given some thought to what would be in such a
bill, and I have come up with about 45 different areas where
Congress and the Executive Branch together have made our
economy more rigid than it needs to be and as a result introduced
inefficiencies and have introduced circumstances where anti
inflationary policies are wholly or partially ineffective.
I believe that a bill to remove most of these things
at the same time does have a better chance than a piece-meal
approach which is likely to run into the same obstacles that they
have run into before. I will be glad in the future to amplify
this, but many of these items have been mentioned.
The number 45 is significant. There are some smaller,
some bigger, and in the aggregate they will have two effects if
they are removed. One is an immediate effect on the price level
which would be sizable and in the second place, greater respon
siveness of our economy to the future and to inflationary policy
or indeed, to policies to overcome unemployment.
But at the moment we need a better balance between
supply and demand, traditional policy addresses on the demand side
and I believe it is very important that we have a definite policy
to work on the supply side on a comprehensive basis.
I might add there are some things that can be done with
out legislation and I want to mention them briefly, too. Anti
trust activity by the Justice Department and the Federal Trade
Commission's part of this. One supporter earlier mentioned the
automobile industry. What happened there is large price increases
in the-£ace of very little demand.
This kind of behavior by itself, I believe, is an
indication that the industries, the way it occurs, need more
attention from the agencies to enforce the anti-trust laws. In
the automobile industry we cannot be happy with the present struc
ture. It may well be that we have to get started on a restruc
turing of the industry to make it more competitive.

A related area is the regulatory commissions.

I don't
believe that in the program for this anti-inflation. conference,
the regulatory commissions are included. I would hope that they
would be included. Not only the regulatory commissions in many
instances failed to recognize general interests, but also the
appointments that have been made to these commissions have
generally been weak in recent years.
I believe that the Executive Branch and the Congress
should exercise more care in appointing to these commissions
people who have the general interest at hand, who are not just
merely acceptable to the industries which they have to regulate.
Let me mention one final point. In the area of taxation, there
are things that could be done to overcome the threatened capital
shortage which a number of people have referred to. I think
the corporate income tax, in particular, does need an overhaul.
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We hear a lot about the individual income tax and
certainly things need to be done there too, but I believe from the
point of view of safeguarding the adequacies of our capacity we '
do need some changes in our corporate income tax. In particular,
there are two changes which I believe would be helpful, and I
mention them as examples.
One of them is deductibility of dividends, putting
dividends on the same footing as wages and interest; and qnother
would be the introduction of an element of progress in the corpo
rate income tax. It is graduation not by size of firm but rates
by rate of return. There are many firms that enjoy high rates
of return primarily because of excessive market power. The tax
system could, to some extent, be used to overcome that fact.
GREENSPA.1IiJ ~ Thank you very much.
It is
It is 12~30, and rather than break into this I think
we will wait until after lunch. Immediately after lunch, at
1~45, we will have a short presentation by Roy Ash and then we
will start with Paul Samuelson and continue on. I would appreciate
it if everyone would be back here promptly in about an hour.
We will start at exactly Ig45 and hope we can keep this going.
f<1Ro

Thank you.
(~fuereupon,

until

1~45

p.m.)

at

12~30

p.m. the conference recessed
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AFTERNOON SESSION
1:45 p.m.
MR. GREENSPAN: As part of all of the preliminary
meetings that we are holding prior to the final conference on
inflation, presentations will be held on, one, the economy. The
CEA will be giving short presentations, and in fact, I might
add that what we will attempt to do is incorporate in our
subsequent presentations many of the views that we have heard
here today. Secondly, the Office of Management and Budget will
be making presentations basically on the budget, itself, and Roy
Ash is here with a series of very interesting slides.
As soon as Roy is available and ready, I would
appreciate his starting off.
MR. ASH:

Thank you, Alan.

Welcome back. I trust the supply at lunch was equal
to the demand, but at least the price was right. But, as all
Economists know, there is no such thing as a free lunch, so
now is the time to get down to work.
As a key part of the battle on inflation, the President
has set a firm objective and is committing maximum effort to
reduce Federal expenditures for Fiscal Year 1975 to a point
below $300 billion. As you know, the budget had been $305 billion
with revenues expected to be $295 billion or so. But he cannot
aChieve this objective alone.
Under the law of the land, it requires Congressional
support, and it requires Congressional action. Also, as the
President has said, public support and even some burden sharing
of the public is necessary to achieve the objective of getting
the budget down.
I would be the first to say that the budget is only
one of the many battlegrounds on the war on inflation. I do
want to make it clear why it certainly is one of the important
ones and why it is important to achieve the President's
objectives.
First of course, to the extent that we reduce Federal
expenditures by any amount, we will reduce the Government demand
for tbat limited amount of credit that is available in the
cred:~ markets. Second, hopefully, we will, by getting the
budget down, take some of the pressures off monetary policy,
and together, these may help interest rates and certainly that
is an important objective.
Another reason to concern ourselves with the budget
levels and, particularly, with reducing them is the psychological
one. If we are going to take a lead in a number of areas, we
must start with what the Federal Government, itself, can do and
set the example by actually doing it because we are going to be
asking a number to share the burden.
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Then, of course, as some of you who have worked
closely with the budget know, whatever we d~ this year,
particularly, sets the course for the other years. I think,
as George Shultz has said, even small changes of course this
year will have significant effects in the years 1976 and
beyond, and we certainly will have to give our attention to
that because that most of all is what the budget is all about.
So, let us look at the '75 budget and some selected
background data. Such a look will give all of us an idea of
what the issues are in achieving the President's objectives
for Fiscal 1975. At this particular moment, I won't be
discussing· the off-budget activities. They, themselves, are
very significant. I expect that we will be discussing them
during the course of these conferences.
(Chart presentation.)
Let us look at the first chart. You notice that on
the left-hand side, 1961, 15 years ago, the Federal Government
was spending $100 billion a year. Just to put that in some
perspective, we ran the Federal Government of this whole
republic from its beginning up through 1930 with a cumulative
amount of $100 billion. That is for 150 years. Yet, we spent
that amount in 1961, and as you can see, we are now moving up
to and are at the $300 billion a year rate.
Obviously, the country is larger, the economy is
larger, the role of the Government has changed, the value of
the dollar is less. Cert.':linly this is a vivid example of
exponential growth at work, when we ran 150 years for a
cumulated $100 billion and now we have worked our way from
$100 billion to $300 billion in just 15 years.
There is a different picture when this trend is seen
on a constant dollar basis over the last 15 years. We may not
exactly agree on which is the cause and which is the effect
on the change in value of dollar and budget expenditure levels,
but the data show something very significant when we express
the budget on a constant dollar basis.
At this time, I have converted it to 1975 dollars so
that we can make sure and keep that $300 billion in front of
us rather than showing it at some other year's constant dollar
value. You will note here, the first half of the 15 year period
had a very significant growth, almost 50 percent, expressed on
a constant dollar basis from the 200 to almost $300 billion
level in that few years there.
The second half was virtually flat on a constant
dollar basis. Yet, that is no consolation that the second
half was virtually flat on a constant dollar basis because
there were some large deficits at that time, largely arising
because revenues did not keep up with the amount of outlays we
were then incurring.
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Another way of looking at the same pheaamenon is in
relationship to the Gross National Product. The significance
there is that, we were running at about 19 percent or so of
Gross National Product for the first half of that 15 year
period, but then we stepped up shortly in 1968 to a 20 percent
plus of Gross National Product represented by Federal
expenditures. Of course, this was affected by the Vietnam War.
But then, of course, the significant thing is that, even as
that War was winding down, the totals of Federal expenditures
relative to Gross National Product continued.
will
were
were
were

Well, the product then, of course, and the next chart
show it, is the simultaneous change of mix. Even as we
winding down the expenditures for the Vietnam War, we
reallocating priorities in massive ways. Defense reductions
being supplanted by substantial proqram increases.

On a constant dollar basis -- and again, these are
1975 constant dollars -- you will note that defense expenditures
in 1975 are actually less than they were in 1961. Just slightly
less, but nevertheless, less. They have gone over to a peak,
but they are down to a number that is even smaller than 1961.
The rest of Government, that is, that having to do
with interest and other non-defense, itself, is a little bit
less than it was in 1961. So, those items other than the
social programs have been, except for that peak, less and
relatively flat.
So, what did happen?
Well, what, of course, happened and what is most
significant when considering the actions now necessary to
achieve the President's goals is to look at that part called
Payments to Individuals and Grants. The Grant Payments are
payri!~'lts to States and cities almost all of which flow through
the ~ndividual. So, you can consider that big growth, a 300
percent growth, or growth of 300 percent of its 1961 number
of Payments to Individuals and Grants to States and Cities, most
of which in turn is passed through to individuals, is what has
been happening in these last few years. That number is almost
double from 1968, and you can clearly see then that, where
defense and all other expenditures of Government have come down
on a constant dollar basis, the Payments to Individuals and Grants
to States and Cities passed through to individuals has filled
up all the qlack. That is what has been goinq on.
It is essential that we know that as we now look at
ways in which we can deal with Federal expenditures for 1975.
The role of the Government has substantially changed from
earlier years. In earlier years, defense was a little less
than half, and the defense and other government was really
three-quarters of the total before we got the social type
expenditures. But today, social type expenditures are more than
one-half of the total.
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The Government is no longer running itself, running
its government operations, including defense, but mostly, the
Government has become a massive transfer agent, collecting
dollars from some groups of people and then paying out those
dollars to other groups of people. We can not ignore this
phenomenon in looking at 1975 for the kinds of actions that
have to be taken to deal \Iii th Federal expense control.
Most of all, this new class of government has a strong,
built-in political momentum for its continued exponential
growth just as has been going on now for a number of years
and, particularl~ has been going on since 1968.
With that background, let us look at the composition
of the 1975 Budget as it now stands, not by agencies or programs,
but by the type of actions possible, and for that matter, the
type of action necessary if we are to achieve the goals that
we have set out.
Let me call attention to the bottom number, which is
the budget total, $305.4 billion. It shows that we have in fact
captured the whole budget and nothing has gotten away. From
time to time, I hear comments when I propose various ideas of
what might be cut. I get a response, Ii Don 't cut this, V~ and
"Don't cut that, there must be something else. 1i
I am showing there is not anything else. Here is
what we have to look at. This budget was presented differently
than the budget in the book. This was presented in the terms
of the kind of program from the point of view of class of
action needed in order to effect budget reductions.
Let us take the first group, called Contractual
Obligations. In that particular case, the Federal Government
has undertaken contracts with parties outside the Government
to spend a total of $81.9 or $82 billion. Interest, of course,
is a significant part of that.
~'le have, also, contracts with other people, whether
it be to build a dam or a bridge or to subsidize housing or
FHA insurance. We have obligations to parties outside Govern
ment that call for expenditure of $82 billion out of this year's
budget. The only way that we are going to reduce that this year
is either by default on those contracts, or in some way
renegotiating them with parties that have a claim against the
Federal Government.

Both of them, either unique or very expensive, and
therefore, a class of action that I think, for the moment, we
should pass and look to others as to where we are going to
save these amounts out of the budget.
Let us take the next big amount, $142 billion for
Entitlement Programs. I have already referred to that class of
program. These are ones where individuals, or through States
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and cities individuals have certain claims, certain benefits,
ranging all the way from Social Security to Food Stamps and
Retirement Pay and have certain entitlement criteria.
If an individual steps up and meets those criteria,
he has a claim against the Federal Government for a given
amount of cash as long as the law remains as it is. In a sense,
we have, again, a legal obligation to pay $142 billion,
assuming that the laws stay on the books as they now are,
both as to what the benefits are and as to the entitlements to
those benefits.
Legislative and judiciary is just a minor for the
moment, $.1.1 billion. A rule of comity says that we will pay
for the Congress to carryon its work and Judicial Branch to
carryon its work. We consider that inviolable.
There is $225 billion out of the three hundred that
has one or the other form of contractual obligation of the
Federal Government to payout money under existing law and
under existing contracts. Now, let us get down to what we call
discretionary spending.
The first big amount is $57 billion for Defense. The
two component elements are personnel and the II All Other. Ii This
is not all the Oefense budget. Some part of the Oefense budget
is above in prior year obligations. We have already entered
into contracts to build ships or airplanes or to do something,
and some parts of Defense -- Defense Retirement is another class
of En~itlement Program. This is that part of the Defense budget
that theoretically can be considered discretionary.
What about Defense?
First, I should say that, Defense today is the lowest
percentage of Gross National Product for 25 years, since 1950.
Secondly, Defense is down a third as we say in previous charts
from its constant value amount of just a few years ago, 1968,
it has been substantially coming down.
Third, of course, Congress has taken a very big piece
out of it this year already. From the point of view of the
Administration, we think that the combination of all of those
suggestions that, except for the continual efficiencies that
can be achieved in Defense by working them over and working
them over, we are pretty much at the minimum for this year for
Defense.
To go beyond that is to change the force structure
of our defense establishment, change the whole security of
the world and, particularly, the security of this country. At
least this is one class of defense, but it has some separate
points of view that should be expressed when we look at Defense.
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Now, we get down to non-defense, discretionary,
$35 billion, personnel, $20 billion. We have already taken
action on that $20 billion that is personnel. The President
has made an announcement that we are reducing personnel
employment by 40,000 people. The problem is that it does not
convert to a lot of dollars this year by the time you pay
severance pay and other kinds of untaken leave and vacation
and sick leave. It does not save a lot of dollars, but we
are taking 40,000 people out of the non-Defense ana Defense
personnel and getting some out, and then we get down to
$15 billion.
Fortunately, we have offsetting receipts, primarily
offshore oil receipts that will help reduce outlays, because,
without going into it, as most of you know, that is considered
a nagative outlay rather than a revenue.
Only by way of pointing out that as we go about the
process of reducing outlays from three hundred five to below
three hundred, we have to say, from this chart, where will it
come from?
Let me look at the two places, particularly, that
we have to examine as to where it may come from. The first is
that $142 billion that is in Entitlement Programs. The
second is the $15 billion that we call non-Defense,
discretionary.
Let us look at them in a little bit more detail and
get an idea what the possibilities are, what the options are,
for Fiscal 1975, not to suggest that there are not many things
beyond that to be done for '76, '77, '78, '79 and '80.
This is a description of the $15 billion and what
comprises it. I am not sure you can read all those programs,
but let me point out that, half of that $15 billion, virtually
half, are in programs in health, education and welfare, housing,
those we consider social programs, not under entitlement
formulas, but necessary social programs. But they are social
programs. There goes virtually half of the $15 billion.
So, we should look at those. Those are candidates.
I am not going, at this time, to suggest what we offer be
reduced. I am merely putting forth the universe from which
we must select programs that need be reduced if in fact we
are going to achieve our objective and merely to point out it
is a very difficult universe.
If we take the $2 billion of health research, most
likely biomedical research, a big part of it in cancer research,
there are a lot of people who believe we even should be
spending more. If we take atomic energy, we are dealing
directly with the issue of energy and that part of energy we
are going to meet from nuclear facilities.
MORE
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Child nutrition, education, manpower assistance,
unemployment benefits, veterans' medical care, highway
programs -- you can see there are a number of problems in
there. Yet, it is the shopping list. It is the finite
shopping list from which we have to work if we truly are to
achieve the objective.
Let me go on for a couple of minutes to show, you
the last one. That is the compostion of the $142 billion
that represents the Entitlement Programs. This is where we
have been increasing our e~penditures at very rapid rates.
This again, though, is where we have a legal obligation to
payout provided a person steps up, qualifies himself and
makes claim to the benefits to which he is entitled.
$142 billion -- Social Security, of course, is the
largest single part. Civil Service and military retirement,
veterans' benefits, supplemental security income -- you can
read them, I am sure, as well as I.
We go down to Medicaid, unemployment insurance.
can see a couple of big ones.

You

General Revenue Sharing, the right-hand column
shows the number of beneficiaries affected only to give you
an indication of the political issues involved if one is to
deal with the subject of Entitlement Programs.
Medicaid, 28 million beneficiaries -- a very
interesting political issue, but all of these political
issues have to be faced. I should say, there is overlap
among those numbers of beneficiaries, so don't add them all
together because you have a big portion of the population
of the country. Nevertheless, this points out the problem.
I did not intend to put forth the solution here
today, because we could argue forever over the particular
solution. But I did intend to put forth the universe from
which we must select the solution, and we are working hard
to doing that. The President is committed to do that.
You have seen where areas of action are necessary
if we are to achieve the President's goal. The President is
committed to and is workingw~the Congress to select those
areas where the Congress will join in actions that are
necessary, because in each case, Congressional action or
Congressional concurrence with Executive action is necessary
to achieve these reductions.
We trust actions that will be taken by the President
and by the Congress will have the full support of the people
in making these hard choices. There is no question but that
they are hard choices for the good of the 1975 Budget and for
the benefit of all the years to come.
That is all I have to say, Alan.
MORE
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r1R. GREENSPAN: Thank you very much, Roy. tr-1e will
now return to our go-around. You may recall that we terminated
the morning session with Hendrik Houthakker. Paul Samuelson
is next.
HR. SAl1UELSON: Chairman Greenspan and fellow citizenry
searchers, let me say at the beginning that i.n order to be
constructive
_ what a summit conference like this might
come out. with.
I must voice my view as to what would not be the
right thing for such a summit to corn~ out with. I think that
what. we do not need is retoric. H® have heard words about. con
fidence. Confidence is not made out of language. Confidence
is made out of events seen and events believed in.
So, I have to say at the beginning that th® wrong
thing to say is the number one problem the Nation faces is
inflation. The number one problem that the Nation faces is
stagflation.
That involves inflation but it also involves
what you have heard from the forecasters and I have brought
out a half-dozen other forecasts from the best people with the
best batl.ng averages, \>1hich is poor enough.
In recent months the stagnation component has not.
losing ground to inflation components. ~'1e have a much
more complicated problem. So, I don't think it is a case where
a Pr~sident comes in ~linston Churchill-fashion and says, "I
bring you blood, sweat and tears." I ask for positive action in
th~ hop~ that perhaps the stock-market will go up for two days
running from positive statements that we are to hang in there
with a high level of unemployment until the next year or the
year after or if it takes two more years after that to do it.
been

I think the problem is more complicated. Now, let
me express why. You have heard the general forecasts.-- I
think five of them here -- the Chase Ban~s, Econometric Unit,
Dr. Eckstein'srRI, Albert Summers of the Conference Board -
if you 'l1i11 excuse the expression -- the '1b~..1 !!send.· organization
I have a forecast from and the ~~arton School. Looking ahead
for the n~xt year, from mid-year to mid-year, They average out
flat three out of fivear~ a little bit negative, actual av~raging.
The average of all of them is a little bit n~gative
rather than flat. Now, that would not have been the case a
month ago. It would not have been the case two months ago.
It would not have been the case three months ago.
If you go to the year after that, which I think is
the important period, then they do take courage and they have
the rate of
'growth returning from the middle of '75 to the
middle of '76.
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Now on the inflation they also have become more
realistic. 110st of the inflation that we have is not made in
Washington. l-iost of the inflation cannot be laid at the door
of the Federal Reserve. Most of the inflation cannot be laid
at the door of the Budget. We have seen the numbers. If you
actually correct the numbers for what has been happening in
terms of price, then you get an entirely different view of the
situation.

Now, I do not want to go back to what happened
between '64 and '69 when the basis was laid but that is one
importent lesson to learn. Inflation was ~ot made overnight.
!\fe shoulc1. be soberly realistic in the rate at "'hich \'18 can ma.ke
progress. So what you have here is an inflation which continues
against the half of the year -- the full ye«!',r from the middle of
'74 on. The average of the group is 9 percent, a little bit
over.
Do you remember all the hopes that have been expressed
at one-month intervals that we would be back to 5 percent by
the end of the year, any year you can name; that there is a
return to normalcy? The foreca.sters are still at it. If we
look at another year ahead they are down with some agreement,
not on the old 3 percent, not on 5 percent, but more realisti
cally between the middle of '75 and the middle of '76, when
the Nation celebrates its 200th Annivers~ we can be enjoying -
if that is the right word -- about a 7 percent rate of inflation.
On the anernployment we have heard the sad story. The unemploy
ment rate according to the forecasters \~dll be at the end of
this year 5-1/2 percent from Chase -- by the ,.yay, that vis\-? was
not represented here. That is a more optimistic view and ought
to be put in the record -- but 5.9, 5.7, 5.9.
At the end of 1975, which is quite a way down the
road -- and whatever we 8,re suffering from whether you call it
a recession or a growth recession -- th2t will have been a
pretty old animal by then. The numbers are still 5-1/2 percent
unemployment from Chase. That is the number I like best. I
hope it will be right.
We have 6.7, 6.4, 6.9 percent.
rates of unemployment.

These are very high

Wit~ respect to profits, the profits after taxes hold
up pretty well for a year and then pick up after that. When
you deflate those it is not so happy a picture.

Now, the simpliest and easiest crusade to announce
at a meeting like this is that we are going to cut the Federal
Budget by $5 billion or $15 billion. Now, if you reflect on
what that means in terms of the actual forecast, it is small.
But you may say it is in the right direction. In fact, I have
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heard the argument. w~ will only cut $5 billion off the Budget,
then Governor Burns of the Federal Reserve c~~ relent and give
us an extra $10 billion expenditur~. That is two for the price
of one.
But the simple argument, which I think by the wey
cannot be sustained by a jury of experts, is that you should
also maintain tight money. Well, we have alr®ady learned, we
will learn more, that it is thought of a group of 23-odd econo
mists, probably 20 of them will say the Federal Reserv~ has been
too tight. You know it has been extremely tight. If you can
get 20 out of 23 economists to agree that it has been too
tight, then it is very tight.

He have heard of interest rates of 12 percent. A
lot of people in this land are finding it hard to g®t money at
19 percent. Two days ago we had in Hinnesota and in the Dakotas,
a frost. We had it all through Canada. That is having a serious
effect on the grain crop out there. We had a bad monsoon in
India. Is that a reason for Governor Burns and his colleagues
at the Federal Reserve to tighten still further?
Now I submit, and the Federal Raserve understands
this, that that in itself is not such a reason. Yet much of
the deterioration in the rate of inflation which we have been
experiencing in the last few months has not been new facts
learned by demand-pull inflation. It has been from factors like
those.
To save time in this first kick-off, let me simply
say what. it is that we can realistically aim at. Ne can
realistically hope that low two-digit price inflation will a
year from now be high one-digit price inflation. We can hope
in the year after that we can be in the middle of one-digit
price inflation with at little luck. I don't think the luck
always has to go against us with respect to frost and other
matters.
To attempt to have a crusade to end this thing over
night with the dramatic language that we are at the last stage,
we are at the fork in the road, it is now or never
I think
will be counter-productive. It will simply result in gr~ater
expansion at a later stage.
I beli~ve what we have to do -- now I speak as an
economist -- we have to do a cost-ben~fit analysis. Whet does
it buy you to tighten money by this-much? Everyone of these
forecasters has forecasts like that. What they show is that if
we were to succeed in cutting $5 or $10 billion from the Budget
and if we were to keep money tight by any of the three defini
tions that come to mind, according to the forecasters -- and
admittedly they have had a pretty poor record but they are the
best piano players we have to go by -- you buy something like
t.h€J following.
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~fua.t would have been a 9-1/2 percent rat.e of price
inflation will be a 9 percent rate of price inflation -
cost-benefit invo1&~
double-entry bookkeeping. ~fuat they
show is simply what ,rlOuld have been a 6.2 percent unemployment
rate would be a 6.5 percent unemployment rCl.te or 6. 7 percent
unemployment rate.

Now, I have heard Congressmen a$kGovernment witnesses
what do you say to that, and I don't think it is an adequate
answer to say that economics is not an exact mathematical
science. Of course, economics is not an exact mathematical
science. But what we have to do as reasonable people is use
all the evidence there is and pragmatically do cost-benefit
analysis at every step of the road.

~.~

We ~re still in very good shape in comparison with
the 1930's and in comparison with other countries. This is
not a gloomy diagnosis. t~at I have given you is a realistic
diagnosis.
l1R. GREENSPAN:

Thank you, Paul.

Nalter Heller.
lIR. HELLER: Alan, you have bribed me to hold my
comments to a minimum by the promise I will get a chance to
revise and extend my remarks, so I will be very brief.
Paul has just made my job easier. I agree with
everything he has said even though he is to the right. of me
and Milt Friedman is to the left of me today.
By the way, let me just say more generally that it is
delightful to be here in this kind of atmosphere of candor and
facing the facts, and openness. I, by the way, should warn you,
Alan, that I will be looking for the first sign of divergence
betwe~n Alan Greenspan of ~Ja.shingt.on and Townsenc1~Greenspan of
New York.
MR. GREENSPAN:

That may occur seoner than I would

like.
l1R. HELLER: It is clear that the forecasts that we
have heard around this table, of rising unemployment, flat or
falling GNP and stubborn inflation suggest that. the present
policies are really striking a rather poor bargain. We are
squeezing a lot of the life blood out of the. economy but v®ry
little of the inflation, very little of the inflationary water.
Now, that is true, sure. tqe have to stay the long
course but even t.he forecasts suggest that we are not striking
a very favore~le cost-benefit balance in terms of present
policies. So, we have to reexamine.them.
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I am glad to see how wide-spread the agreement seems to
be that we are overdoing monetary tightness. I imagine we will
get some dissent before the day is over but there does seem to
be e rather wide-spread agreement on that point.
I think my main plea now, Alan, I will restrict to
a broadening of our context, the broadening of our perspective
on the inflation problem. Let me just list them and then
perhaps have a chance to speak to them a little bit later on.
First and foremost, I think we have to recognize
along with l-larina Hhit.man that inflation is a question of fair
sharing of burden that crystalizes this issue and that we have
been putting a double-whammy on the lower income groups and
most working men and women. Both the explosion of food and
fuel prices and the measures we have used to cope with them
put the heaviest burden on those groups.
Second, I think we have to recognize the chilling
fact that the price explosions of '73-74 are now being
converted into a self-propelling price-wage spiral. There I
do believe "Ie have to build a circuit braaker into that spiral
process. Not by putting on a new straightjacket of direct
controls but at least by giving more clout to the Council on
Price and Wage Stability in the form of powers to subpoena
records, powers of inquiry, powers of suspension as our diver
gence calls for -- and I think in the case of certified outrages,
t.o use Otto Ecstein's term, "powers of rollback."
You can't stop there. On the agenda has to be a
broadening of context of price-wage moderation. You can't
expect. labor to accept a 5-percent drop in real earning power
the last year without fighting to get it back at a bargaining
table. Yeu can't say Ne, the Federal Government., are going
to pull in our belt to the tune of $5 billion and that is our
part.. I think you have to look at novel possibilit.ies on the
tax front like perhaps cutting the payroll tax, increasing
personal exemption3~
On the food fronts one should even think of the

possibility of some sort of pledge of holding food prices
constant even :·of tax subsidies -- and I am not talking about
a new price freeze.
Fourth and related to that, graduated taxas on auto
mobiles according to horsepower or gasoline mileage, maybe
taxes on energy uses, and plough those proceeds into the kind
of tax relief I have been talking about in helping the victims
of inflation.
I think we have to recognize that discipline in the
budget is important. Cutting out military, non-military fat
is n,eeded. But aga.in, those savings should be ploughed back.
I don't think there should be, in terms of this weak economy,
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. cn

addition to fiscal restraint •

Six, as some of the people around this table have
stressed, we have to broaden our perspective from the demand
side to the supply side. We have to slaughter many of those
45 sacred cows that Hank Houthakker has spoken about. It
will lead to an ~xcessive beefing but that is a balance of
economic and political considerationo
I think also \'1G need to look into the possibilities
of allocating credit more selectively. First of all, we need
a system to find out who is getting the credit.
~,'

must recognize that several s~i:::'ck~rS" have
emphasized that the U.S. GNP is a third of the free world's
GNP. Anything we do here has enormous repercussions overseas o
~'Je

That is the agenda tc which I will address myself
at greater length later on.
MR. GREENSPAN:

Milton Friedman.

HR. FRIEDr1AN: I am going to try to really break the
back of this inflation by keeping my rsmarks drnfll to ~~e allotted
three minutes.

"""',

I want to join with those like George Shultz, Houthakker
and others who have called for acticn on the micro-level to
1.'';::!icve obstacles to the free market.
Ne have heard a lot of talk about the cost of stopping
inflationo That is an important question. But it must not
overcom~ the other question of what is the cost of not stopping
inflation? The plain fact is that this country while fundamen
tally strong has a serious disease and that disease is going to
take its toll. ~llien we let it run unchecked or when we try to
check it, the cost if ~le let it run unchecked will be a d~s
truction of our system of society and government. The cure
will have to be painful indeed not to be worse than that
diseaseo
There is one and only one curiel and we a.ll know it.
We have to slow down total spendingo Only the Federal government
can do that and it can do that only by slowing its own spend
ing and slowing monetary growth which will slow privEtte spend.
ing. f!10netary gro\"lth today has slowed. There is no strong evidenc
that We have really had a shift toward a fundamentally tighter
monetary policy. I hope we have. I trust it will continue.

)........

In addition to the problem of cure there is also a
problem of seda.tives that will ease the cost of the cure and
will £ase the dangers and pains of inflation. Here I have three
main proposals for s ~atives.
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!lost importa.nt, ''1~ must follow our policy gra.dually
and not try to jam on the brak~s so fast that we send the
passengers through the windshield.
Second, we need a wide ~easure of indexing of the
cost of living, of escalatory clauses on all sorts of things and
the Government can make the greatest contribution by introducing
cost of living adjustmants on Government taxes and on Government
borrowing as "Tell a.s encouraging thrift institutions to '
institute inflation-adjusted contracts.
Third, we need to r€form and improve our present
arr2ngements for welfare and for assistance to the long-term
unemployed. Public employment which has been much ~outEd . here
is a f2..l;:,cy. It simply substitutes public employment for private
~rnploym~mt if it is noninflationary.
It ought to be avoided.
Wage and price controls are not a cure for the worst part of the
disease.
Finally, no matter how well we conduct the cure, no
matter how many s,~c1atives we impose, we cal"..not avoid paying a.
substanti21 cost. We have to reconcile ourselves to the fact that
we will not get out of inflation except by going through a
temporary but maybe fa.irly pDionged period of slow economic
gro'ii!th and higher unemployment. I think the ma.in requisite is
the political r~quisite of our having the courage and ability
to tell the 11.~.:.'"::C'T.'iccm puhlic tha.t that is the case. I think the
public is cll'~,':J3 of i-to; :'.:.')aders at the moment and that the
public will r(ix:. <)gnizlS and a.ccept tha.t. and is willing to bite
the bullet and tak~ the cure, provided we do everything we can
to make the cost a.s low as possible.
llORE
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MR. GREENSPAN:

Thank you.

Jackson Grayson.
MR. GRAYSON: As a price controller, my first remarks
are don't do it. I heard words to the effect at this time
and under these conditions, let us not go back to mandatory
wage and price controls. I would like to see those phrases
stricken from the record of people who make those remarks.
I think it is something that should be affirmed, reaffirmed
and reaffirmed again because I think it is popping the price
level up and preventing price decreases we must have if we are
to get back to a lower rate of inflation.
So, I will stop this part of my remarks by saying
that I urge that there be no temptation to go back to manda
tory wage and price controls or no statement made to indicate
that under certain conditions, we will.
Now, I would like to shift my remarks to something
I would like to urge as a part of these programs. I would
urge that there be a movement toward increased productivity.
Now if the words are just rhetoric, people will yawn and will
say that is a do-nothing statement. I do not mean just
productivity that is gained from the cyclical pickup, I
mean a drive for productivity that is composed of four parts
that I would urge be put together as a package. These are
as follows:
Strengthen the National Commission on Productivity
which has had a very uneven and low level life. I think it
ought to be increased in its funding. It ought to be re
organized. Priorities ought to be set, some of which could
be on the list of 45 items that were suggested by Hank and
Tom Moore earlier and it could look at the structural blocks
to productivity as well as the micro-blocks to productivity
that exist. I think it should have much more of a contact
with Congress than it has because some of the things that are
blocking productivity exist in legislation.
Secondly, I would urge there be consideration of
a private sector American producti~wcenter formed. Japan
has a very strong Japanese productivity center. Germany has
one. Even Israel has one. I think there could be a similar
center formed in this nation in the private sector funded
by the private sector.
Its function would be to get business and labor to
work together to increase productivity on both the capital
and the labor side. Its functions could be public awareness
and education, which is important too, which is partly rhetoric.
It could be Rand D. It could be in the training on the human
factors side and on the capital factors side, a broad spectrum,
but again something which is primarily taken as the obligation
of the private sector.
I think the time may be right for both business and
labor to agree that they will work together on this and work
on the problems associated with that word 'productivityll which
in some peoples' minds arouses a negative connotation.
MORE
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I think if the gains can be made it will be clear that they
will be shared by both parties, by three; consumer, labor
and business. I think this stands a chance of being accepted
now when it may not have been accepted earlier.
The third would be to ask the Departments of Commerce
and Labor to have national, regional meetings on the subject
of productivity across the nation and invite in· target
groups, business, labor, consumer groups, service groups,
professional groups, and ask them the question, "What is
productivity to yoU?lI "How do you define it?" "What are the
blocks that exist on productivity as you see it from your
profession?" "How would you increase it?" Go to the grass
roots,
Again, involve the people and not make them sit up
in the amphitheater on the outside. Collect these and forward
them to the National Commission on Productivity, perhaps
publish them as a national suggestions list and funnel back
to the mechanisms that have a chance of implementing them.
Finally, use the mechanisms that exist now.
The fourth suggestion is to organize an international
inflation, employment and productivity. You can
call it a summit. I don't care. Get the people together
and recognize what has been said earlier by several speakers
that it is a global problem, it is interdependent. Get at
that
people who have a stake in the solution.

c:·:·f~:r,::.:-~oeon

It is a worldwide modern nation disease. We ought
to recognize it as such. Invite in the heads of the produc
tivity centers, there are 31 around the world, in Asia and
in Europe. Invite representatives of the States and heads of
Government and invite the nations that have not heretofore
been parties to these conferences, Arab nations) Russia,
China and other people, and see if they cannot be worked on
to recognize it as a global problem.
MR. GREENSPAN:

Thank you, sir.

Kermit Gordon.
MR. GORDON:

Thank you, Alan.

To save time, let me say I will associate myself
happily, not happily but fully, with the Eckstein growth fore
cast. I do share the view that the time has come to reduce
the degree of monetary stringency somewhat. I would strongly
support the view that we need a comprehensive program of
deregulation to spur competition and transportation, in
certain sectors of agriculture and other sectors of the economy.
Now, I would like to comment on the proposals that
Federal expenditures in the current fiscal year be cut by
amounts of $5 billion or, as some have suggested, by $10 billion.
MORE
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In view of the forecasts we have heard, it is
certainly not at all clear that these reductions in expen
ditures at this stage would be wise on fiscal grounds. I
don't want to look at it from the fiscal point of view; that
has already been done. I would like to look at it through
the eyes of a defunct budget director.
The kind of expenditure reductions we can accomplish
in the next ten months, well after the fiscal year has begun,
are not the low priority wasteful programs which ought to be
expunged from the budget. They are the programs that I think
Director of OMB has told us are programs we can get our hands
on. I think that probably consists largely of reductions in
Federal civilian employment through attrition, through slow
downs in Government contracting and procurement and a variety
of so-called accounting practices.
One-shot employment reductions will, as they have
in the past, lead to increased overtime and contracting out
for personal services. Much of the savings will be dissipated
in inefficient ways, slow-downs and stretch-outs in procure
ment and contracting cut costs in the shortrun at the price
of raising total cost in the longrun. The use of accounting
devices will be described by knowledgeable journalists as
phony cuts.
It is hard enough for the Federal Government to
get a dollar's worth of value for a dollar expended without
at the same time having to vary expenditures on short notice
for economic stabilization reasons. The efficient tool for
achieving fiscal restraints in my judgment as taxation is not
expenditures.
There are also elements of waste and inefficiency
in the Federal budget program. Judicious pruning of the
budget is not accomplished by searching after the fiscal year
has begun for activities which can be cut back quickly for
short-term effect.
Secondly, let me say a word about outlook for further
inflation. Earlier in the year there was general optimism
about the prospect for a decline in inflation. This optimism
appears now to have dissipated probably because of the dis
appointing news on our 1974 harvest of food and Federal grains.
My own amateurish quantitative view is that the outlook for
price is a bit less grim than the current consensus implies,
that one can find solace by reviewing the present state of
the main forces that converged to generate our present infla
tion. These forces which I mention are the main forces; without
denying that past error in fiscal and monetary policy has
played a part.
First, the devaluation of the dollar had a part in
driving up the price level, but a further weakening of the
dollar is most unlikely.
MORE
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Secondly~ the exploration of world commodity prices
in '73 was largely in response to booming demand in the major
industrial countries all of which were operating at high
levels of activity. Currently, the industrial world is in
a slump and commodity prices are weakening the decline in
world prices of metals in the last several months and it has
been dramatic.

Third, we have absorbed the blow of the quadrupling
of the price of oil and the effects of higher energy prices
have already been felt in the prices of many goods and services
in which energy is an important cost. World oil prices may
not be headed down, as was freely predicted a few months ago,
but at least there seems little likelihood of further increase.
If we continue to maintain controls on domestic
oil prices, it seems unlikely that there will be much further
pressure on price levels arising from this source.
Fourth, though domestic food production has been
disappointing, this should not obscure the fact that grain
prices are more responsive to world production and demand
than to domestic production and demand. This seems to have
been a reasonably good crop year for most of the world. Retail
food prices are unquestionably headed up. Our Department
of Agriculture sees food inflation at a lower rate in the
months ahead than in the months past.
Taken as a whole, this picture seems moderately
encouraging about the prospect for a slowing down in the
inflation rate. On the other side, however, we still have
the problem of isolated but important production bottlenecks
in a slack economy, and these bottlenecks will continue to
give us trouble. More important, however, is the danger that
the inflation will be transformed into a cost/push inflation,
in which companies and labor unions that possess considerable
market power will become autonomous sources of inflationary
wage and price increases.
I have no doubt that this kind of inflation is a
reality, or that these forces can continue to drive up prices
in an environment of economic slack. For that reason, I
attach great importance to the reconstitution of the Cost of
Living Council. I do not favor compulsory wage and price
control, nor do I think that compulsion is necessary to the
pursuit of a useful wage/price policy.
I regret that the Administration does not seek the
authority to require the production of information or the
authority to require the postponement of particular wage and
price incr~ases for a period long enough to allow time for a
careful study of the relevant facts.
There are two circumstances now working in favor of
an effective voluntary wage/price policy. First, the economy
is in a slump and it is easier to make negotiations and per
suasion effective in a weak economy.
Second, and more important, the moral authority of
the White House has been restored. Also, moral persuasion on
wage and price matters now has a better chance of being headed.
The moun"ting of a vigorous and s~<illful voluntary wage/price
program seems to me a"1 essential element in the effort to wind
down inflation.
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Thank you.
MR. GREENSPAN:

Thank you, Kermit.

Dr. Goldfinger, AFL-CIO.
MORE
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MR. GOLDFINGER:

Thank yOu, Alan.

There are loads of comments I could make in terms
of sharing some views that have been expressed and sharply
disagreeing with others.
However, in these brief remarks, it seems to me
that remedies should be based on a diagnosis of the illness.
At this time, I will f'.mphasize the views that we in
the AFL-CIO have of some of the major factors that have con
tributed to the problem, to a degree the nature of the ,:problem.
The stepped-up rise of prices was set off in the
second half of 1972 because from early 1971 on we had a much
lower rate of inflation and then the thing began to shoot
off. This was touched off by the Russian grain deal in
July 1972. The price rise began to accelerate and has contin
ued- to accelerate.
This accelerated inflation was aggravated by the
devaluations of the dollar and the vast export sales of agri
cultural products, food materials, and other goods in short
domestic supply such as steel scrap, copper scrap, even
waste paper and fertilizer.
It was aggravated further by the hectic speculation
and profiteering in the essentially unregulated commodity ex
changes.
Now the energy emergency in the autumn and winter
of last year and early this year, with the extraordinary rise
in the prices of oil and petroleum products added still fur
ther to the problem and aggravated the problem but did not
cause it.
The reason thus far has been essentially a response
of restrictive monetary policy with very sharply rising inter
est rates. The prime rate is up about 100 per cent from early
1973, up about 37 per cent from the first half of March.
Now, these monetary policies and high interest rates could
not possibly curb this rising tide of inflation based essen
tially largely on the factors that I described before. But
they hit home-building first and hardest, beginning in early
1973, and drove residential construction into a condition of
a depression at present.
These were a major factor in throwing the economy
into today's continuing recession.
I want to emphasize here that, in our view, we are
and have been in an inflationary recession. The inflation
began to accelerate, as I said, in the second half of 1972.
The recession started toward the end of 1973. Now the tight
monetary and fiscal policy with high interest rates
MORE
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furthermore generated more inflation by directly raising
costs and prices since interest rates are a cost and price
measure. Furthermore, by creating slump conditions in
the economy they are suppressing the rise of productivity
and thereby adding to pressures on unit costs and prices.
Moreover, the continuation of these policies in
their essential form now poses the threat of a deepening
recession, the threat of widespread business failure and cer
tainly the immediate threat and reality of high unemployment.
Now, as we look at it, here are some of the essen
tial facts of great importance:
Inflation with its very marked effects on the
prices of food and fuel which have been spreading ·.through
the system through prices of industrial goods, utilities
and services, has had a particularly devastating effect on
most retired people and on low and middle-income families
with children, with the result that there has been an under
mining of living standards and a decline in not only the
purchasing power but also in real consumption.
The buying power of the average worker's weekly
take-home pay has dropped to about the level of 1965 which
was nine long years ago. In the month of July, that buying
power was down 5.3 per cent from the year before, and it
was down seven per cent from the peak which had been reached
in October 1972.
The number of unemployed rose more than 750,000
between October 1973 and July 1974.
In terms of the kind of discussion around the
table here of a further increase to a level of about six
per cent some time in the relatively near future that
would mean an additional 700,000, 750,000 unemployed aside
from the hidden unemployment that has resulted and is
resulting from the discouragement of many wo~kers and the
lower participation rates.
In recent months, the retail sales, after account
ing for higher prices, has been four or five per cent or so
below the same levels of last year.
We have a housing shortage developing while both
housing starts and building permits have been falling
sharply. Something like three-quarter of the American fami
, lies now are priced out of the housing market.
Moreover, in terms of the immediate situation and
the short-run outlook, confronted by the high interest rates,
many cities and counties are postponing bond issues and
delaying their investments in public facilities and ser
vices.
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In addition, public utilities, as has been men
tioned here, are cutting back plant expansion programs, in
good part because of the interest rate pressure, in addi
tion to the pressures of fuel costs.
Now, these actions by local governments and by
the public utilities mean cuts in heavy construction, re
duced orders for machinery. They threaten reductions in
inventories and they mean fewer jobs and increasing unem~
ployment.
So that, the monetary policies with these high
interest rates, in my opinion, and in the opinion of the
AFL-CIO, have brought the American economy to the edge of
disaster.
Now, among the remedies that we would suggest,
and I would toss off very briefly:
First, the monetary policy, I think, has to be
changed considerably. We not only need an easing which has
been indicated around the table by some people but what is
needed, of equal importance, is to allocate a significant
portion of available bank credit at ~easonable interest rates
for priority purposes such as housing, community facilities,
the expansion of public utility plants, and the regular
operations of business, while at the same time to curb the
flow of credit for such activities as gambling casinos,
land speculation, commodity market speculation, and loans
to fo~~ign borrowers and for foreign subsidiaries of American
companies.
Another thing that is needed is for the administra
tion to move as rapidly as possible to implement the new hous
ing legislation which the President signed, I think, about a
week ago and to move in and to begin to stop this continuing
sharp decline in residential construction and to lift the
whole state of housing which not only is of economic importance
but of social importance, as well.
Another thing that we think is..needed is a complete
revamping of the tax structure. To get at the budget problem
through buuget cuts and particularly the kind of cuts in areas
such as health, education,housing, community facilities and
mass transit, poses real dangers for the future of American
society.
Rather than to do that, the emphasis obviously
should be on cutting fat but, in addition, a major emphasis
should be on the elimination of at least major loopholes in
the tax structure, in the Federal tax structure, and the
adoption of an excess profits tax to get at the excessivelY
high profits of some of the corporations and industries.
In addition, it is our opinion that the proposals
for further tax cuts for business which have been suggested
or hinted at around the table by some people should be
rejected summarily.
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We also think that there should be export controls
established on export sales of agricultural products and
other goods which are in short supply. We think that the
Government should rebuild the stockpile reserves of agricul
tural products and raw materi~ls . which have been depleted.
In our opinion, it is essential that we get substan
tial appropriations of funds for a large-scale public service
employment program in a work-oriented culture such as ours.
A paycheck even on a public service employment program is
of far greater importance to the family and to the individual
than a welfare check or any other kind of income maintenance
program that may be suggested.
Furthermore, along the lines that George Shultz
indicated, the unemployment insurance system should be sub
stantially improved through adequate Federal standards and,
in addition, I would say that a program of Federal grants to
states and local governments is needed to accelerate short
term public works construction and repairs of public facili
ties and to replace the kind of weakness that is appearing,
not only in terms of employment, but also in the investment
area.
MR. GREENSPAN:

Thanks very much, Nat.

Kenneth Galbraith of Harvard.
MR. GALBRAITH: Mr. Chairman~ I will also respect
your request to be brief because I believe you wanted to
avoid repetition as much as possible in the summary.
I do regard the problem of inflation as a present
and urgent problem, a view that I share with Professor
Friedman.
Also, I would like to urge that, apart from the
fact that the President has asked attention to that that we
be aware of the temptation to go on from our concern with
inflation to the much more pleasant task of treating re
cession.
Most of us around this table have spent our lives
worrying about unemployment and depression. We are on
familiar territory there. The things that one does against re
cessianand depression are all pleasant, indeed lovely, cutting
taxes, no controls, increasing expenditures, and there is a
beguiling tendency, I think, to find wrong and disorder in the
society which allows us to prescribe the most pleasant remedy.
We have had discussion here this morning and this
afternoon of a great variety of causes of inflation. I
would suggest that we can reconqile that discussion by assum
ing that they are all important, to an unknown extent. In
deed, inflation is caused in part by the pressure of business
investment and inventory investment, associated expansion of
MORE

-72
borrowing and money supply. But it is caused by general
excessive demand, including demand in the upper spending
brackets as so well indicated by our colleague from Arm
strong.
Wages do shove up prices and, as less often said,
Nat, prices do pull up wages. There is a spiral there
which, unfortunately, we cannot ignore. There is the pos
sibility, as Alan Greenspan said this morning, that a ve~y
large volume of expendable assets that overhang a market
at any given time can become loose and spent, that some
thing of this sort has already taken place as regards
business spending, and that we have had the particular
bottleneck problems associated with fuel shortages and food
shortages.
We should assume that they are all important and
we should doubt that any economist here at the table knows
quite what ~portance to assign to it all.
This being the case, then I would suggest that it
is elementary common sense that we attack all of those causes,
that we not assume that inflation can be brought to an end
by dealing with anyone of them, that we remind ourselves
also this is not an ideological question but the remedies
are about the same for liberals and conservatives, would be
about the same for Bolsheviks and the devoted supporters of
Dean Rand, if there are any such present.
The choice here is much less a matter of political
preference than we like to imagine. It leads me to suggest
that the remedies indeed are, first, that, for the moment
we have no choice but to keep money tight. As long as we
have a runaway inflation, I would think it is most unwise
that we ease bank-lending; that we, second, use the maximum
of fiscal restraint and it seems to me that Mr. Ash has
given us a most persuasive indication of how that must be
done. He has left us with no alternative but an increase
in taxes. It should be at the $15,000 to $20,000 level.
The spending is now pressing on the market where
we have expenditures by the rich competing with the spend
ing by the poor. As wel+,I would also urge an increase in the
corporate inoome tax. I am not quite as radical as my col
league, Professor Houthakker, in suggesting that this become
progressive.
I would like to urge also a wide range of excise
taxes designed in relation also ~the bottleneck problem.
It wouldn't surprise anybody to know that I believe
that in this kind of economy there is no alternative to wage
controls, not across the board, but where the power already
exists to fix prices, where the private power exists to fix
prices, and for wages the public power to do so must be
asserted.
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Otherwise, we have a spiral which is of suCh.-
power that it can only be arrested by a volume of un~a
ployment that is socially unacceptable, I venture to
think even to those who are less concerned about unemploy
ment than I would like to think that I am.
Furthermore, we must have a concentrated, ener
getic attack on the bottleneck areas.
Reverting to my one-time interest in agriculture,
I would emphasize particularly the strongest measures to
increase fertilizer supply but this is something which I
won't press further.
If all of these things are done with energy, then
one hopes also that one will have two further possibilities:
First, the belief by people and corporations that
dollars are worth holding and one has the possibility, which
I would certainly urge, of then taking the steps at the
earliest possible moment to ease money supply, ease Federal
Reserve policy which, I agree with my colleagues here, is
the most unsatisfactory and, in some ways, the most danger
ous of the instruments to use to fight inflation.
The reason that economists enjoy discussing mone
tary policy is that we don't know the results. Therefore,
it is a fascinating thing to talk about. We do know there
are dangers in this. This should be the first thing from
which we escape.
Then I would also, with Professor Heller, hope
that the next action be taken to relieve the pressures of
inflation in the lower-income brackets. I differ with him
in thinking that any tax reduction is possible as long as
one has inflation as serious as now.
That leads finally to the matter of sedatives and
social contracts with Professor Friedman. I would enthusi
astically urge their use on employment, temporary additions
to unemployment compensation, the extension of the time of
unemployment compensation, the use of public service employ
ment on the grounds that we should not load the costs of
this policy unduly or in any avoidable measure on those who
are least able to carry it.
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MR. GREENSPAN:

Thank you.

Richard Cooper.
l\1R. COOPER: Several people have already observed that
the inflation that we have been talking about is not limited to
the united States. It is a worldwide phenomenon. It is even
more than that I think. It is a link problem to an extraordinary
degree, even the relatively self-contained U. S. economy has
been subject to external influences during the last year. As
has already been mentioned in connection with inflation, one
can identify three important ones. We had currency devaluations,
two devaluations, followed by depreciation, all of which pulled
up the prices in dollar terms not only of our import goods but
also of many of our export goods including those sold in the
domestic markets because markets are linked.
Secondly, the world drought leading in turn to a world
grain shortage. That did not arise in the U. S. but as the
ultimate supplier to the world it affected prices in the U. S.
Thirdly, most recently the increase in oil prices.
All these three factors together account for more
than half of the increase in consumer prices during the last two
or three years. I regard these explanations by the way as
complimentary to and not in competition with the monetarists'
explanations for inflation. I think one needs to explain why
it is that money supplies grow under present circumstances.
That is a more technical issue. The major point it seems to me
is that what we have observed in the recent couple of years has
not been wage inflation. It has been inflation which has risen
from other sources and in particular two of the sources are
6s?ecially troublesome. The devaluation has worsened the terms
of trade of the U. S. with respect to the rest of the world.
~fuat that means is that for any given level of our
output our real income has gone down. It is that an unfort~~ate
feature of the worsening in terms of the trade is that there is
nothing that we can do internally to restore the real income
arising from the loss of real income arising from that source.

I think the real danger that the country faces at the
present time is that the inflation that we have observed, which
has not arisen primarily from wage increases, will try to be
recouped by labor through higher wage increases and what started
out to be a change in real relative prices including a wornening
in terms of trade will be built into the wage structure as higher
wages and then set off a wage-price spiral.
It seems to me therefore, that the most important thing
the Government can do at the present time is to head off that
possibility. It has already begun. Wage settlements were sur
prisingly moderate throughout 1973, even into early 1974. In
the last six months they have begun to accelerate. I speak in
the absence of further action that they will accelerate even
further.
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I think there is still a possibility in this country,
which unhappily does not exist in some of the other major economies
of the world, of heading off a wage push inflation. I will
come back in a moment to how I think we might do that. If we
don't, I think we have five or six years of grief ahead of us
while that works its way through the system and there is nothing
we can do about it.
Before coming back to possible solutions I would like
to mention another aspect of the global dimensions of this problem
because I feel it bears importantly on how we see our own circum
stances.
It is worth keeping in mind that all the major economies
are going through the same kind of agonizing process that we
are going through now. They have inflation, in most cases more
rapid even than u. S. inflation, yet they are faced with weakening
demand. I think there is a serious possibility that each of
several large nations acting alone to deal with its own domestic
problem, other things being equal, an assumption regarding the
rest of the world, wlll . drive the world into serious depression.
I don't mean by that like the 1930's, but but more
than the post-war mild depressions that Eckstein referred to
earlier.
Germany is maintaining very tight reins. Japan is
still growing postively but very slow by its own standards.
Germany and its ally both face major problems which they are
gearing up their determination to deal with. If the Communists
come into the Government in Italy they are likely to have a more
restrictive policy than they have had.
I think therefore that while each country in each fore
casting counts, I suspect the forecast we heard this morning
calls for relatively modest changes in the trade surplus of the
country, in fact there could be a substantial deterioration
for this country if other economies turn softer than they are.
Financial markets abroad are already in bad shape.
We heard from trJalter Hoadley about the gloom that pervades Europe
now. This is an especially bad time for financial markets to be
in bad shape because we need them for recycling oil funds, a
point to which I will also revert, For theso.reasona,I am somewhat .
more pessimistic on the outlook than the forecasts that we heard
this morning. But I am also somewhat more hopeful than many
other speakers about possible solutions.
Let me make a specific proposal and the rationale. for it.
I don't know what there was in the lunch, but I detect since lunch
the consensus that seemed to be emerging this morning has broken
down sharply. While Ken Galbraith urges a tax increase, I urge
a tax reduction promptly on the order of magnitude of $10 billion
to $15 billion.
.HORP.
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I am interested in tax reduction not merely or even
mainly for the stimulus to aggregate demand that that would
provoke, although I think that is an important part of it, but
I see it as an important, indeed possibly a necessary, part of
a social contract to be struck between government, business and
labor in heading off the beginnings or the furtherance of wage
generated inflation for the next several years.
Indeed the summit that President Ford has called for
later this month is perhaps an ideal kind of forum for trying to
strike or for publicizing the striking of such a social contract.
In particular, I would concentrate the tax cut on middle to low
income employees, explicitly on the understanding that labor
would moderate its wage demands and that business would cooperate
in wage settlements with a view of cutting wage:ettlements back
from something like 10 percent to 11 percent to something like
6 percent to 7 percent.
Six to 7 percent wage settlements are not non-infla
tionary but the difference between 7 percent and 11 percent is
still substantial and will make a substantial differenct in the
amount of inflation we have in this country in the next several
years. A tax reduction of about $14 billion would provide for
low and middle-income, would fill that 4 percent gap. The argument
would be for increasing your real wages through an increase
in disposable income through the tax reduction in exchange for an
understanding that you won't ask for it over the bargaining table.
I

Now ''I1ould this be inflationary, this tax reduction, is
a natural question. I would argue that is not inflationary, that
indeed by looking at the budgets that we saw this morning, at least
we saw the expenditure side of the budget, we are not looking
at the whole picture. ~fuat I would like to do, and I think it
. is appropriate for our purposes of macro-economic management, is
to consolidate the budgets of the U. S., Saudi Arabia and the
Persian Gulf States and Kuwait.
These countries impose a tax, if you like, an excise
tax, through their price increase on all consumers of oil They
have no way to spend more than a small fraction of the proceeds
of that tax. They are going to rechannel them into the financial
market. It is very much as though the U. S. Government had its
increased taxes and used the proceeds to retire the public debt.
If one does consolidate these budgets we are at the
present time not in a moderately easy or n~utral fiscal position.
The rational for tax reduction, if you like, is to move back
toward fiscal neutrality from what is, I think, a tight fiscal
position now. The wherewithal for the financing of the resultant
budget deficit is precisely the proceeds of the oil tax. It is
the funds which the Arab countries must invest in the financial
market mainly from now on I think mainly in U. S. Treasury Bills.
I see here the makings of a bargain which I think far from being
inflationary, if it can be made to work, would head off a lot of
inflation in the future.
HOPE
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Let me close by making one further reference to the
question of oil revenues now, not in connection with the U. S.
but in connection with the rest of the world.
Most of these funds are going to be coming into dollars.
They are very' 'substantial. Estimates vary, but all the estimates
are large, anywhere from $40 billion to $70 billion per year.
Most of these funds are going to be coming into dollars as the
jitteriness of Eur~pean financial markets increases they will
come to the united States for safe haven.
Yet it is very important that other countries have
access to these funds in order to sustain their level of economic
activity and more importantly or more likely their foreign trade
position. I fear that if some kind of provision is not made
for recycling, some positive act on the part of govexnment and
or central banks to facilitate the recycling of oil funds, we
may find other countries one by one feeling driven to the impo
sition of controls over trade and payments which not only will
deliberalize the world economy as it were and undo some of our
U. S. efforts over the last 25 years, but more immediately to
our task at hand, have a negative feedback on our own balance
of trade position and would lead, I think, to a substantial
increase in the trade deficit.
That in itself is anti-inflationary, but I worry
about the political response to a trade deficit that grows
from what is likely to be, $5 billion or $6 billion, with our
oil payments to $15 billion to $25 billion. Labor is running
protectionist. That would give them them the ideal handle
for doing that and protectionist moves are inflationary.
MR. GREENSPAN:

Thank you, Rick.

Nancy Teeters, Library of Congress.
MS. TEETERS~ As I look at the economic outlook in
employment, the consensus around the table, we do face this
unhappy prospect of rising unemployment and continuing inflation.
Our perception as to which is the most important will vary as
time passes and economic events unfold. However, I don't think
we should lose~t of the possibility of rising unemployment
as being a major problem in the Uo S. Consequently I think it
is very important that we have policies which will caution the
effects of the unemployment in individual families.

The institution of public service employment has been
suggested by many people. We would like, of course, to maintain
the maximum flexibility that we can in our macro-economic policy
and that is extremely difficult to do. Most Federal programs
are initiated only after long and serious consideration by both
the Executive and Legislative Branches of the Government. Percep
tions differ as to what needs to be met immediately and what is
deferrable. As a practical matter it will be difficult to reduce
Federal expenditures. In the short run any attempts to balance
the Federal budget at the le~l of recession induced receipts
may well become self defeating.
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I am sure that there will be expenditure reductions
proposed. I would like to urge that these expenditure reductions
take the form of deferals rather than rescissions. If our
economic outlook turns out to be wrong we can more quickly turn
it around and increase our expenditure outlays.
The escalation of the fuel and agricultural prices
has set off rather severe inflation but I think more importantly
it has transferred more income into the agricultrual sector and
petroleum sector at the expense of everyone else. The distri
bution of loss in real income is one of the major problems we
are going to have to solve in the next six months.
I think it is extraordinarily important that people
feel they are being treated equally in taking the loss of income
rather than have large corporations and unions recoup and not
everybody else.
The need to do this is extraordinarily difficult to do.
I am not quite sure how we go about accomplishing it. Perhaps
the best combination is some sort of tax cut for low income off
set by anjincrease in taxes on the upper incomes. However,
I think we should continue to monitor that particular problem
very closely.
I would also like to J01n with the people who have
said that they feel that there are large numbers of areas of
the economy where the level of competition is being restricted.
I happen to like Hank Houthakker's suggestion that we put them
together and put them through at one time and to eliminate them
so that there is not a constant fighting about who is getting
hurt at this particular point.
I would like to say this. If we do prove to be wrong
in our economic outlook I think that we should be prepared to
move relatively quickly to correct it and take whatever steps
we can to offset the adverse effects not only in the U. S. but
abroad.
One final point I would like to make. The food and
fuel problem, as has been pointed out repeatedly, is not one
which is confined to the U. S. I think it would help to have
a ~",orld't,dde conference on these and also to have some inter
national agreement as to the allocation of scarce supplies. I
v-!Tould be very disappointed to See recurring in the fall and
winter of this year the disappearance ·of our grain stocks without
even kno~..ring \vhat was happening. I am not in any way advocating
export controls. I am simply saying that we should have some
idea of the worldwide size of demand and how we can best allocate
among the various nations that have demands on that output.
HR.
stretch.
can.

Thank you.

GREENSP.AN ~

It has been suggested that we take a seven mi nute
I hardily concur. Let us keep it s h ort if we possibly
(Brief recess
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MR. GREENSPAN:
get started again.

Ladies and gentlemen, can we please

Despite the fact that we are going to be here all
day, our schedule is a bit tight.
Our next speaker is Arnold Weber of Carnegie-Mellon.
MR. WEBER:

Thank you, Mr. Chairman.

As you have gone down the table, most of the succulent
fruit has already been picked. I offered to sell my three
minutes to Milt Friedman. He refused on the ground that I
could not promise delivery, which seems to be an endemic
problem in the economy today. However, I will try to identify
four fruit, one orange, one apple and two lemons, which in
part reflects my own thinking in reaction to some of the prior
comments.
First, it seems to me that this occasion has been
the site of an uncharacteristic display of modesty on the
part of the economic profession. It is clear that they are
better than they say and it is clear they know how to do two
things.
One is how to move prices up and, two, how to move
prices down. This discussion has indicated that that is not
really the problem. The problem is in dealing with the side
effects or consequences of restraining inflation.
It is clear that we have three sets of priorities
with which we have to deal. One is the price level, the
second is growth and the third is the level of unemployment.
Really, then, the problem becomes one of establishing values
and priorities and it truly becomes a problem in political
economy. So, the questions that we have to treat are in
bringing down the price level, how long is it going to take,
what is the tolerable level of unemployment in both the political
sense and in the sense of resource allocation, and what does
it mean to growth?
It seems to me that we have not given a great deal
of attention to growth. I would underscore Marina Whitman's
comment about the strains the flat growth rate puts on income
distribution and beyond that, the social tension that it
engenders.
I think it is important to remind ourselves that we
are now completing the one decade in which one of the major
thrusts of public policy has been to open up opportunity to
people of all backgrounds and races. We have just about done
this in the institutional sense. Now we have to put our money
where our mouths have been. So, one of the consequences of
a flat economic growth will clearly be to exacerbate social
tentions, particularly as i~ relates to the racial problem.
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It is also important to note that demographically
in this decade we will see a 40 percent increase in the number
of people in the age bracket 25 to 34, which is the primary
career forming stage of one person's life. Being a dean now,
it would be a hell of a thing if we gave all these people
MBA's and they end up as janitors in that sense.
It seems to me that the basic problem that a process
of this nature can deal with is to try to establish what we
use to call in the Labor Department when we were dealing with
the Philadelphia Plan "goals and timetables". Do we want to
bring prices down to eight percent~ and when? By next July?
What is the tolerable level of unemployment? Now we can do it.
It is probably fair to say that it is unlikely we can reach
a concensus.
I think it is a job of duly constituted government
officials both in the Congress and in the Executive Branch.
It seems to me that we now have adequate apparatus in the
Congress through the new Budget Committee and the JE2, and
we have a pronouncement of the four "C'Sii by Presid:i1t Ford
and the development of such goals and timetables would be
a good test of detente between the Executive Branch and the
Congress. That is, how much are we willing to swallow and
how long should it take in order to repair the patient.
So, I would· propose that the Executive Branch and
the Congress try to develop a time horizon within which they
would reasonably expect the problem to be dealt. with, and once
there is an agreement on those goals and timetables, the
fiscal and monetary policy could follow from that. It seems
to me in looking back on our recent experience what we did
in the policy area is identify a single goal and go flat out
to get it.
Between '72 and into '73 it was the expansion of
employment and output and we did a very good job of that. We
paid the price in the middle of '73 and on through '74. Now
we are saying we are going to slay the inflationary dragon.
Well, you know, to press my knowledge of mythology
it is more likely to turn out to be Medusa, that if we press
very hard there will be certain consequences in terms of un
employment, in terms of social tension, which will cause us
to discreetly reverse our field.
Secondly~

and this is the apple, it seems to me that
the most critical political economic variable is what happens
to unemployment. It is really misdirected, to say, that we
are all going to sacrifice when clearly the sacrifice will
fall unequally on different people. In order to develop an
effective program through monetary and fiscal restraint, we
have to have in place, it seems to me, adequate cushio~s to
provide a tender that those persons who are casualties of this
process of adjustment will be taken care of.
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I think we should have a public service employment
program in place providing 500,000 jobs or thereabout, and
the cost of that will probably be $3 billion and obviously
this would have fiscally distressing effects. One place to
get it is from general revenue sharing which is $6.2 billion.
The States and local governments are going to get
it anyway. Their budgets are in surplus in aggregate. Otto
Eckstein indicated that the capital demands are diminishing
because of population changes. It seems to me that this is
the place where you can get it which would violate the letter
of revenue sharing but not the spirit in the sense that revenue
sharing funds would not be identified with categorical programs,
education and transportation, but would be associated with a
functional objective and that is employment.
The first lemon is what is happening on the wage
side. We have had indications from several oblique angles
around the table that we are now on sort of the back side of
the inflation. That is, monetary mischief and other human
follies have done their job and how we have wages at inordinate
levels and far beyond productivity and pushing up unit labor
casts. Well, I suppose that is right as an empirical fact.
I will just mention two things. One, this is exactly
the same sort of exposition that contributed to the imposition
of controls in 1971 where you will recall it was largely from
the business community, a concern over a 19 percent rise in
construction wages, 15 percent in the steel industry, that
said in order to quash inflation we have to do something about
wages. The product of that was the imposition of controls
so I would caution particularly some of our business colleagues
who, I think, have most obstrusively stated that analysis,
that as a matter of policy and as a matter of equity that
. s~rt of implication, it seems to me~ is mischievous.
Now, the second aspect about wages is that we really
have a fighting chance to do something about it. If you look
at the bargaining calendar most of this bargaining round is
completed. What we have left, and it is not inconsiderable
but it tends to be less central, is coal, railroads and oil.
In 1975 there is a relative hiatus. It is a light bargaining
year. In '76 the heavy hitters come to the plate again. You
know, the same fellows, trucking, electrical equipment, rubber,
automobile, that we most recently heard from.
In looking back to the recent past it is interesting
to note that wage increases were moderate into '73 and the
early part of '74 because there is a lag in formation of
expectations in wage strategy by unions. Once then caught on
that inflation was here to stay, at least in the immediate
future, they adjusted their sights accordingly. Now they are
up on that plateau and unless we have real progress in the
numbers in bringing down inflation, by about this time next
year when, you know, the union leaders are starting to gather
and talk about what they are going to ask for in '76, it will
be very difficult to slow down the rate of wage increases re
gardless of any putative curve relationship.
MORE
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Those of you who would. like to see some side evidence
look at Canada where their structure of bargaining is some
what different. In the United States we have had escalator
clauses on top of 6 percent. In Canada they now have esca
lator clauses on top of 10 and 12 percent. So, the point to
be made is that in establishing the goals and timetables~ if
you are concerned about wage effects there will be a corridor
next year and how adroitly we exploit that will depend upon
other measures and the power that we put into that.
Now, the last point I would like to make, and it is
another lemon, is about productivity. Productivity is the
all-purpose virtue~ when we canVt think of anything else we
say let us increase productivity. I was in Government and
it was always full of fellows riding around in limousines
asking other fellows to work ha~der. Having been in both
places, I would prefer to be in the limousine.
We know that productivity increases in the longr~un
are a function of improvements in the quality of the labor
force, technological change, and capital investment. In the
short !Unit tends to reflect output effects. Many of these
things we cannot control directly.
Now here we say let us do something about productivity.
To the extent that you have identifiable barriers to produc
tivity, they reflect the efforts primarily of unions to
protect against unemployment and the insecurity associated
with it. Yet, there are some voices that would propose that
at a time when unemployment is rising we will ask them to
link arms and disappear into the economic sunset with us.
It seems to me that that is infeasible and misdirected
and that the major task will have to be carried forward with
monetary and fiscal policy within a framework of reasonably
identifiable priorities and with due regard for the major
casualties of the process of adjustment.
Thank you.

MORE
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MR. GREENSPAN:

Thank you, Arnold.

Pref~ssor St~in

of Charlottesville.

1m. STEIN g t'lr. Chairman, I

beli:£:slV~

that I am the
27th ~conomist to speak lOr the 28th if you include the Presi
d~nt.
It seems to m~ that the most efficient: use of my time
might hEl to ask for a mcment of silen.ce in. respect for the
fallleD. veterans of th~ war against. inflation.
SQ

I suppose nobody would join. me in that
I will use my t.ime t.o make a f~w comment.s.

obs~rvation

Hany t.hings t.hat. strike me as ne®ding tc be said are
t.hat there has been just.ifiable emphasis her~ on the fact that
the problem of inflation has a great many causes and that there
are a gr~at many solutions which need to be incorporat®d in
dealing with it.. But I think it would be un.fortunate if we
give the people in television land out there the idea that
t.here are 10 or 12 things that can be don~ about inflation and you
can pick any eight of them and they will be okay because there
ar® sorn~ that will b~ absolutely essent.ial -- if you don't de
them not.hing else will work.
I think that is what needs t.o be s2cid about: demand
as being the sine qua ncn about the thing. Ot.her
things being done will b~ helpful. They will ease the process,
but they will not succeed if there isn't restraint on demand.
implem~nt~d or carried cut by fiscal or monetary policy.
I
thinK that is probably generally agreed around here. I think
that is an important lesson.
r~straint

Of course it is true that in implementing d~~and
restraint, moderation is required. The old time religien does
not call for self-immolation and justifiable emphasis has b~en
plac~d here on the fact that we now confront a real danger of
overdoing restraint.
I would recognize that and I would think that if what
we have been having in the last three months is b~cause of
mon~tary policy that it is probably too tight.
But we hav@ to
remember that at numerous points in the last 10 years we have
made this judgment. Nre seem to have always made it. wrong about
what was too tight and it ought to induce a cert.ain caution in us
in saying now things are too tight and we have got to loosen up.
Of course, there are a number of causes of inflation
other than excess demand. Reference has been made here to frost
and droughts and oil embargoes and so on. These are all real
factors in the world. But the fact seems to be that in a world
which is where the general conditions ar@.l inf12l.tionary, all the
random events are not inflationary. That is our experience.
Nothing ev~r happ~ns of a non-inflationary or anti-infla~ionary
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character or if we get a good crop somehow its effects are like
droughts of water i~ the desert sand, because they are swamped
by other t.hings. NEil helve a basic condition ""hich translates
all r~ndom events into inflation.
It is a basic condition that I think needs to be
dealt with and it is a condition of inflationary atmosphere
and rSlxpactations and conditions generated by long periods of
excess demand growth.
tU th respect t.o the budget, I think the important
t.hing about the Fiscal '75 Budget is that it should be a step

towards slowing down the rate of growth of the budget in the
future. That will involve in the beginning some reduction in the
Fiscal '75 Budget because if you don't produce Fiscal "75
reduction you will find that Fiscal '76 is already beyond your
control.
My suggestion is that the thing you should be looking
for in Fiscal '75 are those expenditures which affect the longer
run trend of the budget.
I must say that I am uncomfortable at hearing the
revival talk about budget balancing as a goal again. I have
expressed that. inside as well as out. It seems to be unwise
to tie our expenditure policy to the quite unpredictable and
uncontrolable variations of the revenue side of the budget. But
that is a long, old story.
vlliat. I do feel about many of the recommendations th~t
we offer to the Government is that they are like suggestions to
a cripple to throwaway your crutches and walk. That is, we are
lecturing the Government about doing things which certainly are
no surprise to the Government and which I think by and large, I
would like to do but we have to deal with the probleM of why
Government has not done these things. Hhy has Government felt
that it was not able to do them or actually '-las not able to
do them? What are the conditions in the environment that kept
Government from following the rather obvious elementary textbook
policies that really constitute the sum of the wisdom that we
have to offer to the Gov~rnment?
Now, it may b~ that the Government has been too timid
and the Government, as Professor Friedman has suggested, has
not been sufficiently courageous to do the things that were
necessary to do because it misunderstood the sentiment of the
public and the willingness of the public to stand for the
consequences of a truly anti-inflationary policy with consequen
ces measured in unemployment, high interest rates and rejection
of certain Federal expenditure programs and so on.
If that is the correct view, then it is. a terribly
important thing for the Government to learn. But even on a
fairly generous interpretation of what the public would stand

l.
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for, I think it is important to try to ~xpand public under
standing and acceptance of anti-inflationary policy and its
consequences. That seems to me is the rationalization or
reason for having a summit and especially for having a summit
that is open because it is an opportunity for the Government
to learn what the public wants to tolerat~ and for everybody
to try to influence ths public understanding and acceptance
of an anti-inflationary policy.
l'1e may be in s. situation -- I am not sure of it,
but it is int~r~sting. We talk so much ~bout the influence of
psychology and confid~nce and what th~ people will
and will not accept. t'1e do not really have any experts on any
of those subjects here or around in the advisory process. I
donDt know if there are experts on such subj~cts.

It seems to me that we are in danger of being in a
situation in \,Thich peopl.e g~nerally do not accept the kind of
system which will yield anti-inflationary results: that you can
enV1S1on a system in which fisc~l and monetary policy is bound
by c®rtain rules. Given those rules excessive increases of wagsa
and prices will be disciplined by decreases in employment and
loss of output and this will restrain th~ excess of increases
aad it will hav~ obviously certain painful effects. That ths~
is a syst~rn which, if accepted and toltClral'ted, ,"1ill restrai!'£
infla.tiono

It seems to me that ther~ is only one alternative to
that as a way of restraining infla.tion and that is the control
syst~m; that is a system of comprehensive price and wage controls
which it seems to me could not be limited to the large companies
or unions. It could not b@ tenporary. There is no reason to
think they could be temporary and which I don't think could
operat·e by moral suasion.
In the ~nd I think that if we want a noninflationary
situation we are going to have to choose between thos~ two systems
and it seems to be obvious which is the preferable.
It is in this connlE!ction, it seems to mot:l, there is E2
real basis for pushing the Moore-Houthakker program because if
we ar~ going to tell p®ople that they should accept living by
rules of t.he market th~n, of course, we must have a legitimate
market and do everything we can to mak~ it a true competitive
market.
I think it is that political justification which is
as important in the Moore-Hcuthakker kind of program as would
any contribution W~ could directly make to productivity or
efficiency lOr \'1hatnot.
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I

like to conc1ud~ \<1i th one word on th~
problem or the problem of cushioning unemploy
ment which results from anti-inflationary policy. The public
servic~ employment business is very seductive.
It seems to
hav~ a virtue that you provide peop1s with employment opportuni
ti~s which are sufficiently attractive to k®ep them off the
unemployment rolls and to k®ep them from undercutting the
political basis for the anti-inflationary policy but not
sufficiently attractive to keep from slowing down the rate of
wag® increC'.se.
\~ou1d

unemp1oym~nt

I don't thbk that the jobs you can offer can do
both of those things. It seems to me that if you offer a
$5,000 job or $6,000 job in public service ernp1oym~nt you will
find that you have hired a lot of people at $5,000 or $6,000
for an attractive job and that the unemp1oyed~5,000 or $20,000
worker will remain unemployed. The fact is, of course, that those
unemployed $15,000 or $20,000 workers could b~come employed if
th~y were willing to work for $5,000 or $10,000.
They would
build a lot of houses and they would produce a lot of automobiles.
I think the public service thing will founder on the
question of what is the appropriate wage rate for the -- which
is the same kind of issue which caused so much trouble in the
WPA n~~r1y 40 years ago
I think in that sense the unemployment
insurance a1t~rnative is much better because the compensation
is related to the normal or expected wage rate of the unem
ployed worker.
0

Thank you.
N:R. GREENSPAN;

Thanks, Herb.

Harold Carter.
MR. CARTER~ I thought perhaps the original thing would
be to off~r a three-minute silent prayer for better crops. The
outlook for 1974 crops becomes less rosy with time. It is
something 1ika our econometric forcasting models. Spring optimism
for planting was dampen~d first in rl!ay and June and almost burned
out in July. Now they seem to be thr~atened with frost. If
one wants to look for the good news, I think we would say the
bad weath~r is not a world-wide phenonenon as we experienced
in 1972.
Similarly, as Kermit Gordon has pointed out, th~re are
many other situations that have changed from the situation in
'72 and certainly an effective d®mand is not nearly as strong
lOr following a record-crop year and many other factors here are
differanto In addition we ar~ now operating pretty close to
capacity in terms of crop useage; something we weren't doing
in 1972. ~~ere does this leave us in terms of the global picture?
According to the best estimates that we have now, which are cer
ta.in1y subject to revision, we are going to be down proba.b1y
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2 to 3 p~rc®nt in world grain production.
This is in cont.rast with not too long ago, a few'
months ago, when we w~r~ counting on something of the same
magnitude on th~ plus side compared with the past y~ar. So,
instead of going into the crop year with a small stock build-up
it is more likely that we are going to go into a slight. stock
d~clins, again looking at it on a global basis.
Again, I should indicate t.hat. enough is still not in.
We st.ill have not. harvest~d that corn crop yet.
think I will omit the discussion of individual
in the outlook. The picture is somewhat mixed,
again in contrast. to t.he '72 year.

I
commoditi~s

Th~ one of most concern, of course, is our feed grains
which on a world basis, it looks like we are going t.o be down
3 to 4 percent largely due to our own sit.uation in the United
Stat~s where we are going to be down 15 percent from t.he past
year.

Another contrast to what w@ had seen last y®ar or th~
yea.r before, the ,-mrld bere;f situat.ion has chamged consid;erabl y'
Wee: now ar~ in a situation ",here prices are down in prcducing
and importing ccuntries from previous levels. Of cours~, our
feed-gra.in prices remain high. He have situat.icns now wher~
we hav~ stockpiling of surplus b~ef. Supposedly th~r~ is som~thinl
like l25,OOO~ns of cold storag~ in t.h® common market count.ries.
0

The lV'orld inv~nt.ory cf livest.ock is upo In th® U.S o
numbers are something like 6 percent. increase ov~r the
previous year and a similar situat.ion in et.her countries,
a.lthough I should say en catt.le are ext.r~mely poor. Stat.ist.ics
ar~ not terribly reliable but. on t.he best information we have
the numbers are up -- so this is in ccntrast.
th~

TO get t.c t.h@ real payoff in terms cf flOod pric@s,
relief t.hat has been ant.icipated from t.he big corn crcp that
we were predict.ing in the spring has now prett.y well
disappeared. The ext.ent of t.he reli~f, I believe, was prcbably
overstat.ed in a.ny castelo He hav~ incr~as®s that are coming about
in flOod prices this year more in terms cf the margin, in terms
cf ~he spread between the farm and t.he retail level, much cf
th~ increase relat~d to energy price increases that are now being
cranked into th~ processing, t.he t.ransportation and similar sorts
cf ccst~.
th~

I think the disconcerting part about this is that
increases in the processing and transporta~ion ar~ not the
types of cost.s that are going to b~ revers®d: that th®y ar~
built into the cost. structur~. The only thing we can say is
perhaps as the en~rgy cost increases at least th~y will be
th~s~
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repeat~d

in terms of next year. But we have yet to see some of
thos8 costs show up or at least the full extent of these costs
to show up. In terms of numbers and price increases, I think
we ~]ill be indeed fortunate if \<,le can come out with something
as good as last year. I say that, of course, in quotes. The
increases in food prices in '73 were something of maybe 16 to
17 percent and I think we are going to be pushing those figures
for '74 over '730
•
~1hat can we
Government can
we hav~ soms pipeline
the weather. This is
have se;en here.

littl~

do or \'That can Government do? There is
do in terms of getting better crops unless
to the weatherman, the forc~s that create
certainly an important factor in what we

can, as a Government, allow producers and processors
to respond to food consumption needso I think that by and
large this type of program has been followed in the last two
years. As I mentioned, we now have most all acreage that had
previously been held out of production, in production and in
terms of agricultur~, operating close to full capacity.
rf~e

lam told by authority that we probably have anothGr

25 million acres that could come into production probably over
the next 10 yeers. So, there is some slack and there is in
some countries a c~rtain slack and the costs involved in
developing this can becom~ available.
I think something else that we can do, and it has
been rnantioend a couple of times today, is help agriculture to
assess in advance some of the needs of critical ra\,l materials
and pcssibl~ bottle-necks o Fertilizer has been mentioned.
There are others that "Ie need to consider in terms of looking
at the production potential to be able to come close to what the
potential happens to be.
Another point has been mentioned, and I will just
the Motion or third the motion, and that is reexamine
institutional and legal requirements of producing and processing
and transporting. Professor Moore, Houthakker and many others
hav~ discussed this point in more data!l.
seco~.d

I think thirdly we can avoid dramatic or shortcut
solutions like introducing export controls that may offer litt.le
short-run gain. I really feel that way will but certainly cause
bigger long-run loss~s.
have to keep in mind that U. S. agriculture is
really geared to world markets. A fourth to a third of our
agricult.ure is r9a.lly geared to trade. I think it would be a
bad precedent for us to take a head-in-the-sand approach in
terms of viewing global problems and look at this point inwardly
because I think it would signal to other countries what our
stance would likely b~ in the times ahead. So, I would oppos~
t'1<e
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that.
Lastly, I ,.,ould like to a.gr~e 't17it.h t.hose who have
mentioned the inequities t.hat develop from increased food prices.
This certainly is t.he case of lower income groups bearing th~
gr~at.~st share of the higher food prices.
I think that we need
to consider programs and aleviat~ this. Food stamps are but one
program but at least this offers som~ help to this particular
groupo
Thank you.
fl0RE
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Walter Levy?

I don't know how to associate you~ Walter~ except
that Walter is the best-known international petroleum expert.
MR. LEVY:

Thank you for the advertisement.

Mr. Chairman~ the President stated in his intro
duction that he is looking for answers that may lead to
possible actions to restore economic stability.
I will shortly deal with two aspects in this all
pervasive field of energy.
One is Project Independence~ and the second one is
the need for international cooperation to ease world-wide
repercussions over high oil prices.
In dealing with these two aspects~ I repeat the
answer which the President gave~ himself~ during his first
press conference.
Let me first deal with Project Independence or
what I feel would be a much better name~ Project Self
Reliance.
Project Independence has two major aspects to it~
conservation and development of added and new sources of
energy supply. Conservation is perhaps as important~ if
not more~ than the development of added supplies because this
second one is a time-consuming effort which will not become
really effective~ perhaps~ for five, six or seven years.
As far as conservation is concerned~ we must have
a tax policy that would encourage energy savings in terms of
energy saving equipment as well as in terms of energy use.
The guiding force~ of course, for the presently low level of
increase or declining demand was the higher price level.
Obviously~ the price for energy from now on must be in
line with what the economists will call the long-run supply
price.
At the same time, in the field of conservation we
should follow a policy of letting the conspicuous consumer pay
for his conspicuous consumption. That would involve not only
perhaps that low performance motor car which car is a high cost
to the consumer in terms of purchase of the car, which was
referred to before~ as well as perhaps the over-all increase
in gasoline costs~ but it would also mean that the public·
utilities would no longer encourage high consumption by
lowering rates in an accelerated fashion, the more you con
sume the less you pay per unit.
There are many, many aspects to it, and I don't
need to waste your time to go into further detail.
MORE
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As far as support for energy development is con
cerned, there must be Government policies which will sup
port basic and public interest research in the period of
existing and new energy developments. There should be a
crude oil price which would be in line with what is
basically a low-run supply price for energy and according
to whatever one can judge would be valid as of this time
it would appear that a price for oil in the level of seven
dollars, $7.50 to eight dollars, $8.50, would be an effect
ive long-run supply price.
I do not believe that a $12 or $13 U. S. fuel
price is necessary to encourage, under present circum
stances, drilling efforts and/or even efforts to develop
oil from shale or coal tars, and, secondly, I believe it is
time that we get rid of this artificial system of one price
for old oil and a completely free price for new oil. I
think it would make a great deal of sense to have one price
for oil, the long-run supply price as can be determined
now is between seven-fifty to eight-fifty, with a tax
system that would take care of windfall profits but would
exempt the company from paying tax if it makes investments
in further development of energy resources.
The gas price also should be competitive with the
controlled fuel price at the point of consumption~ which
would mean that on a reasonable level one would have to
determine what it would be at the field.
I might incidentally mention that we apparently
still burn more than half of our natural gas production and
oil which would appear to be, under present circumstances,
perhaps wasteful.
Now, I said the price should be controlled, and I
know that the general tenor here is free prices, but I
wonder whether my colleagues would agree to free prices if it
would mean that a domestic price for oil would have to follow
a cartel-determined price abroad which at the moment is about
$10 to $11 a barrel? In many countries, it is a IS-cent per
barrel production cost, including depreciation, and I was
wondering whether my colleagues in industry would agree that
the price should be decontrolled and completely free if by
any chance a foreign cartel prings the price down to a dol
lar a barrel.
So, I believe that a persuasive case can be made
for one price for domestic oil, a long-run supply, it will
not stay the same all the time, but not a price which de
pends on t~e decision of the Sheik of Kuwait,up or down.
Now, the Project Self-Reliance will be a major
factor in terms of supply in the 1980's. However, the
United States and even more so practically every country of
the world would remain dependent on substantial imports of
oil.

MORE
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Let me now come to the second rather miserable
problem we face as of this time, and that is the problem
of the extraordinary cost of oil, foreign oil imports, and
the balance of trade defioit that is presently incurred by
every country of the world except perhaps five or six oil
producing countries.
According to best estimates, for the next year,
beginning July 1, the trade deficit will amount to between
$50 billion and $75 billion. This deficit is the same
figure, of course, as the accumulation of liquid assets in
the hands of four or five or six oil producing countries.
To put $60 billion to $75 billion into its true
perspective, let me just state that this is three-quarters
of net book value 6~ the total foreign investment of the United
States -_ .. foreign investments accumulated over 50 years,
and owned by hundreds of companies~ not by three or four
governments. It is far in excess of the total net foreign assets
of the United States, public and private.
And, to give you one final comparison, within one
year the liquid foreign reserves, gold and foreign exchange,
in a handful of oil producing countries, some of them little
sheikdoms with 60,000 inhabitants, these liquid foreign
assets will amount to more than the liquid foreign assets
of all the other countries of the world cOmbined.
This is the picture as we face it now.
Now, the investment of these oil surplus assets
and also the trade of the oil producing countries as it will
develop over time, trade, services, and sale of military
equipment, will be concentrated in a handful of countries,
five or six. That means that the oil trade deficit of the
rest of the world will, in fact, be channeled into five or
six countries, perhaps only two or three, because these are
the same countries, as was stated before,the liquid assets,
by necessity, will largely be held. If that should happen,
the United States will be the primary country, of course,
where assets will be held and where we hope trade will be
developed.

\

It would mean that if you want to avoid a large
increase in the dollar value, and a decline in our overall
exports as a result of it, inflationary pressures of all
kinds, and if we want to avoid the bankruptcy of the other
oil importing countries whose oil trade deficit we have, so
to speak, taken in, it would mean that we have to come along
and supply all the other oil importing countries with massive
funds. I hate to call them credits. I am prepared to call
them soft loans, and they will certainly, in many instances,
turn out to be grants.
What it would really mean is that we accept com
mitments in Treasury bonds through sale of our assets

MORE
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through exports, that we accept to exchange our economic
wealth in return for fundamental debt obligations, say of
India, Italy, to call countries by name, but this kind of
situation will become endemic.
The difficult part of this problem is that the
amounts are massive. It is not a one-year proposition but
a proposition where the deficits will continue for a sub
stantial number of years and increase because in five or
eight years the interest burden on the debt, certainly at
present interest rates, each year's interest burden will
add a one-year oil import deficit to it. So, you get two
years deficit for one.
It is also terribly important that whatever
efforts importing countries would make, conservation and
also development of domestic resources, so as to reduce
their oil imports, would not lead to any reduction in the
foreign bill because certainly, according to present poli
cies of oil producing countries, they would cut their
supply when imports go down so as to maintain their price
level, and it is quite logical to expect that when oil
production should go down as a result of the development of
resources in oil importing countries they would protect
their total revenue.
So, the unit price is more likely to go up
rather than down.
In these circumstances, gentlemen, I believe, even
if we like inflation, we will have a bear by the tail. It
is therefore essential.. " •• 1
Now, I like the idea of Mr. Cooper to just~incor
porate Saudi Arabia in our budget but this, to me, looks
like a statistical exercise. I don't know.wha~ real meaning
it would have except that it allows us to reduce our taxa
tion on an intellectual basis. But it is essential that we
cooperate with the relevant importing countries, especially
Germany, but probably also the UK, France and Japan, on an
assessment of this financial strength.
Are we too much concerned, or is it real? And,
there is every indication, unfortunately, that it is real.
And .then that we get together with the producing countries,
especially Iran and Saudi Arabia, for the purpose not to
combine our budgets but to establish in this dire predica
ment a new world oil financing organization to which the
strong oil importing countries would make some contribution
of cost, but the major contribution would have to come
from the producing countries who, having insisted on this
extraordinary cartel price, have been unwilling to cut it
back, cannot have their price and have us' finance it.
This proposal of this get-together, not quite the
way I suggested it, but anyhow a get-together, was in effect
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suggested by the Shah at a very early time. I don't think
he had quite in mind that his countribution might be as
high to that financing as I believe it would have to be.
I believe that the United States and Germany and
two or three other industrialized countries cannot safely
accept and politically handle the role of the main depository
of surplus oil funds and be at the same time the main benefi
ciary of increased trade with oil producing countries. It
just would not result either in an economy at home which
could be sustained nor in a recycling of $20 billion a year
in the United States and Germany which would be politically
and economically feasible.
If nothing else should work, and this is something
one has always to keep at the back of one's mind, it is per
haps necessary that we, together with the major industrialized
countries, those countries wiere the world banking centers
are located, would try to limit the inflow of surplus oil
funds to a level that would just be in line with their
trade deficit. Now, this, I believe, is the only way out.
The producing countries may well decide under those
circumstances to cut their production but if they should do
so I 'believe the danger to the whole world system, including
their own, would be too obvious that it need not be stated.
Thank you very much.
MR. GREENSPAN:
here and there.

Andy Brimmer, sort of halfway between
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MR. BRIMMER:

Thank you very much, Mr. Chairman.

Since I am halfway between here and there, I should
say that my comments must necessarily be somewhat circumspect
in one sense, especially when I respond to some of the earlier
suggestions that the time has corne for easing monetary policy.
I assume I am about at the end of the line. I would
also assume that I will not have an opportunity to corne back
today. That being the case, Mr. Chairman, I would like to say,
on the central theme that emerged from the discussion that the
economy is still poised on a narrow edge between severe
inflation and a sizeable recession, I agree that the problem
of unemployment is important, but it is still number two, and
the main problem is inflation, which is number one, although
the gap between the two may be getting more and more narrower.
I think it would be most unwise for this country to
look down the road to end inflation in the next year or two.
It has been too long in corning, almost four decades now.
Consequently, I think it would also be unwise for the country
to adopt a policy designed to restrict real growth at or
below the rate of increase in population so that real per
capita income in this country would fall. I think that is a
policy that is unwise and unproudctive, and as a minimum, we
ought to try to avoid.
At the same time, I don't think we ought to design
policies on the assumption that we have months to plan and
further months for irnplemenuation. I can accept the conclusion
that it would be unwise for the Government to launch major
steps before the conclusion of these series of conferences or
even before the turn of the year, but they are all t~;~~hings
that are in the pipeline, which I think oug~t to be aone soon
and which will be helpful.
After all, we already have some 51 cities in this
country where the rate of unemployment is already six percent
or higher. That number of areasis back to where it was at
the high point in 1970. NOW, I think it would be appopriate
to proceed with a fiscal policy which would make it possible
to find resources which I think would be necessary if we are
to get a public service employment program of a size that
counts here. Mr. Chairman, I think the bills that are already
in the pipeline ought to be looked at again. I think it would
be unwise to trigger such a program, for example, at a seven
percent national unemployment rate. I have seen some
suggestions of that. I think that would be unwise.
Moreover, based on the experience we had in 1971
1972 with the previous public service employment, I think it
would be unwise to leave to States and local governments the
decision to use whatever funds that are made available without
Federal standards.
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The record shows that some of the wrong people got
the jobs at the wrong time. Since this is a cushioning
program and not a generalized subsidy program, I think the
Government ought to look again at the question of guidelines
and standards.
I would like to say that, if the budget in fact
is cut by $10 billion, some work I have done and some other
work I have seen suggests that the impact on the employment
rate five or six quarters out would be sizeable, and the
impact on the rate of inflation over the same period would be
very modest. There would be some effect, but it would not
be particularly startling.
Moreover, the largest effect would have to came in
purchases rather than in transfers. I suggest that the Office
of Management and Budget might want to take a good hard look
at some of the expected payout from that program and then
go back and get a trade-off.
Mr. Chairman, I would like to say a couple words
about the earlier suggestion that the time has come to relax
monetary policy. I should say that since I wasn't even aboard,
I deliberately absented myself from the last two· mee.!in9~··m:::
the Federal Marketing Committee, so I would not be in a
position exposed to the direct comments on those activities,
but at a modest distance, I would say that a generalized
easing of monetary policy at this juncture or in the very
near future would be unwise.

I do not think we ought to encourage the public to
think that such an approach would be constructive and would
make a sizeable contribution toward the moderation of the
expected rise in unemployment and the moderation of inflation,
since we have to pursue both objectives simultaneously.
We ought to recall that, not too many years ago,
the Summer of 1968, the Federal Reserve did precisely that
when the income surcharge was passed in the summer of that
year the Federal Reserve hastened to ease monetary restraint
substantially. I think it was a mistake. I don't think it
ought to be repeated.
Instead, I think, while I believe I see in the
evidence some modest taking of the edge off r.estraint --'the
action yesterday I read in that way, although it may not have
been explicitly intended as such, I see it as a modest taking
of the edge off -- it contributes $400 million or so to
reserves. That will be helpful. Instead, I think it would
be appropriate for the Federal Reserve -- and I have said
this to my colleagues for a number of years now, which is
no surprise to them -- to exercise a much greater degree of
influence on credit flows.
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I personally have advocated for some time some
marginal reserve proposal. That is a long-run policy. In
the short-run, there is, on the books today, has been on the
books since Decembe~ 1969, a statute which would permit the
President to delegate to the Federal Reserve Board or to the
Treasury or to whomsoever he chooses, authority to influence,
to set guidelines, however you want to describe it, the
allocation of credit and high priority items.
If we are to be in this campaign to restrain the
economy for some time and to conduct monetary policy with
a view toward making a contribution in the campaign against
inflation, I think there ought to be greater attention to
this question of selectivity of credit rather than simply
overall aggregated credit. I would hope the Board would have
strong views in the opposite direction and might want to look
at this again.
Thank you very much.
MR. GREENSPAN:

Thank you, Andy.

Congressman Patman.
CONGRESSMAN PATMAN:
shall be very brief.

Thank you, Mr. Chairman, I

I have a statement here. If I just use excerpts
from the statement, will you put the whole statement in? It
is only two pages?
MR. GREENSPAN:

Certainly.

CONGRESSMAN PATMAN:

Thank you, sir.

I consider that the following steps should be
undertaken to combat the nation's current economic problems.
First, an immediate strengthening of the Antitrust Division
of the Justice Department should be implements, of course.
Second, the establishment of a Task Force on
Competition. This should be accomplished by legislation to
provide subpoena powers, and a Task Force shoudl be empowered
to investigate all aspects of the relationship of banking and
business corporations within the United States.
Three, the establishment of a direct loan program
for housing.
Fourth, consideration of tax incentives for savings
to help finance low and moderate income housing and to prevent
the large financial institutions from destroying the thrift
institutions through the orders of the Federal Reserve if
they are successful in getting them.
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Fifth, the immediate implementation of Public Law
91-951 by the President. The implementation should be
accompanied by a directive to the Federal Reserve System to
use a statute to allocate credit to areas of greatest need
and away from inflationary activity.
Sixth, the immediate removal of economic advisers
at all levels who have participated in policies which have led
to the current problem.
MR. SHULTZ:
that.

Should the Congressman also be removed?

CONGRESSMAN PATMAN:

The people will take care of

Seventh, the establishment of a public advisory
administration designed to provide jobs in a volume sufficient
to keep the nation's unemployment rate below five percent.
Eighth, the establishment of a program to supervise
monetary policy to prevent the mistakes which have contributed
to much of the current inflation. If the President is to be
assigned the prime role in establishing a new economic policy,
he must maintain and strengthen his power to supervise monetary
policy. We should have one regulatory agency, not three or
more, just one. The decisions of the Federal Reserve Board
must be more open to the public and not conducted in secrecy
if rational economic decisions are to be possible.
Nine, a review of all Federal credit programs with
a particular emphasis on determining the validity and effective
ness of guaranteeing loans through private financial insti
tutions. At the present time, the Federal Government is using
its number one credit rating to guarantee the highest interest
rates in the history of the United States, and this is doing
nothing to provide incentives for reductions in such rates.
Tax reform, number 10, with the primary emphasis on
providing relief for low and moderate income families who have
borne the brunt of the inflation.
Eleven, utilization of the new Council on Wage and
Price Stability and the Commission on Productivity to conduct
an intensive survey to determine ways in which productivity
could be increased and capital better utilized nation~ide.
Twelve, reexamination of exports and import policies
to determine how much activity may be utilized to hold down
prices and make better use of United States resources.
Next, may I add in conclusion, Mr. Chairman, that
I am thoroughly convinced over a period of years and for many
decades that high interest rates cause high prices and oftentimes
the prices of the goods on the shelves are raised when interest
rates are raised.
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High prices cause inflation. It is just as unwise
to try to stop inflation by raising interest rates even higher
as it would be unwise to try to put out a fire that is
destroying your home by using gasoline instead of water. So,
if you want to balance the budget for many decades to come,
the Federal Reserve has $80 billion of mostly United States
Government Securities that they are paying on from five to
$6 billion a year now -- that is the extra the taxpayers are
paying; they don't even know they are paying for that. That
is $5 or $6 billion a year when those bonds have been paid
for once. Mr. William McChesney Martin admitted that to me
on the witness stand before the Banking and CUrrency Committee.
Having been paid for once, they should be cancelled.
If they are not cancelled, when the different bonds become due,
the Treasury will have to pay for those bonds with the interest.
That will cost our Government $160 billion instead of $80 billion,
having been paid for once, and they will pay for them again.
Therefore, if you really want to balance the budget
for a couple of decades to come, just ask the President of the
United States to have those bonds destroyed, cancelled, since
they have been paid for people should not be required to pay
for them twice. That would reduce the National Debt immediately
$80 billion. It would be the most wholesome thing I think
that could be done.
Thank you, sir.
MR.

GREENSPAN:

Thank you, Mr. Chairman.

REPRESENTATIVE CONABLE: Mr. Chairman, I would like
to ask what our plans are for the rest of the afternoon. I
am sure there are members of Congress who would like to respond
in one way or another. Yet, it seems a shame to spoil the
opportunity for some interchange at this point now that the
initial statements have been made.
We are planning to have another meeting of this group,
I understand, on the 23rd. It would seem to me at that point
that perhaps some time could be set aside early in the proceeding
for some rejoinder by the members of Congress after some
deliberation.
I don't know how much time we have left this after
noon, but I would hate to see the time w&ated by our failing to
use the opportunities to tap the talents in this room further.
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MR. GREENSPAN: Let me say quickly, Mr. Conable,
that the President is due in momentarily. We are, of course,
expecting to meet on the 23rd. Let me take a minute out to
explain what I think we should be doing then.
Today, we have basically gone through individuals
and everyone has had one or more chances to discuss his par
ticular views. Hopefully, at the end of this meeting the
Ad Hoc Committee which has been set up as a group of us w~ll
determine which of the issues would probably require consider
ably more work, thought and attention. At that point we will
reschedule the meeting for September 23 with an agenda based
on what has been missing today and at that point, what will be
on the agenda are not people but issues and it will be opened
up on that question, and I restrain myself, I would like to
get involved in that if I may and I hope I can, and that will
be basically what the 23rd meeting is about.
Clearly, there will be time at that point for
members of Congress to join this question. I see no reason
why that cannot be done if you are willing, sir, to leave
until then.
REPRESENTATIVE CONABLE:

I think it would be better.

MR. GREENSPAN: For the next few minutes, until
the President comes in, merely to open up the forum, I recalled
we had two and a half hours with a sort of dummy variable but
I didn't realize that dummy variable was minus two and a half
hours. Would anyone like to make some general comments prior
to the President's coming on board? Is everyone too tired to
talk?
SENATOR DOMINICK:
Mr. Levy a question?

Mr. Chairman, could I ask

I did not get your figure. I was intrigued with the
statement that you made. Was the $65 billion or $70 billion
for this country alone or for the world?
MR. LEVY:

The oil importing countries as a group.

SENATOR DOMINICK:

The oil importing countries as

a group?
MR. LEVY:
$25 billion.
,;

The oil importing countries probably

MR. SHULTZ: May I ask Mr. Ash if the budget figures
we saw, particularly on defense, include the impact of· the cut
that came about in the Congressional consideration of the budget?
MR. ASH: The budget figures shown for defense were
those in the budget. The actions being taken now in the Congress
will have the effect, depending on whether the House or Senate
version is finally adopted, of reducing outlays, not budget
authority, reducing outlays someplace between $1.4 billion
and $2 billion from those that are in the budget.
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So, when we talk about going down from $305.4 billion
to less than $300 billion, therein lies a portion of the answer.
Certainly not all of it. As I indicated, over and above the
actions now being taken we clearly wouldn't want to recommend
or support any further reductions in the defense budget than
those that are now being contemplated by the Congress.
MS. PACE: We have been reading in the paper that
the figure this year is more likely to be $311 billion or
$312 billion. I think that creates some confusion.
MR. ASH: I should make a point that I didn't feel
I had enough time to make earlier and that is in order to
achieve the objective of getting below $300 billion, one must
be sure he starts from $305.4 billion. Congressional actions
going on even now could increase the $305.4 billion not up
to $311 billion because it depends on how you count them,
because there are all kinds of variations in what is going on,
but certainly could increase the number to one above the
$305.4 billion starting number.
So, in order to start from the starting place, first
the Congress should not increase the President's budget.
Second, affirmative action of the Congress is required even
to achieve the $305.4 billion. That is, included in the
budget were certain reductions which can only be made by
legislation which has been proposed within the budget.
Thirdly, as the President submitted, or will be
submitting very shortly, deferrals and rescissions. Under the
new Congressional Budget Act, the Congress must concur with
those because those deferrals and rescissions were also con
templated within the budget. So, it is important that the
Congress take a number of actions merely to start from
$305.4 billion.
I could have elaborated on it but I am glad you
brought it up because that is a big problem all by itself.
MR. FRIEDMAN: I want to propose a rule for the next
meeting that nobody be permitted to use the words "tight" and
"easy" for monetary policy unless he specifies what criteria
he is using and what numerical value he attaches to that
criteria. I believe all the discussion here about tight and
easy money has been very difficult to interpret because of a
failure to
(The President enters.)
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~1R. GREENSPAN:
Mr. President, we have had a rather
long and elaborate discussion while you were away. At our
luncheon meeting our ad hoc bipartisan group of economists
unanimously elected Arthur Okun to summarize the areas of
agreement and disagreement for you and a number of others will
be filling in major areas that we have identified and I have
this list here for you.

THE

PRESIDENT~

MR. GREENSPAN:

Are we at that point now?
~1e

are at that point, Mr. President.

THE PRESIDENT g Thank you very much for a long and
I hope fruitful and beneficial day. I have heard nothing but
good reports of what has happened and transpired. I am very
pleased with the information that has come to me. So, without
any further ado I think we will calIon Arthur to give a S\:IllInary.
We appreciate your willingness to stick your neck out
with such a brain trust here. t1<1ould you mind proceeding on
this occasion.
~1R. OKUN:
I am overwhelmed by this assignment. It
is obviously an impossible job, but I don't think too much can
be expected so I will plunge in.

I found, and all I can tell you is what I heard from
my colleagues, I found a surprising area of agreement on the
assessment of the outlook as I think George Shultz put it the
forecasts were so close together you could put your hat over
all of them. There really is not a wide disagreement. Qualitativel
the range is from an outlook for a flat to a slightly falling
real GNP for the next three quarters or so, followed by some
modest recovery late in 1975.
All of those points, of rising unemployment, all of
them point to some modest improvement on inflation, at least
to the upper end of the single digit range. T'Je ,.,ill lose a
digit but not very much more in the opinion of most people
here on the basis of the present outlook. In assessing what
ought to be done in writing a prescription I think the most
wide spread advice volunteered by this group was in the area
of monetary policy. At least half the group, as I counted them,
expressed the opinion that we have reached or at least are
rapidly approaching the time for a distinct change toward reduced
stringency in monetary policy. Many people who made that state
ment explicitly said they were not talking about easy money,
they were not talking about a relaxed monetary policy, they were
talking about a reduction of restraint.
I should note there were three explicit dissent on
easy money that I counted and I think you will hear from some
of the d,js f:2nters subsequently. I must say that the breadth
of the agreement on the timeliness of some shift away from
extreme stringency was striking to me. A few of my colleagues
mentioned the need for some kind of mechanical system to allocate
credit or to insure that credit was being allocated to more
socially productive uses quite apart from any change that might
be made in general ~onetary policy.
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A number of people commented on the other major tool
of Federal economic policy, namely the Federal budget. I think
the stress in discussing expenditures was on discipline, on
real system and on long-term control. I heard no one put great
emphasis on any particular number, on any particular target for
Federal expenditures as such for the near term.
I think the feeling was that within the range of
discussions of the possible amounts of Federal spending that
we will have, the lower the figure the slightly better news on
inflation and slightly worse news on unemployment, but not
qualitatively a great difference there. I think the emphasis
was on removing the area of Federal spending as a major source
of instability and worry over the return of an inflationary
environment and an excessive downward pressure on the economy.
One of the speakers did propose a sizable increase
in taxes. Three or four people thought that we should be con
sidering tax reduction for reasons I will speak of in a moment.
There was a concern expressed about the credibility of
some budgetary proposals,a warning against the use of accounting
innovations and ingenuity, or less kindly, gimmicks to achieve
any particular target.
There was some concern expressed about the efficiency
of very quick cuts in the budget in achieving the objective of
the Federal program.
A few people mentioned that they feared it might be
counter productive to make commitments to budget balance in the
face of a deteriorating and uncertain prospect for Federal
revenues that may emerge in a weakening economy. Again and again
I heard the theme of a multidimensional approach, of going
beyond fiscal and monetary policy to attack inflation on as many
fronts as possible, to try to balance the economy as well as
possible.
One approach might be called the adcinistering of
some pain killer. A great many people mentioned the need for
legislation to improve our unemployment system and other
aspects of our income maintance system. Several favored and
strongly supported the extension and creation of public service
employment programs and a few expressed slightly skeptical views
on how much if anything that could do.
A second category of proposals can be classified as
perhaps structural or micro-economic reform to improveing the
pr1c1ng and cost performance of the economy. A whole set of these
on', which there was very widespread agreement among many people
was an effort to reverse any number of ways in which the Federal
Government now unwittingly raises costs and prices in its pursuit
of other objectives. A number of examples were cited, trans
portation regulations, in the field of the import quotas and
marketing orders on dairy products. Professor Houthakker has
complied a list of 45 sacred coups in Federal legislation which
he thinks should be appropriately slaughtered to improve our
price and cost performance.
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Another area of a structural reform was the emphasis
on the supply side of the economy, improving the environment for
investment, for producing such key items as fertilizer.
There were quite a few people who addressed themselves
to a possibility of a drive for greater productivity, some
promoting it, others demoting it.
A few mentioned anti-trust as a useful tool which
could be applied more vigrous1y in areas where prices don't
respond to manifest market forces that would seem to point to
price reductions rather than increases.
In this whole area of structural reforms I had heard
lots of common sense, lots of enthusiasm. I think this is an
area where our September 23rd meeting could produce more concrete
proposals if we work on it and produce some papers, in the
meantime perhaps be able to speak more specifically about what
we think could be done in those areas.
Throughout the discussion there was a recurrent theme
stressing the need for international coordination and cooperation,
the united States role in the world, for our interest in abetting
the recycling of the petroleum dollar and promoting liberal
rather than protectionist trade and capital movement.
In the area of price and wage actions or price and
wage pensions, several people talked about a ~ajor aspect of
the problem being that of concern about the battle over income
shares between business, labor and other producing groups in the
economy. ~'1e are faced with a very understandable effort on the
part of American workers to catch up from a position where they
have been taking home a declining real income for each hour of
work during the past 18 months, but the opportunities for them
to cOatch up with larger wage increases are sharply 1imitedo
Those large wage increases if they emerge are bound to mean
further price increaseso
The question is how can labor be given any kind of
assurance and incentive to moderate its demands through the
wage route in an effort to produce some real income gains without
inflationary wage settlements
0

Three or four people stress this as a possibility
where tax cuts might be applicable, where tax cuts aimed at
the lower or middle income group might enhance the chances of
wage moderation by assuring the worker that he would get that
kind of gain in his take home pay. Related to that, of course,
is the \-1ho1e question of Government direct action to curb wage
and price increases. That is an area where quite honestly this
group is very far aparto There are lots of views.
There were a few explicit recommendations for manda
tory price and wage controls in the area of business and labor
power, in areas where there is a feeling that the market does
not necessarily work automatically. No one that I heard was
really talking about any kind of across-the-board control.
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Three or four people inferred that the monitoring process that is
envisioned by the council on wage and price stability qoes too
far in Government intervention in the wage-price process,
particularly that it could worsen behavior of both labor and
management by increasing fear of control.
In between were three or four people I heard urging
simply a greater power and perhaps a beefed up program for the
council on wage and price stability extending to subpoena power
and power to suspend pending investigation of wage and price
increases. These people expressed particular optimism that
this, if you will, jawboning effort on wages and prices could
work effecitively, could have some moderation of the present
environment because we do have a weak economy where demand
pressures are not pushing up prices, and wages and one or two
emphasized that it has a much better outlook now because of
the restoration of the moral authority in the presidency, and
that is some .. hing I think I can speak for all of us in expressing
our gratitude for as citizens as well as economists.
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THE PRESIDENT:

Thank you very much, Arthur.

After listening to that, I wish I had been here.
I will get the opportunity to see the transcripts and I
will read the comments made in the discussion.
Next, we are going to have the benefit of Kenneth
Galbraith's observations and comments based on what he heard
or what he thought he heard.
MR. GALBRAITH:

Thank you very much, Mr. President.

I think I share with everyone the feeling that
Arthur Okun has done an admirable job of summarizing, per
haps however exaggerating slightly the area of agreement.
I think» Mr. President, the question here that
divides us is perhaps the question of how profligate one is
in response to your instructions.
There is a choice here
between action in the short run and action in the long run,
action immediately on inflation and action which, in the
expression of many of my colleagues, involves requests to
be patient.
I wonder whether we should not also be reminded of
a famous observation of J. M. Keynes that in the long run we
are all dead. This may not be true of all people but per
haps it has more poignancy for people who are running for
election or re-election.
I would like to urge, and here, I think, I have
the support of Bob Nathan and one or two others, the danger
of unduly gradual action. I think there is a multiple of
causes of inflation and they should be attacked now on a
multiple front and in the long run even though you avow
more than I do the sanctity of the market we will be better
served by that action.
Specifically, I would not at the present time ease
monetary policy. It seems to me with inflation running away
as it is one cannot ask that. I would increase taxes. I
admire Mr. Ash's optimism but he is not going to cut back any
expenditures as a practical matter and, to the extent that he
does cut them back, the effect is going to be very slow~. "This
is not to deny the great effort which he is making, ,which,
I am sure, is very great, or to discourage him entirely, but
it is optimism which will not be justified by the facts.
I would certainly urge that you, yourself, in asking
for the revival of the Cost of Living Council as it is now
otherwise named conceded, in effect, the need for wage and
price controls without endorsement, and they had better be
enforced.
I, with some others here, am not terribly concerned
about the damage you do in fixing prices that are already
fixed, or even wages that are already established outside of
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the market on which we were once reared.
Finally, I would urge what I think everybody here
urges, a very energetic attack on the bottleneck areas, go
ing back to my earlier interest in agriculture, particularly
on the fertilizer problem. This is in many ways decisive.
I would urge that this be done with the energy which then
assures people in the near short run and insures business
firms that dollars are worth holding so that we do not
have the added inflationary pressure from people wanting to
spend, thinking that the dollar is something that they had
better ged rid of.
If this is done in a context where we are willing
to pay people a compasionate level of income when they lose
their jobs and provide public service employment to the extent
that this is a possibility, I have no doubt that inflation
can be brought to a reasonable level, three or four per cent,
within a year or two, also, without great suffering.
Let us not be beguiled by the fear of recession
and have that fear keep us from attacking inflation which
is, after all, the source of a great deal of suffering at
the present time.
If the energy is brought to bear, including the
energy which admits there is a need for some squeeze on pro
fits, some questions on higher incomes, my suggestion for
raising taxes would be for people above $15,000 to $20,000
so you don't upset the wage structure.
If the controls are firm, accepting again some
squeeze on margins, then I thinkwe.can work our way out of
this in a relatively short time.
I have only

one further comment.

Mr. Grayson and I are the gray-haired veterans of
controls around this table. Mr. Grayson disagrees with me
peacably on the desirability of controls.
I would like to add what I am sure is a self-serv
ing comment to Mr. Grayson. The difference is that I admin
istered controls when they worked. (Laughter)
THE PRESIDENT:

Thank you very much, Mr. Galbraith.

Under the schedule which has been handed me, we
go from Harvard to Chicago and calIon Milton Friedman.
MR. FRIEDMAN: Unaccustomed as I am to agreeing with
Ken Galbraith, I agree with him on one point: We should not
be beguiled on the danger of recession.
The United States economy is fundamentally strong
but that strength is currently being eroded by the disease
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of inflation. If that disease is not checked it will take
a heavy toll including, in my opinion, the very likely
destruction of our
personal, political and economic
freedoms. Any cure would have to be painful indeed to be
worse than letting that disease rage unchecked.
There is one, and only one, way to cure the disease,
to slow down the rate of increase of total dollar spending,
and only the Federal Government can effect that cure. It
can do so by reducing its own spending and by slowing mone
tary growth which will reduce private spending. Wage and
price controls are no part of the cure. On the contrary,
as the past three years dramatically illustrate, they are
part of the disease and one of the most damaging parts.
I therefore heartily applaud your determination to
cut Government spending. That will not only contribute to
curing inflation but it is desirable in its own right. The
American citizen is not getting his money's worth for the
roughly 40 per cent of his income that is being spent for him
by Government, Federal, State and local.
I heartily applaud, also, the expressed determination
of the Federal Reserve to slow monetary growth and even more
the appearance of actual slowing of monetary growth.
However, despite the cries of anguish about this
table and elsewhere about tight money, the slowing has so
far lasted two or three months so we cannot yet be sure the
Fed has really departed from the ever more inflationary path
it has been following for the past decade.

A more subtle problem than how to cure inflation
is how to devise sedatives that will ease the debilitating
effect of the disease and the painful side effects of the
cure. The disease produces widespread inequity and dis
torts the use of our resources. The cure inevitably in
volves a temporary period of low growth and relatively heavy
unemployment in the process of transition from a high level
of inflation to a low level.
These harmful effects cannot be eliminated but they
can be greatly eased by appropriate Government policy. First,
it is important to apply the cure gradually provided the
gradualism does not mean inaction. Second, much of the harm
from inflation and much of the pain of withdrawal comes from
unanticipated changes in the cost of and return from doing
business. These can be greatly reduced by the widespread use
of escalator clauses.
The Government can help by inflation proofing its
taxes and its borrowings and by encouraging thrift institu
tions to inflation proof their loans hereafter. The personal and
porate income tax can be inflation prooted by aULomatic cost
of-living adjustments and personal exemptions~ low income
allowance, bracket limits, the base for capital gain and the
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base for calculating depreciation. No other single step
that the Federal Government could take would, in my
op~n~on, do so much simultaneously to reduce the damage
done by inflation to promote an equitable sharing of the
burden which we all agree is an important element and to
encourage both saving by individuals and productive invest
ment by business.
In addition, the Government should end the un
conscionable bucket shop operation under which almost
every purchaser of long-term Government securities over
the past several decades has been taken to the cleaners.
The Treasury should do its borrowing, except for very
short-term borrowing, in a form that offers a return
adjusted for inflation. That would provide the ordinary
citizen of this country with some way to hold his modest
assets that would promise him a real return.
Thrift institutions are faced with catastrophe.
The political reality is that they will have to be bailed
out. The right way to bail them out, I may say as a hard
liner, with political considerations, if they were not
there I would not bail them out. I would say, let the
profit and loss system operate. But there are better and
worse ways to bail them out if you need to do so and I
believe you will have to do so. The right way to bail them
out is to subsidize part of the excess of market interest
payments to depositors over contractual interest payments
on condition that all new lending be in an inflation adjusted
form. That will assure that the subsidy is self-limiting
and that you simultaneously improve the financial structure.
My third main sedative is to assure that the
burden of inflation and the painful side effects of the cure
do not rest on our most disadvantaged citizens. It is
urgent that we improve our arrangement for welfare and for
assisting the long-term unemployed.
Unlike many of the people at this table, I believe
that the much-touted public employment program has nothing
whatsoever to contribute to this objective. If they are
non-inflationary, they simply substitute Government employ'
ment for private employment without altering the total level
of unemployment. These sedatives will ease the transition
but they will not enable us to get off scotfree. We will
still suffer harm from the lingering disease. We shall
still have the painful side effects of the cure.
~

More important, and this is a fundamental challenge
that I believe faces you and the members of the Congress,
they are not a substitute for the political courage and will
that it will take to tell the public this hard truth and to
persuade the public that the sooner we bite the bullet and
take the cure, the better.
Thank you very much.

MORE.

- 110 
THE PRESIDENT:
~V~

ask Peul

Thank you very much, Hilton.

now go back to th~ East Coast and I would like. to
of MIT to give us his summary.

Sarnu~lson

MR. SMmELSON: l"!r.
credentials are exc~llent.

Pr®sid~nt,

my middle western

(Laughter. )
N@ have had a very good summary, I t.hink, by Arthur
Okun and you pretty much have learned that when you hav~ 30
economists together that about 20 of them take a middle ground
ecl~ctic position and that about 10 of them spread toward on~
fold or the oth@r.
Dr. Okun has concentrated upon the amount of agr®~mentc
I think that is proper. L®t me say sinc~ I belong to th~ 20
ecl®ctics, first I think it is important that the Nation know that
a broad spectrum of opinion is b~ing solicited for views. Thare
is a naive notion which I think ought to be corrected that just
becaus~ the previous administration was busy in other directions
some ~asy cures for inflation were not done and you just ne~d
a smart®r bunch of p®opl®. We are now getting proof that that
is not t.h~ case.
In fact, speaking for about 20 out of 30, th~ emphasis
that we; don't hav9 o. sup~r ,nurnb~r ante problem of inflation.
We heve a problem of stagflation. It is a two-sided problem and
it hss an ~clectic approach. If I may say so in concluding,
ther~ hav~ be~n times wh~n the Head of State comes in and th~
peoplrE can spteak of many mira.cles and perhaps in a m~asure,
miracl~s can b~ don®: perhaps at the bottom of the Great
Depr(ession in this country, prerhaps in Germany at the end of
vJcrld l'lar II when the pricing system had broken dmm.
\'lSlS

But, most of the tim~ when new h~ads of state corne
in theri=:; 2re always preop1® who urge on ma.ny, do something, act,
be positive. Of cours~, do something: of cours~, act; and, of
course, b® positive. But there are a lot of things you can de
that are harmful.
I think of ~'iTinston Churchi 11, a man of blood, s~l1<eat
and tears, delscribing World Tl\Tar I \iher\5 500,000 English soldiers
w~r® lest for 15 yards at Passiondale.
Then the question was,
"G~n~ral Robinson, why did you do it?"
He said, .. I ha.d to do
somet.hing.
Hell, t.hat sort of a. thing is not. going t.o give
courage to the stock-market.
1f

I t.hink what ~7e can do, what I can do as a professional
®conornist, is to point out the trade-effs and the complicated
dimensions of the problren. t'718 ar~ in good sha.pe compared
with historical probl~ns. Nevert.heless, the messa.ge which so
many of us have corne to on the basis of studying the evid~nc:e
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is that this two-digit, lrn~ two-digit inflation has been built
up over a period of more than a dozen y~ars. The attempt to end
it now, to be overly dramatic, to say this is the last chance
for the system as we have known it is not only going to be dis
appointing but I think will be counter-productive. You are
simply going to press toohard and then the backlash is going to
go in the other direction. There is hope that we can do better.
I mean, by the way, not the public relations hope. I mean
reasoned hope based on the evidence that the normal state of
affairs is not two-digit inflation for the U.S. and not something
worse.
Now, most of the people are very frightened on that
and will have to be shown. But I don't think that we are going
to get down in the next year or th~ next couple of years to
3-percent price infla_tion, no matter if we bite every bullet
that is in sight.
I think that the meeting has been a good
meeting in airing the different dimensions of the problem. I
am encouraged by today.
THE PRESIDENT: Thank you very much, Paul. I couldn't
agree more ths.t we have to act 8.nd we have to act predicE'.t.ed on
some response and I think sound r~cornmendations which I hope will
corne as we study the recommendations that have been made here.
From what I have heard there is a minimum difficulty in the
main, in the areas of where we are, wher,~ we ca.n go and how we
ought to go there.
Just like in the political arena, I think the main
spectrum, Democrats and Republicans, is within a reasonable
latitude from one end to the other. Some in both parties do
fall into the far ends of the political spectrum. The American
people fall in the middle and they wa.nt us to take those actions,
I believe, that are within ths.t center of the overall spectrll.'l1.
No\-" we go back to
of my Alma l1ater. Paul?

th~

JI1iddle

~'1est

with Paul 11cCracken

MR. l·iCCRACKEN: li'lell, fir. Presid,ant, I think Paul
Samuelson sounded the note which is probably the most important,
namely th~t while this is, of course, a very difficult problem
and we must recognize the problem, that none-the-les9
we can see on the basis of the hard evidence '. the possibility
of turning this rising trend in the rate of inflation around
and starting it back down.
I suspect the single-most important thing is not to .
produce promptly at stable price level but to produce progress
intthat direction inste8.d of seeming to have a situation that. is
deteriorating.
Since the summaries have been excellent, I would have
only just a couple of specific comments t.o make. One of these
is the.t in setting up the Council on Nages and Prices, it might
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be wise to charge them specifically with the responsibility in
their work, their analytical work and pronouncements, with
monitoring the impact on the cost-price level of Government
programs as ~~ll as pricing decisions and wage decisions in
the private sector. That might be one way to get at Professor
Houthakker's list of 45 which I take it is the lined successor
to Senator UcCarthy's list.
(Laughter. )
The final point that I would like to emphasize here
is really an extension of Art Okun's comment about the emphasis
that has been placed here on the international dimensions. To
an extraordinary extent the U.S. economy, as Professor Cooper,
I believe, mentioned, has found itself linked to the world
economy generally for a variety of reasons -- the oil problem,
the impact of devaluation and so forth.
Itm important to have consultation and coordination
on trade policy as So shaping-up of the new international
monetary and financial system. One dimension of this which I
would '~ant to emphasize is that it is critically important to
actively further consultation and coordination in the management
of domestic economic policy in the key currencies of the world.
Otherwise, there is going to be a tendency for each government
to run for cover and try to balance out its o~m situation and
produce cumulative deterioration.
THE PRESIDENT:

Thank you very much, Paul.

It seems to me that for a ~-101verine to recognize a
Gopher is something that I am not accustomed to, but I will on
this occasion recognize Walter Heller for his observations and
comment.s from the University of Hichigan.
MR. HELLER: fir. Chairman, if you "rill accept my
recommendations I will let you take home a Little Brown Jug.
(Laughter. )
tffi.

MCCRACKEN:

I might point out we already have it.

(Leughter. )
~.ffi.

PRESIDENT: Paul, I wa.s about. t.o say that but you
can get away with it. I can't.
MORE
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MR. HELLER: Let me say, it is refreshing to be in
a White House that once again is open to a little laughter, a
little dissent and willing to face the unvarnished, and at the
moment, rather dismal ecoaomic facts of life.
You heard before you left this morning that we are
not facing a particularly happy situation for the next year.
I don't mean happy just in terms of the recession we are in.
I mean in terms of the trade-off between the recession and the
inflation.
It seems to me, the forecasts around the table sug
gest a recession that will pull us down to maybe 6-1/2 per
cent unemployment.
It is at least a 50/50 chance that the
Gross National Product next year, when the second annual Summit
Conference meets, will be below what it is today if present
policies persist.
Meanwhile, inflation people are talking about dropping
to nine, eight, seven percent at best. That is a tough trade-off.
It does not strike me as an awfully good bargain. Yet, it is
not really surprising because why should a policy that focuses
on slinging total business, consumer and Government demand be
very effective in subduing inflation that is chiefly propelled
by food shortages, by oil cartels, by supply bottlenecks and
by dollar devaluation and one that is now turning into a self
propelling price-wage spiral?
I think, to bring that kind of inflation to its knees,
as you suggested this morning, by tough monetary and fiscal
measures alone -- and I am not saying it will be the policy,
but if you were to pursue the policy of just the old-t~me
religion, suppressing effective demand, I think, in bringing
inflation to its knees, we will put the economy flat on its
back. I think this, essentially, just to hang this up, is
not enough.
We-cannot let inflation fill the whole field of
our vision. We can't practice one-dimensional economics, and
that has been emphasized by many of the participants today.
My major plea is to broaden our context, broaden our
perspective on the inflation problem in several respects.
First, recognizing this chilling fact that the price explosions
of 1973 and 1974 are now being transformed into a new price
wage spiral. We have to build an effective circuit breaker in
the spiral. That requires not a strait 'jacket of direct control, _
but, I think, it implies more clout on the part of the Council
of Wage and Price Stability.
To give it the clout it needs, I would go along with
the suggestion made that it have powers of subpoena. I go along
with Arthur Burns suggestion that it have powers of suspension.
You know, the case of really certified outlay in the case of
where they really flout the public interest, I think you need
the club in the closet, a rollback power.
MORE
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Now that may go against your free market grain,
Mr. President, but it really shouldn't because monitoring
would be focused on those powerful unions and those powerful
units that wield excessive market power; in other words, in
those areas of the economy where competition is a very poor
policeman. This would be coupled with antitrust policy. The
Government process would be a stand-in for the forces of
competition. It would not be intervention in other words in
a free market that is really functioning competitively. That
is an attempt perhaps to sell it to you but I also think it
is good economics.
Let me go on to just a couple of other points. I
do think we ought to put the price-wage restraint panel into
a broader context. It can't be just legislative. It has to
be won partly by Presidential persuasion, partly by broadening
the context of the policy of wage'price moderation. You can't
expect labor to accept a five percent drop in real earning
power without going to the bargaining table to get it back.
What can the Government offer?
It seems to me it has to offer more belt-tightening
than just a $5 billion cutback in Government expenditures. It
has to offer more than just that belt-tightening. It seems
to me we have to be really free-wheeling in our thinking here.
On the tax front several people have suggested putting
cuts either in the lower income brackets or cuts in the payroll
tax, especially for the working poor. They should be relieved
of the payroll tax entirely, if that could be laid so to speak
on the national bargaining table between labor and business.
There are some other thoughts on that I hope you will
look into further in our conference on the 23rd.
Then, I think another respect in which we ought to
broaden the perspective is to realize the energy, the harm in
the anti-inflation policy and other types of policies. For
example, take energy. Balancing the energy budget is as
important as balancing the Federal budget. Perhaps you can
work the two into one basket. That is, perhaps trying to cut
down on energy consumption partly by graduated taxes on auto
mobiles, although that is a terrible thing to say to a man
from Michigan, or on automobile horsepower, a tax on energy
use, and tax relief for the group hardest hit by inflation
and tax relief and expenditure programs that will help those
who are the victems of inflation.
You have heard a lot about supply management and so
forth. I won't repeat that. I will just wind up by saying that
a truly balanced attack on inflation should start with a program
of moderate monetary and budgetary restraint and should couple
with that, measures that would regress the grievances of sky
rocketing food and fuel prices. I urge you to consider as
part of the integral part of a compassionate anti-inflation
program not only more generous unemployment compensation, food
stamps, housing allowance, but relief from payroll taxes for
the working poor and an increase in personal income tax exemption
of low income workers.
MORE
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I am not suggesting any cut in revenues. I am
suggesting that be picked up from other sources, including
budget cuts, including tax reform. I think that distributing
the benefits and burdens of economic policy more fairly will
facilitate a more sustained battle against inflation. If we
just declare total war against inflation without taking care
of the resulting casualties, we are going to invite a public
backlash. This is a plea not to be soft on inflation but to
strike a sensible balance between benefits and cost in anti
inflation program, thereby staying within the bounds of political
and economic tolerance, thereby enabling you to win the war
against inflation not only in economic terms but in human terms.
Just a final note. I realize, Mr. President, that if
you follow the foregoing counsel it will enhance the prospect
of your election in 1976 but in the belief that partisanship
stops at the inflation door, that is a risk I will have to take.
(Laughter. )
THE PRESIDENT:

Thank you very kindly, Walter.

I think.to finalize it I would like to calIon an
old and dear friend of mine, a person who came to the Federal
Government five plus years ago, served with, outstanding success
and, I think, respect in a number of posts and positions. I
speak here of George Shultz who was Secretary of Labor and head
of that very popular organization in the Federal Government,
the Bureau of the Budget. He served as counselor, I think,
with no portfolio but helped run in the broadest sense, the
Federal Government as Secretary of the Treasury. I think his
departure was a great loss to the country as well as to the
White House.
George, would you wrap it up and give us the benefit
of your observations and comments.
MR. SHULTZ: First, Mr. President, thank you for
your most generous remarks. It is so characteristic of you
and I think we are all affected by your sense of confidence
in individuals, and one can't help but feel now that I have
the perspective out there in the country, the sense that you
trust the country and I am sure that feeling is reciprocated.
I think there is a very general view here, as has been
summarized. Obviously, we have an extremely difficult proglem
and with whatever modifications of discipline and stringency
anyone recommends, still the course that needs to be travelled
is a fairly long one and the word is discipline for the budget
and for monetary policy, exercised, of course, in a reasonably
way. I don't think that sustained discipline can be exercised
unless people do feel that they understand the problem and that
the people giving leadership have taken the trouble to under
stand it and exposed themselves to a variety of views.
In that sense, I must say I think this meeting is
a start and those that you propose are very good. I would confess
to you that I came here this morning with some skepticism about
what might happen in a room this full of people, with television
cameras and so on. As far as I can see, people have said the
same sorts of things they say in private and for most of them
in public too.
MORE

- 116 
On the whole, I think it has been a very
constructive day. I believe that a series of these will
help to educate people, not only people generally who
are watching but the people who participate in the pro
cess.
So, it seems to me, with all of the difficulties
we have, we are going to get through these problems, and I
believe that you have initiated a process that is a good
one.
Having said that, let me make one comment of a
critical sort about some of the things that have been said.
I am distressed to see the wage and price control
head stick up again. I thought we had learned our lesson
that it really didn't work out very well. But, at least a
fair number of people here seem to want to return us down
that road. I think it is a mistake. I think the more talk
that comes from Washington about guidelines and controls,
the more people in the private business sector raise their
prices and, in cases where they anticipate a tight labor mar
ket, raise their wages and salaries. So, I think it can be
quite counter-productive.
I would suggest that you follow Paul McCracken's
suggestion and have the Committee on Wage and Prices focus
some of its attention on monitoring Government and before
taking the advice of economists on what to do to labor and
management, I think we might consider forming a small labor
management committee of 10 or 12 people and listen to what
they have to say about their problems and see what advice
they have to offer before we start telling people how much
wages they should ask for and how much price they should be
charging.
In general, Mr. President, it seems to me that
this process that you have organized has all of the earmarks
of something that can be very successful in doing the main
job, namely, letting everybody see the difficulty of the
problem, letting everybody see the variety of possible things
there are to do about it and to see that whatever course we
take is going to be a difficult one but if we do have the
patience to stick with a disciplined policy we can work our way
out of this problem.
THE PRESIDENT:

Thank you very much, George.

Let me reiterate my appreciation for all of you
being here.
I must confess that when I first heard of the reso
lution that was proposed in the Senate, I was somewhat appre
hensive about an undertaking of this kind. But in the first
few hours of this Administration, I reanalyzed the suggestion
in relationship to the economic problems that have been well
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displayed here. And it seemed to me, as I tried to say in
the opening statement, this isn't a problem that only a
President can solve. It is not a problem that only the
Congress can solve and it certainly is not a problem that
anyone element in our society can solve.
So, in response to the recommendation of a bi
partisan effort in the Senate, I determined that it should
be undertaken, that it should be in the open so the American
people could see firsthand the consensus as well as the
divergencies. And this was the first group and I shared the
apprehension that some have expressed, that men of high aca
demic standing and great intellect couldn't sit in a gather
ing such as this and give a top flight presentation of the
problem and some responsible suggestion.
But I think you gentlemen and ladies have set a very
high example for those meetings that shall follow. And I hap
pen to believe that with this outstanding gathering, and
the things that have been done, those that will follow will
likewise be of the same caliber and high quality.
So, I thank you not only for what you have con
tributed, but the performance that I think has been superb.
And with those words, I think we probably ought to
conclude the afternoon session and the day's labors and
retire for a bit of relaxation and a reception and I cordially
invite y~u all to come to the dining room for such a purpose.
Thank you very, very much.
(Whereupon, at 5:32 p.m., the conference concluded.)
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