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CAPITAL SPENDING
21% JUMP!** _

Edward D. McCallum, Jr., Vice President-Research

The production metalworking industries*
will invest $4.01 billion next year in ma-
chinery and equipment—an increase of
21.5 percent over the 1971 projection.
Furthermore, this dollar amount and per-
centage increase undoubtedly is ultra-
conservative. Our survey to 6400 plants
was in the mail to their key manufactur-
ing executives three days before Presi-
dent Nixon announced his new economic
policy containing many inducements for
increased capital investment. Answers

*Considered for the purpose of this survey to be plants
reached by PRODUCTION in: Ordnance (SIC 19), Metal
Furniture (SIC 25), Fabricated Metal Products (§IC
34), Machinery, except Electrical (SIC 35), Electrical
Machinery (SIC 36), Transportation (SIC 37), Instru-
ments (SIC 38), and Miscellaneous Manufacturing (SIC
39).

were requested returned before the full
benefits of the President's proposals
could be incorporated into many com-
panies’ 1972 investment plans.

Other major points registered in the
survey:
® Cost reduction is the primary over-all
motive for equipment expenditures, and
is ranked as of first importance by 66.9
percent of the respondents. This is up 4
percentage points from those naming it
as their No. 1 objective in their 1971
spending plans.
® A surprising number of plants—25.4
percent—cite as their primary objective
an increase in capacity. This, despite the
very slight general improvement for all
respondents in their operating rate rela-




tive to capacity, 74.8 percent vs 74.2 per-
cent a year ago. Reduction of direct labor
remains the major target in cost-reduction
efforts of the responding plants, but is
not as prominent a target as it has been
in previous years; emphasis, instead, is
trending more toward reducing materials
costs, with 51.9 percent citing this as a
major objective for cost reduction.

“® The average minimum first-year return-

on-investment requirement in justifying
new production equipment is 35.8 per-
cent. And within certain industries, a sub-
stantially higher justification figure is re-
quired and is being obtained.

e Important shifts in the allocation of
equipment dollars are noted: Assembly
equipment which doubled its share of the
capital spending dollar from 7.5 cents in
1969 to 15 cents in 1971 will, in 1972, be
up to 16.8 cents of the total investment
dollar; metal-cutting machine tools will
improve their share from 29 to 29.6 cents;
but metal-forming machine purchases as
a percentage of the total will drop to 14.7
cents from 16 in 1971; plastic molding
equipment will retain approximately the
same share of the dollar it gained in 1971
even though a previously important buy-
ing industry, the automakers, are saying
the purchase of this category of equip-
ment will be at a slower pace. Other in-
dustries, obviously, are moving into “cap-
tive” molding operations and offsetting
the auto industry’s curtailment.

e There will be a drop-off in 1972 of the
general trend toward more work in-house
of operations done by contract suppliers
and/or operations consolidated from other
company-owned plants. Whereas in 1971's
plans, 55 percent of the respondents were
taking this action to occupy their avail-
able capacity, reduce costs, or improve
quality, in 1972 a lower percentage of
plants (51.8%) is making this move.

e A slightly higher percentage of re-
spondents plan in 1972 to buy numerically
controlled machines. The 27.3 percent
compares favorably with last year's 26
percent. The vast majority of these buy-
ers (86.5%) already uses NC machines.

Capital Spending Goals. Of the 47.4 per-
cent of the responding plants that will in-
crease their capital spending in 1972 (up
8.4 percentage points from last year), their
primary motivations are: need for new
machines to reduce cost (72.1%), need to
increase machine/equipment capacity
(51.6%), need to produce more good parts
to present specifications or to produce
to tighter specifications (42.2%), and
need to accommodate new operations in
the plant for parts/processes formerly ob-
tained on the outside (37.3%).

Of the 20.5 percent of the respondents
that will reduce spending in 1972 (a re-
duction from the 29% in 1971), their rea-
sons are: machine capacity adequate
(52.4%), decline in sales (42.1%), decline
in profits (27.8%). Thirty-two percent of
the responding plants will keep their 1972
spending at the 1971 level.

Among all respondents tofthe survey,

" the actions to optimize cost-gquality-ca-

pacity fall into these major categories:

® Re-arranging operations to shorten sup-
ply lines, cut in-process ‘inventory -and
material handling, 59.8 percent;

® Performing operations that previously
were done outside, 51.8 percent;

® Adopting new processes/machines/
materials that reduce process require-
ments, 44.1 percent;

e Setting up computerized praduction
control systems, 35.5 percent;

e Establishing separate production-areas
to handle special or low-volume jobs,
service parts, special orders, etc., 29.3
percent.

The specific targets for cost-reduction
efforts by all responding plants are con-
tinuing to show variations as has been
the case since 1969. Direct labor reduc-
tion is the goal for 72.7 percent of the re-
sponding plants (down from 75%); reduc-
tion of materials costs is sought by 51.9
percent (up slightly from 1971's 49%);
material handling costs are being actively
investigated by 33.7 percent of the re-
spondents; and reduction of assembly
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costs supplants reduction of machine
downtime costs as of next importance at
33.1 percent and 30.9 percent, respective-
ly. One-fifth of the respondents mention
tooling cost as an important target.

Emphasis on High Return on Invest-
ment. In view of the demands that such
non-profit-generating equipment as pol-
lution-environmental-type items have
placed on the capital equipment dollar,
PRODUCTION this year added a question
on the average minimum first-year return-
on-investment required for production
items by the respondent’s company.

The average requirement of 35.8 per-
cent first-year R-o-l that the respondent
must obtain to justify his purchase sur-
prised us. And an even more rigorous re-
quirement of 39.1 percent R-o-1 in plants
that employ 1000 or more persons was in-
dicated. Because equipment meeting the
35.8 percent first-year R-o-1 will pay for it-
self in approximately two years because
many of its costs will be concentrated in
the first year, certain types of equipment
investments clearly are precluded.

We checked with several leading manu-
facturing plants around the country to
learn the implications. Several sources
indicated they would not be surprised if
R-o-1 requirements in the future will go
higher! Their consensus of the reasons
for this tough justification standard is
that many profitable alternatives are
available for the same money and the
planners are forced to recommend only
the most profitable equipment invest-
ments for their companies. These sources
tell us they cannot or will not submit
equipment proposals earning less than a
30 percent return the first year.

A beneficiary of this tough justification
requirement is assembly machinery and
equipment. Manual assembly, with its
heavy direct labor content (remember,
direct labor reduction is the prime cost
reduction target for 73 percent of the re-
spondents), is getting increasing atten-
tion from the equipment/process plan-
ners. In many cases, automatic assembly
equipment can meet the normal R-o-l re-
quirement, and, often, it can give a

100 percent payback in the first year of
operation.

How the Money Will Be Spent. As in
1971 but showing a .6 percentage point in-
crease, metal-cutting machine tools will
capture the largest share (29.6%) of the
1972 capital equipment dollar. This will
amount to $1.189 billion.

Assembly machinery and equipment will
be the second largest item in the invest-
ment budget at 16.8 percent, or $696 mil-
lion. Metal-forming equipment at 14.7 per-
cent and $542 million will be next. Ma-
terial handling equipment will account for
7.9 cents of the capital equipment invest-
ment dollar; finishing equipment, 6.4
cents; welding/riveting/brazing equip-
ment, 59 cents; plastie. molding ma-
chinery, 3.6 cents; heat treating equip-
ment, 26 cents; and packaging ma-
chinery/equipment, 1,7 eents. The re-
maining 10.4 percent ($433 million) is
budgeted for “safety” equipment, pollu-
tion control equipment, and computers
for production control, in the main.

NC Spending Plans. The respondents
report heavy usage already of NC equip-
ment. Almost 19 percent (3741 machines)
of all NC machines put in place since
1955 are accounted for in the respondents’
plants, with 38.3 percent of the total re-
spondents averaging 8.2 NC machines per
plant.

The pattern of location of these NC ma-
chines contradicts a frequently made as-
sumption that NC is favored mainly in
small organizations because of flexibil-
ity needs. By plant size, here are the
NC machines in production metalworking
industries as accounted for in this study:
1.7 percent in plants of under-100 employ-
ees; 12.2 percent, 100-499 employees; 18.8
percent, 500-999 employees; 67.3 percent,
1000-and-over employees.

Including NC equipment in their 1972
spending plants are 27.3 percent of the
responding plants, up from last year's 26
percent. Only 13.5 percent of these will be
ordering their first NC machine(s); 86.5
percent will be adding to their NC cap-
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ability. Of the first-time NC buyers, 86 per-
cent are plants employing more than 100
persons.

Types of NC equipment to be purchased
are: turning machines, 37 percent; ma-
chining centers, 35 percent; drilling-tap-
ping machines, 32 percent; milling ma-
chines, 23 percent; boring machines, 13
percent; punching machines, 11 percent;
profiling machines, 6 percent; benders, 4
percent; and other types of machines, in-
cluding measuring, assembly, riveters,
etc., 11 percent. Interestingly, NC punch-
ing machines show a 50 percent increase
in demand from a year ago.

Ninety-four percent of the respondents
planning to purchase NC are in Standard
Industrial Classifications 34-38, inclusive.
Of- these, Machinery;  except Electrical
(SIC 35), leads With 44 percent of the total
response, followed by Electrical Machin-
ery (SIC 36) with 24 percent, Transporta-
tion Equipment (SIC 37) and Fabricated

Metal Products (SIC 34) with 10 percent,
and Instruments (SIC 38) with 6 percent.
Ordnance (SIC 19) with 3 percent, and
Metal Furniture, Primary Metals, and
Miscellaneous Manufacturing make up
the remainder.

What the Plants Increasing Their Spend-
ing Will Do. The plants that are increas-
ing their capital equipment investment in
1972 will, on the average, spend 30 per-
cent more than the typical respondent.
Of the plants employing less than 100
that will increase their spending, they'll
average $21,000 more spending than those
holding the line or decreasing their spend-
ing. Plants employing 100-499 will average
$53,000 more; plants employing 500-999
will average $106,000 more; and plants
employing 1000 and over (12.8% of the
responding total) will spend $157,000 more

How Production Metalworking Industries Are Shifting Their Capital Spending Patterns
1972 vs 1971
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. (By Industry)
Fabricated
Moetal
Products
78 - (SIC 34)
77.3%
| 774 ¢ M:ig'en:tw
i Electrical
| , 1 (sic 35)
76 i ‘ 75.6%
{ I EETETTTEY
75 SRR e TE AT T ST 3 e r g 74.8% (Average, all plants)
s : i | f 8 Eelest T 743%
i 74 4 2 3 f 4 B | Instruments
| £ : : B nd 73.4% it
| - ©ragw .- Voot
: a ! Electrical (SIC 37)
72 : Machinery
' £ 4 (siC 36)
g 71 ‘ 2
70 -
| 2
A | : 2
s5] EoEitaa
64.8%
Ord :
64 1 (su':“:'gf e
1 i Ordnance (SIC 19). Plants reflect, generally, the DOD and NASA cutbacks.
Fabricated Metal Products (SIC 34). Bright spots are Hardware plants with operating rate of 79.1%,
Metal Sanitaryware (87%), Fabricated Structural Steel (78.4%), and Fabricated Wire Products (83.0%).
i Machinery, except Electrical (SIC 35). The industrizs of Steam Engines and Turbines (85%), Internal
3 Combustion Engines (83.0%), Qil Field Machinery (89.0%), Pumps and Compressors (79%), and Re-

& | frigeration Machinery, including air conditioning (78.5%), are out-performing the industry average.
~i. On the downside, Metal-Cutting Machine Tool buildzrs are operating at 68% and Metal-Forming Ma-
i chine Tool makers at 66% of capacity.

; Electrical Machinery (SIC 36). Switchgear and Switchboard Apparatus (79%), Household Appliances
(80%), Lighting Fixtures (86%), and Engine Electrical Equipment (82%) are the bright spats.
Transportation Equipmznt (SIC 37). Metor Vehicle Manufacturers (83%) and Motor Vehicle Parts and
Accessories (77%) almost offset Aircraft (51%), Aircraft "Engines (65%), and Aircraft Parts (64%).

Instruments (SIC 38). Mechanical Measuring Devices and Automatic Temperatufe. Controls operating

at 80% are the strong performers.

per plant, on the average, than plants of
the same size that plan to spend the same
or fewer dollars in 1972.

The plants employing 1000 or more and
increasing their spending deviate from the
total respondents in the following areas:
® They will spend more for increased ca-
pacity than the typical respondent—87.9%
vs 71.6%;
® They are more interested in computer-
ized production control than the typical
plant—51.6% vs 355% is currently set-
ting up or planning to set up such a sys-
tem;

e Of these larger plants, 61.1 percent cur-
rently operate NC machines compared to
27.3 percent among the total respondents,

and they operate 32.2 percent of-the total
NC machines reported in use by all re-
spondents.

® Eighty-three plants in this total group
of plants with over 1000 employees and
planning spending increases will buy one-
quarter of the production metalworking
industries’ NC machine total. And their
participation in the anticipated purchases
is as follows: 25.6 percent of the NC mill-
ing machines, 23.4 percent of the NC drill-
ing-tapping, 27 percent NC boring, 17 per-
cent of NC turning, 25 percent of NC pro-
filing, 39 percent of NC punching, 14.4
percent of NC bending, 28 percent of NC
machining centers, and 39.4 percent of
all other NC equipment. n




THE COMPONENTS OF GROSS NATIONAL PRODUCT
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THE PERSONAL SECTOR Chart VII
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THE BUSINESS SECTOR Chart VI
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THE INTERNATIONAL SECTOR Chart X
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THE FINANCIAL SECTOR Chart XI
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Chart 9
Productivity, Wages, Unit Labor Costs, and Prices
U.S. Private Economy

Per Cent changes over same quarters of prior year; contractions and first two years of expansion.
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Can the U.S.

A Tough, New Carrot-and-Stick Policy of Trying Harder

The Japanese official was politely regretful.
“Raw materials, yes,” he told the New York
businessman, “we would very much be inter-
ested in buying more raw materials. But Amer-
ican manufactured products—well, if only the
quality were more dependable . . .”

The British journalist snorted. “When did
you last see a ‘Made in America’ sign?” he said.
“Refrigerators, washing machines, freezers—
the Italians have taken over.”

“To a Detroit auto man, small means cheap,”
complained the California driver. “GM builds
fine small cars somewhere else, like the Opel
in Germany. But for some crazy reason, they
can’t design as good a car in America.”

F or a nation long conditioned to a comfortable
economic edge in the world, such com-
ments still come as a jarring shock. But they
signal a new reality, forged in a hot new com-
petitive fire and sealed by last year’s dollar de-
valuation: the United States is no longer the
unchallenged leader in the economic world.
Even after the devaluation, the nation has been
put on notice to pull up its socks, mend its wast-
rel ways and buckle down to genuine competi-
tion with the world’s new commercial powers.
And for all the proud U.S. history of financial
innovation, technological superiority and entre-
preneurial daring, there are experts who fear
that America could fail the test.

Chief among them are the men in the Nixon
Administration. Indeed, Mr. Nixon’s most in-
fluential aides seem committed to a twentieth-
century version of mercantilism—the national-
istic policy of buttressing political strength with
economic muscle by subsidizing production and
exports, discouraging imports and hoarding the
resulting trade surpluses. As far back as Adam
Smith’s day, mercantilism was exposed as a
logical fallacy. But as Mr. Nixon’s men see it,
that in cffect is the way the trading game is
being played, and they will play that way, too
—until everyone can agree to change the rules
and behave sensibly.

Accordingly, the Administration has enacted
a set of tax credits and subsidies for industry in
an effort to stimulate American exports. It has
moved to curb imports by persuading foreign

- ‘countries to limit “voluntarily” their sales of tex-

:Newsweek, April 24, 1972

tiles and steel in the U.S. It is increasing gov-
ernment support for civilian research and de-
velopment. And above all, Mr. Nixon is moving
the government into comprehensive, long-
range economic planning. Henceforth, declared
Treasury Secretary John Connally in a major

policy speech in New York last month, foreign -

economic policy must receive “the same inten-
sive effort which, until now, has been princi-
pally reserved for foreign military and political
policies.”

Can the U.S. compete successfully in the
new trading world? The question is vast and
complex, and final answers won’t be in for a
decade or more. But recent experience hasn’t
been encouraging. Between 1960 and 1970,
the U.S. share of world exports actually de-
clined, from 16 per cent to about 14 per cent.
By 1970 this country was actually exporting a
smaller percentage of its manufactures than it
had ten years earlier, and West Germany had
replaced the U.S. as the world’s largest export-
er of manufactured goods. At the same time,
imports were skyrocketing, rising by 23 per
cent between 1967 and 1968 alone. By the late
1960s, Americans were buying an unprece-
dented volume of their products from overseas
suppliers. Almost 100 per cent of all tape re-
corders and 35-mm. still cameras, 70 per cent
of the radios, 49 per cent of the sewing ma-
chines, 40 per cent of the glassware and more
than 15 per cent of all the automobiles sold in
the U.S. now come from abroad. And the U.S.
balance of trade, reflecting all these trends,
tilted from the hefty surpluses of the early
1960s to the $2.9 billion deficit recorded last
year—the first American trade deficit since the
late nineteenth century (chart, page 64).

A Bid to Stop the Tide

To be sure, the huge trade surpluses of the
1950s and early 1960s were by definition ab-
normal, reflecting the postwar reconstruction of
Europe and Japan. As vice president Edward
Littlejohn of Pfizer, Inc., put the current case
to NEwsweek's Stephen F. Cole, “You can’t
say that we've fallen behind but that the bal-
ance of the world is restored.” Still, the newly
feisty competitive forces tend to trigger explo-
sive responses. In the U.S., for instance, the
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The beepening Trade Crisis ...

The clearest measure of the growing U.S. failure to compete
successfully in the economic world is its new trade deficit—the
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tide of imports has unleashed a wave of
protectionism among threatened indus-
tries and organized labor, which argues
that 1 million or more jobs have been lost
to cheap foreign wage rates. At the ex-
treme, such protectionist measures as the
current Burke-Hartke bill could plant a
forest of trade barriers around the U.S.,
touch off retaliatory measures by other
nations and curb both the growth of
world trade and the expansion of Ameri-
can industry abroad.

Not that the protectionist danger is
one-sided. Commerce Secretary Peter C.
Peterson is also worried that the Euro-
pean Common Market is becoming a pro-
tectionist bloc with an expanding set of
preferential arrangements that will ex-
clude US. goods from some of the
world’s major markets. And Peterson is
concerned that the nation may not be
able to pay for the massive imports of
raw materials and fuel supplies that it
will require in the not-so-distant future.

At bottom, however, Mr. Nixon’s men
see the need to compete as a political
imperative. Without a solid source of in-
come from trade, the U.S. might not be
able to continue both its corporate invest-
ment overseas and its vast military ex-
penditures all over the world—a combi-
nation that accounted for an $11.5 billion

Robert Ritter
drain in the U.S. balance of payments
last year. “If you're in a competitive de-
cline, you can’t go on splashing out that
sort of money,” warned one British econ-
omist recently, and the Administration
clearly agrees. When friends ask CIA di-
rector Richard Helms whether he wor-
ries more about potential slippage in the
American diplomatic or military positions,
he answers: “I worry more about our
economic position. If we can’t hack it
economically, we’re not going to hack
it any way.” And Peterson reminded
Newsweek's Rich Thomas recently: “It
is hard for any country without economic
strength to have any political influence.”

For all these alarms, it is far from clear
that the U.S. is in any long-term trading
trouble at all-and there is no lack of
optimists to proclaim their faith. “I really
feel there are lots of opportunities,” says
William P. Doolittle, vice president of
Hewlett-Packard Co. in Palo Alto, Calif.
“It’s just up to American industry to ac-
cept the challenges. We haven’t got a
chance if we sit back and cry and say
the other fellow has an advantage.”

In this view, most of the deterioration
of the American position came during
the late 1960s—mainly because of the
economic effects of the Vietham war.
The rapid escalation of 1965 overheated

... And How It Got That Way

The fat U.S. trade surpluses of the early 1960s were based on marvels
of efficiency; the labor cost per unit of production actually shrank. But
in the second half of the decade unit labor costs rocketed in the U.S.
/ whﬂe some competitors—especially Japan—were raising efficiency.
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the economy, producing a burst of do-
mestic demand and a steep rise in U.S.
imports. And the wartime inflation coin-
cided with a slowdown in other major
countries that cut into the demand for
U.S. exports, exaggerated the swing in
the trade balance and kept a lid on wage
demands by overseas workers. The im-
pact of all this on U.S. labor costs was
startling: while labor cost per unit of out-
put had actually declined in the first
half of the decade, it soared by 21 per
cent in the next five years (chart, be-
low), raising prices of U.S. products on
the world’s markets and paving the path
for new waves of foreign imports.

Hopefully, that burst of inflation is be-
ing checked by Mr. Nixon’s wage and
price controls—and if so, the normal pat-
tern is that the U.S. has always run a
slower rate of inflation than other major
countries. Indeed, there are signs that
the past is already reasserting itself.
In Europe last year, unit labor costs rose
from 6 per cent in France to 14.5 per
cent in Italy, compared with only 2.5
per cent in the U.S., and German manu-
facturers have had to raise prices four
times in the last two years just to keep
up with rising wages. Ironically, cries are
now being heard within Europe that the
Europeans are pricing themselves out of
world markets.

The Blessings of Going Broke

In large part, the improving U.S. out-
look reflects the effects of last year’s
devaluation—a move that makes U.S. ex-
ports cheaper in terms of foreign curren-
cies at the same time it raises the dollar
price of foreign goods on the U.S. market.
Historically, it takes two to three years
for a devaluation to have its full effect on
trade. But U.S. export orders have al-
ready shown a decided rise. American
companies have just edged out Japanese
competitors for a power-generating con-
tract in Guam, and in the Ivory Coast,
U.S. interests outbid Japanese contrac-
tors three weeks ago to build a $63
million sugar-cane development project.
Japanese television manufacturers say
that U.S. demand for their products is
declining because of their higher prices,
and national forecasts indicate that Eu-
ropean export growth will mose down-
ward in 1972.

The narrowing gap in costs has also
persuaded a leading Swiss company to
consider manufacturing large electrical
generators in the U.S., and American
officials in Europe report a sharp up-
swing in inquiries about opportunities for
foreigners to invest in the U.S. And in a
startling reversal of recent history, Amer-
ican officials in Tokyo even see a market
there for American consumer goods such
as recreation equipment and kitchen ap-
pliances. Says one U.S. aide: “When you
take a visiting American businessman
through a “department store here, his
eyes light up when he sees some of the
price tags.” “The only problem,” adds a
Japanese economist, “is trying to inter-

(Continued on Page 66)
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(Continued from Page 64)
est these American firms in exporting.”

The benefits of devaluation, however,
are only one reason for optimism about
long-term U.S. trading prospects. In
truth, the U.S. has never competed pri-
marily on prices, relying instead on
unique products, quality controls and
advanced technology to sell goods. And
while there are signs that the techno-
logical lead is dwindling, there are still
dozens of areas, from agriculture to
nuclear generating plants, where the
U.S. remains supreme. Indeed, U.S.
technicians are mounting successful
counterattacks to recapture lost markets.
Several years ago, the Japanese seized
upon U.S. transistor technology and used
it to dominate the market in electronic
calculators. But this month a small Cali-
fornia company, Commodore Business
Machines, will begin marketing a desk-
top calculator in Tokyo that undercuts
Sony’s price for a comparable model.
And Hewlett-Packard’s new battery-
powered HP-35 pocket calculator, priced
at $395 and built around miniaturized
integrated circuits, is designed to com-
pete with a desktop Japanese model
priced at $1,500.

The U.S. also has a strong lead in the
exporting of services, from banking and
accounting to food handling, franchising
and management consulting. And al-
though these “invisible” exports don’t
show up on the usual trade-balance fig-
ures, they can be expected to grow in-
creasingly important as the U.S. economy
becomes less focused on physical produc-
tion and more attuned to services.

In fact, the trend to service exporting
may well be the U.S. path to long-term
success. The trade balance itsclf is im-
portant largely by hallowed tradition,
and a surplus there is useful mainly to
offset red ink in other accounts. Barring
a mindless return to mercantilism by all
the world’s nations, nobody really wants

66

The multinational corporations: More investments, fewer exports?

to pile up ever-increasing surpluses at
the expense of others. The goal for all
is a rough equilibrium in each nation’s
total balance of payments. And as many
economists now see it, the U.S. is in the
process of becoming a “mature creditor”
nation that can finance chronic deficits
in trade with its invisible exports of serv-
ices and the dividends it gets from over-
seas investments. The U.S. is already
earning more than $7 billion a year in
investment income, and by 1975 this sum
may grow to $17 billion in dividends, fees
and royalties. Other nations argue that
they will need to sell more than they
buy from the U.S. if they are going to be
able to pay that bill. ,

Making Less, Enjoying It More

Although the trend implies a decline
in many U.S. manufacturing industries, a
number of economists argue that it will
actually result in more jobs in higher-
paying, more satisfying high-technology
areas and in the services. “Of everything
we consume,” says economist Lawrence
Krause of the Brookings Institution,
“physical products are going to be a de-
clining portion, imports or not.” And in
this view, it would be inefficient folly to
spend U.S. money to subsidize the con-
tinued production of something that oth-
er nations could produce more cheaply.
As Princeton economist William Bransen
puts it, recalling the recent textile agree-
ments setting “voluntary” quotas on im-
ports from the Far East: “I hate to see
our relations with Japan endangered to
save an industry that ought to be phased
out anyway.”

But if this is the trend of the future,
it is bound to be a long time ripening. In
the real world, such theoretical truths
tend to make slow headway against the
realities of a domestic textile lobby, the
strategic needs of the Defense Depart-
ment and the shifting alliances of Presi-
dential politics. Morcover, there is a nest

of very real and intertwined uncertain-
ties that makes forecasting more than
usually hazardous. Until these questions
are answered, it would be rash indeed
to ignore the downward drift of the
trade balance and assume that every-
thing will somehow come out all right.
The main unknowns:

m Trade barriers. Although the U.S. prob-
ably has more tariffs, quotas and non-
tariff barriers on industrial products than
the Common Market has, the Admin-
istration complains that the European
Economic Community’s agricultural pol-
icy has resulted in a loss of $200 million
to $400 million each year in U.S. agri-
cultural exports. And Washington figures
that the 1965 U.S.-Canadian auto agree-
ment, which contains a number of “safe-
guards” to prevent Canadians from buy-
ing American-made cars, has turned a
U.S. auto-trade surplus of $562.8 million
in 1964 into an estimated deficit of $300
million in 1971, Even more irritating is
the vast complex of protectionist devices
surrounding Japan, which are especially
rigged against imports of manufactured
goods. Unless such trade bagriers are low-
ered, they will continue to distort the
world’s trade figures—but the major na-
tions have only recently agreed even to
discuss the issue.

= Multinational corporations. In the past
ten years, major American corporations
have focused less on exports than on
building plants and producing goods
overseas. Between 1960 and 1970, for
example, the value of American invest-
ments abroad rose from $32 billion to $78
billion, and almost 3,600 American com-
panies now have at least one plant over-
seas. According to AFL-CLO chief econ-
omist Nat. Goldfinger, fully 25 per cent of
all U.S. trade today consists not of trans-
actions between a U.S. company and
foreign nationals but transfers between
divisions of these multinational corpora-
tions—with the type of goods and their
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prices determined by the company’s in-
ternal needs  and  tax  considerations,
rather than by the dictatess of interna-
tional competition.

The largest multinationals have recent-

Iy publicized a torrent of studies, at-
tempting to head oftf controls by proving
that their investments actually stimulate
American exports, but the labor unions
and many economists are convinced that
U.S. manufacturers abroad not only dis-
place exports but export jobs as well. Un-
til more is known about how multination-
al investment influences trade and pro-
ductivity, long-range policy can’t be set.
u Productivity trends. Before the dol-
lar devaluation, American workers still
turned out-at least 20 per cent more
goods and services per man-hour than
workers in other leading nations. But that
gap had already narrowed sharply dur-
ing the late 1960s. Some analysts argue
that the relative decline was only a tem-
porary result of the business cycle, as
U.S. companies overinvested during the
Vietnam boom and allowed their work
force to swell and sag. They point out
that productivity registered a strong 3.6
per cent increase last year and is expect-
ed to show another big advance as eco-
nomic recovery continues in 1972. But
pessimists fear that more basic structural
trends are at work, reflecting a decline
in high-productivity jobs and a new lack
of will to work hard and compete (box,
page 65).
m The technology gap. Historically, U.S.
manufacturers have competed success-
fully against cheaper foreign goods only
by maintaining a constant flow of new,
technologically advanced products, from
the sewing machine to the computer. As
Prof. Ray Vernon of Harvard has pointed
out, America’s trade problems center in
older industries that have lost their inno-
vative drive, such as clothing and steel, or
in products like vitamins and transis-
tors in which the U.S. has lost a techno-
logical advantage to foreign imitators.
Yet he and many others see evidence that
the time lag between the introduction of
a new product and its diffusion to manu-
facturers around the world—the period
in which innovators can exploit their lead
—is growing shorter. “When I was in busi-
ness in the early 1950s,” an American
official in London said recently, “we used
to allow five years before the Europeans
would catch us up. By 1963 it was about
two years and now it might be less than
one year in some cases.”

Even worse, some. experts believe that
the traditional U.S. lead in advanced
technology may be eroding. To be sure,
the U.S. has spent hundreds of billions
of dollars on research and development
over the past twenty years, and total
R & D expenditure today is close to $30
billion a year—three times that of West-
ern Europe and eight times that of Japan.
But the U.S. may be getting too little
bang for its buck. Many research dollars,
and most of the skilled manpower, have
been devoured by the military for re-
search with little practical application.

Newsweek. April 24. 19792

And civilian R & D, as a percentage of
GNP, lagged behind efforts of Western
Europe and Japan in the last decade.

Given all these worrisome unknowns,
the dominant forces within the Adminis-
tration have begun a major new drive
to make sure that, whatever the ulti-
mate answers, the U.S. will not fritter
away its economic muscle. And entire-
ly apart from the trade issue, some of
the steps they are taking will clearly be
beneficial to the nation.

BUSINESS AND FINANCE

The Commerce Department, for ex-
ample, is trying to anticipate the long-
range ecconomic future by projecting
U.S. raw material and fuel requirements
over the next fifteen years and planning
ways to insure that those needs will be
met. The Administration also plans to in-
vest in the future with its “technology-
enhancement” programs, which include
$40 million in seed money for civilian re-
search and development, a re-examina-
tion of U.S. patent policy to encourage

The question of whether the U.S.
can compete not only divides the
nation’s experts but underlies a sharp
new rift within the Administration it-
self. Under the aggressive leadership
of John Connally, supported by Sec-
retary of Commerce Peter G. Peter-
son, the Treasury Department is try-
ing to gather all of the tangled reins
of foreign economic policy into its own
hands for the long, tough drive to re-
store America’s competitive superiori-
ty. The principal object of Connally’s
wrath is the State Department, which
he has publicly implied is a nest of
“ponderousness” and “in some sectors,
innocence,” and the antagonism has
grown so hot that Connally has told
colleagues that he would like to cut
State entirely out of the crucial trade
and monetary talks that lie ahead.
Some coordination of the foreign
economic policy apparatus is clearly
necessary; Harald Malmgren, one of
the two newly appointed U.S. trade
negotiators, estimates that there are
now at least 60 conflicting authorities
in that field. But as State sees it,
Connally’s move is a naked power
play. “Let’s face it,” says one senior
diplomat, “Connally is trying to domi-
nate U.S. foreign economic policy. He
is a very strong man, but he has tun-
nel vision. Economic policy is just one
aspect of over-all American relations
abroad; it is not an end in itself.” Con-
nally’s rough handling of traditional
European allies has these officials par-
ticularly incensed. “All this talk that
we've been taken in by our allies, all

Connally, Peterson: One in the eye for the State Department
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this behavior as if we’re blind adver-
saries, is just unprofitable posturing.
It’s worse, because it gets everyone
mad,” snaps a former State official.

Still, Connally and Peterson insist
that State is soft on trade issues. One
high Administration source close to
Commerce recalls that some of State’s
commercial attachés, asked to send
in detailed reasons why U.S. industry
was not selling more to their coun-
tries, sent elaborate explanations and
defenses of all the foreigners’ non-
tariff barriers. “You know in your
heart that the State Department is on
your side,” he comments, “but some-
times you just have to wonder.”

Wrangle: At the moment, the focus
of the battle is the Commerce De-
partment’s effort to assume new au-
thority over the commercial attachés
in U.S. embassies abroad. This wran-
gle has now gone to a special commit-
tee headed by President Nixon him-
self, and it seems that State will
probably retain nominal control of
the attachés, although they will re-
port directly and continuously to Pe-
terson as well as to State.

On the negotiating front, Connally
has succeeded in bringing both trade
and monetary policy under his own
command. Temporarily at least, the
State Department is maintaining a dis-
creetly low profile, and even such a
notable bureaucratic infighter as Hen-
ry Kissinger has agreed that Connally
should carry the ball in economic ne-
gotiations. Barring an upset, he will
get his way.
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WALL STREET

f American industry is becoming less

competitive, can investors capi-
talize on that trend?

It may sound unpatriotic, but there
are numerous ways it can be done—and,
in fact, is being done—although they
present problems of their own.

One obvious way is to buy the stock
of a company that is giving its U.S. com-
petitors a hard time. And, judged by
American standards, there are tempting
bargains overseas. Focusing on Japan,
cause of .a great portion of U.S. trade
woes, Arthur Lipper Corp. comes up with
these interesting comparisons: Eastman
Kodak’s earnings have risen 21 per cent
during the past five years and its stock
sells for 45 times earnings, but Fuji Pho-
to’s profits have jumped 199 per cent
and it sells for only ten times earnings;
Caterpillar’s net has gone down 15 per
cent and it sells at 24 times earnings vs.
a 48 per cent gain in net and eleven
times earnings for Komatsu, a compa-
rable Japanese firm; and General Mo-
tors, with an 8 per cent profits gain in five
years, sells at thirteen times earnings
while Toyota, with a 160 per cent rise in
profits, sells at an only slightly higher
fourteen times earnings.

LACK OF INFORMATION

Some foreign stocks are available in
the U.S.—listed on the exchanges or sold
over-the-counter—but investors must buy
them overseas in most cases. Either way,
notes Dimitri Villard of Havenfield
Corp., “American investors won’t get the
same degree of information that they’re
used to in this country.” This handicap is
compounded if the trading is done in
overseas markets, Villard adds, because
they aren’t nearly as liquid as the U.S.
market and they are more vulnerable to
sharp declines on bad news. In addition,
notes Alexander Schwartz of Bache &
Co., an American who buys a foreign
stock pays a price penalty. If he buys it
from a foreigner, he must pay the inter-
est-equalization tax of a bit more than 11
per cent. And if he buys it from an Amer-
ican owner, he pays a premium price.

MAKING IT OVERSEAS

BY CLEM MORGELLO

owned shares of Matsushita closed at
$27.50 on the New York Stock Exchange
while foreign-owned shares went for
only $25.

If these problems deter an investor,
there’s another tack that he can take:
buy the stock in American firms that have
import and distribution agreements with
foreign companies. For example, Amco
Industries is the exclusive distributor of
Toyota cars and trucks in fourteen states;
Geon Industries distributes replacement
parts for 95 per cent of the foreign cars
in the U.S. and Telecor, 'Inc., has exclu-
sive marketing rights to Panasonic prod-
ucts in twelve states. Many of these
stocks have performed very well, For ex-
ample, Telecor is selling at more than
three times its 1970 low and Amco is
selling for almost five times its 1970 low.

RENEWAL PROBLEM

But there’s a problem, here, too, notes
Leo Lancer of Bruns, Nordeman: distri-
bution contracts expire, and there’s al-
ways the chance that they may not be
renewed. Lancer cites the case of Super-
scope, a onetime hot stock that is sole
U.S. distributor for much of the Sony
consumer electronics line (but not its TV
sets). Superscope took on the Sony line
when it was little known in the U.S., but
it'’s now tangled up in lawsuits with Sony,
raising doubt that its distribution agree-
ment will be renewed before it expires
at the end of 1974.

There are still other ways to try to
capitalize on the competitive gains and
faster growth rates of foreign companies.
The Lipper Corp.’s Arthur Lipper III
suggests “the portfolio route”—investing
in mutual funds or closed-end funds that
hold foreign securities. There are many
mutual funds in Japan, his area of prime
interest, but Lipper is not impressed with
their performance. So he suggests funds
based outside Japan—such as this coun-
try’s Japan Fund and Canada’s CSM
Fund. On still another tack, Maurits
Edersheim of Burnham & Co. believes
“multinational companies are the way
to go . . . the best way to play growth

Last week, for example, American- abroad.” Firms such as IBM, National
Cash Register and CPC International
R have, indced, taken advantage of over-
THE WEEK'S ACTION AL 08 seas expansion and now receive 50 per
Closs cﬁg":ée cent or more of t.h('ir net from ;11)1'(.);1(1.
i SO it . 805 Thc.ull_lmutc insult, of course, is to try
NYSE Composite 61.28 4.20 to capitalize on 'thc growing uncompeti-
AMEX 28.53 +.22 tiveness of U.S. industry by selling short
NASDAQ Composite 133.88 +2.08 the stock of a company that is suffering
Volume in millions of shares from foreign competition. But luckily for
such companics, short selling goes against
SERE e BNEX 35:4 HASROQ SBE2 the grain of most investors.
[
70

private  exploitation  of

government-
owned patents and a search for foreign
patents that could be adapted here.
Commerce has also embarked on a
massive export-promotion drive, aimed
primarily at the small and medium-sized
U.S. companies that have never been

export-minded. Overseas sales promo-
tions have intensified, and Peterson has
launched an intensive research program
to produce solid information as to which
American goods have potential export
markets. The Administration has also in-
creased the lending authority of the Ex-
port-Import Bank, and according to Har-
old Scott, Assistant Commerce Secretary
for International Trade, the U.S. can
now match “the commercial credit pro-
vided by our major competitors.”

The Controversial Counterattack

To hold the outright protectionists at
bay, the government has also revitalized
its enforcement of the Anti-Dumping
Act, designed to prohibit foreign manu-
facturers from selling their products at
lower prices here than in their home
markets. And to soften the blow of im-
port competition, the Nixon group is pre-
paring a long-overdue bill that would
make it easier for injured communities,
companies and workers to receive ad-
justment assistance, such as job retrain-
ing or aid in obtaining a new industry to
fill a vacant plant.

So far, so good. But other weapons in
the Administration’s arsenal are far more
controversial, and could wind up being
costlier than any C-5A. Last year’s invest-
ment tax credit, the acceleration of de-
preciation and a new law that allows
companies to defer taxes on their ex-
port income will cost the Treasury an
estimated $6.2 billion in lost revenues,
with no assurance at all that the meas-
ures will actually increase either exports
or productivity. Many experts believe
that such programs simply amount to
enormous  giveaways, draining public
funds that are badly needed for press-
ing domestic problems. “What we are
doing is economically wasteful,” says
economist Lawrence Krause. “This crazy
export-promotion business can only ben-
efit the shipping business.”

Moreover, the Administration’s insist-
ence on lumping together negotiations
on trade liberalization and world mone-
tary reform, with the aim of using the
reform issue to extract more trade con-
cessions, has isolated the U.S. from all
of its major allies. Last week, for ex-
ample, Under Secretary of the Treasury
Paul Volcker was bluntly told in Tokvo
that the Japanese and Europeans agree
that the trade talks should be conduct-
ed separately. Nonetheless, Connally s
holding firm. “We did all right with pari-
ties last fall but we did not do well in
the other areas,” savs one of his aides.
“Ultimately, we simply have to have an
over-all forum in which trade, monetary
reform, aid and defense arve all consid-
cred as one.”

Government spokesmen defend  these

Newsweek, April 24, 1972
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controversial tactics by insisting that “the
law of the marketplace is the law of the
jungle,” as Scott puts it. “It doesn’t do
any good for us to say to our competi-
tors, ‘Stop cutting vour prices’,” he says.
“While we talk, they will go on doing
all the business. We have to become idi-
ots like them, and give tax concessions
on exports like they do. At some point,
they may be willing to agree that we're
both idiots and then agree to cut it out.”

“That is just no sensible way to run in-
ternational affairs and policy,” replies
Krause. “The U.S. has to provide the
leadership away from this nonsense, not
toward it.” Economic nationalism, as
Krause and others see it, can only injure
the world’s consumers; for the U.S. to
take up that cudgel now would be to
fight a futile delaying action against its
own economic trends. If the nation is in-
deed becoming a “mature creditor coun-
try,” it will more than ever need a coop-
erative world with free flows of goods
and capital.

In logic and sense, of course, free
trade has been the best possible answer
ever since Adam Smith’s day—and it has
always been shunted aside for military
or diplomatic reasons. Its time may be
coming, but it will be hard for any U.S.
Government to divorce the economics of
trade from the Pentagon’s requirements
or, say, from the power of Arab nations
to shut off the oil faucet if they don’t
like U.S. policy in the Middle East. In
the meantime, whether the U.S. can
compete will continue to depend on a
host of unpredictable factors, ranging
from the mood of Japanese bureaucrats
to the price of corn in Iowa—and the
only real way to measure the net total
lies in the marketplace. “Are we com-
petitive? Only the market can tell you
that,” says a former State Department
official. “We've just had a big exchange-
rate change; now let’s see what the mar-
ket tells us.” Adam Smith himself
couldn’t have said it better.

LABOR:
Again, the Coal Murders

Who put up the money for the killing
of Jock Yablonski?

More than two vears after the insur-
gent United Mine Workers leader and
his wife and daughter were murdered
in their beds and almost a year after a
scruffy small-time hood confessed to the
crime, the question still hung over the
Appalachian coal fields. For Claude Vea-
ley’s confession, in addition to implicating
two other gunmen, Paul Gilly and Au-
bran Martin, had told of a $5,200 pavofl
for the slaying and hinted vaguely that
it came from a man named “Tony.” Ya-
blonski had been running to oust W.A.
(Tony) Boyle from the union’s presi-
dency, but the connection stopped there
—and Boyle indignantly denied that he
had had anything to do with the crime
or the killers.

The next step came  with  dramatic

suddenness last week. In a decaving,
100-year-old courthouse in Washington,
Pa., a tiny coal town only a few miles
from the Yablonskis® old stone farmhouse
in Clarksville, Paul Gilly’s wife, Annette,
pleaded guilty to charges that she had
conspired in the slayings. A day later,
FBI agents arrested William ], Prater,
52, a field representative for the UMW’y
District 19, on charges in connection
with the killings. But it wasn’t until the
following day that special prosecutor
Richard Sprague set off the biggest stick
of dynamite in the case thus far by pro-
ducing a sworn, 22-page statement, giv-
en to FBI agents by Annette Gilly durmg.,

Ron Ch ashington Observer-Reporter

Mrs. Gilly: A line to ‘the big man’

nine days of interrogation earlier this
month, that linked the murder of Ya-
blonski to still higher levels within the
UMW hierarchy—possibly to Boyle him-
self. “My father [Silous Huddleston, a
former minor UMW official who goes on
trial this week as a conspirator in the af-
fair] told me that the Yablonski murder
had the approval of the ‘big man’,” the
hard-faced, 32-year-old Blende said in
her statement to the FBI. “To me, that
meant Tony Boyle, president, United
Mine Workers.”

Final Link? Much of Annette Gilly's
statement was based on hearsay from
her father and husband, and the union
high command, meeting in New York,
promptly denied her allegations. But in-
vestigators said they had given Mrs. Gilly
a lie-detector test on virtually every line
of her statement, and she apparently
passed with flving colors. For turning
state’s evidence, she has been promised
immunity from the electric chair—a tac-
tic that Sprague hopes to pursue along
the chain of conspiracy until he finds the
final link. “The death penalty does have
some effect,” he said wryly,

In her statement, read in open court

Newsweek, April 24, 1972
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TOO MANY U.S. WORKERS NO LONGER GIVE A DAMN

n assessing America’s faltering com-
I petitive stance in the world, one
disturbing conclusion stands out: a
prime reason for the U.S. troubles is
that all too many American workers—
particularly young ones, who are sup-
posed to be bubbling with energy
and ambition—no longer give a damn.
Whether they are overworked or
overprivileged, pampered or op-
pressed, dehumanized by the de-
mands of their jobs or just plain bored
—whatever the reason—the evidence
is strong that the traditional work
ethi¢ of the U.S. is showing signs of
senility.

This worker malaise has resulted
in absenteeism rates as high as 20 per
cent on Fridays and Mondays in some
automobile plants, forcing

Miss Bowker’s age, agrees that things
have changed. “Today’s management
doesn’t have any compassion for the
person that's down the line,” he says.
“They treat you like a machine . . .
and you can’t treat human nature that
way.” And when a worker begins
feeling like a machine, he’ll probably
resort to one of two alternatives: gold-
brick, or start looking for another job.
“T'll tell you how attitudes are,” UAW
vice president Ken Bannon summed
up last week. “You will find people
who say they would rather work in
cleanup and take a cut of 15 cents an
hour than work the assembly line. At
least on cleanup you have the choice
of sweeping the pile in the corner
or sweeping the pile by the post.”

pared with 69 per cent who felt that
way just four years ago. Moreover,
only 36 per cent of the students said
they wouldnt mind being bossed
around on the job; in 1968, 56 per
cent said they were willing to submit
to authority.

What’s to be done? “I think the key
is involvement in work,” says Arnold
Judson, an organizational = behavior
specialist with Arthur D. Little, Inc.
“This ranges from keeping the worker
informed of what’s going on to actual
participation in decision making. It’s
a lot of crap to say that workers are
slothful and indifferent today. It’s just
the opposite; they want to do satisfy-
ing work. Why otherwise would you
see people going into craftwork and

learning skills that involve

management to rustle up
part-time student help to
keep the assembly lines go-
ing. Quality suffers and costs
soar with inexperienced help
—or due to outright sabotage
by angry workers. Blue-col-
lar workers are not the only
ones affected; as just one ex-
ample, until it took steps to
correct the situation, Mec-
Donald Corp., the Chicago-
based fast-food outfit, was
experiencing a 100 per cent
turnover in its office force
every two years.

Dropouts: The problem
traces to two main factors: a
younger work force—25 per
cent of which is under 25

pride in workmanship?”
Blues Beaters: But such
an approach cannot be the
whole answer in mass-produc-
tion industries where, after
all, it is impossible to stay
competitive without mass-
production methods.  Yet
even here efforts are being
made to wipe out the blue-
collar blues. Ford Motor, for
example, is experimenting
with a “team” approach to
building some auto compo-
nents with workers moving
along the line and handling
the project from start to fin-
ish. Chrysler Corp. has a simi-
lar job-enrichment program
under way. Workers in one

years old—and the nature of
work itself in a highly indus-
trialized society. “It’s mainly
a problem of this younger
worker,” said Benjamin Aaron, direc-
tor of the Institute of Industrial Rela-
tions at UCLA. “He doesn’t want to
work to get ahead; he wants to work
to get enough money for a while and
then he wants to drop out.” Or, as
Jerry Wurf, president of the American
Federation of State, County and Mu-
nicipal Employees, put it: “The De-
pression is something they learned
about in a history class.”

Once on the job, workers all too
often find that, however good their
wages and working conditions, work
is a totally unsatisfying experience.
“People my age don’t take much
pride in this work,” says Victoria Bow-
ker, a 27-year-old blueprinter at Lock-
heed Aircraft. “In the old days, you
used to start a job and you used to
finish it. Now things have become so
diversified you can’t sce your prod-
uct; you start something and it goes
through 50 million other hands be-
fore it’s completed.” Mike Eckert, a
longtime Lockheed cmployee  twice

Alan Dunn; © 1968 The New Yorker Magazine, Inc.

Your office won't take ‘the
general malaise’ as an excuse

College students rarely face such
unpleasant alternatives—and yet many
of them, too, are thumbing their noses
at traditional work values. “You talk
to almost any graduating senior in col-
lege today, and one of the first things
he says to you is that he doesn’t want
any of those 9-to-5 jobs,” says UCLA’s
Aaron. “They’re not afraid to work; if
they get enthusiastic about something
they’ll work like hell. But there’s this
feeling that the old way just isn’t the
best way any more.” “There is no na-
tionwide pattern on campus,” accord-
ing to Richard Gummere, a Columbia
University counselor. “There are as
many conventional middle-class types
who are just as interested in upward
mobility as there were ten, 50 or 100
years ago. It’s simply more fashionable
to challenge it today.” But a survey
for the John D. Rockefeller 3rd Foun-
dation recently turned up the fact
that only 39 per cent of a national
sampling of students believe that
“hard work will always pay off,” com-

plant were allowed to run
their own department while
the foreman was on vacation;
at another location workers
themselves test-drove cars they had
built. In the white-collar area, Chica-
go’s McDonald Corp. has sharply
slashed its turnover rate since moving
into its ultramodern new headquarters
in Oak Brook, Ill., which features such
fringe comforts as a “think tank”
where harassed executives (or their
secretaries) can take time off the job
to relax on 700-gallon water beds.

Such innovations are difficult to
make, if only because managers hate
to give up the illusion that they control
the workers under them. But as Gen-
eral Motors learned in its automated
plant at Lordstown, Ohio, the bene-
fits of efficiency can vanish quickly
in strike losses when the workers are
unhappy. “In terms of international
competition,” sums up U.S. Labor De-
partment manpower-expert Neal Her-
rick, “we’ve ridden technology as far
as it will carry us. Now we need to
apply some more human methods of
management if we are to improve our
productivity.”

April 24, 1972
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Introduction

It is now generally accepged among economists who study influences on
the rate of advance of national productivity in the U.S. and in other
countries that among the significant factors are the rate at which educational
attainments of the work force increase, and the rate at which technological
change is adopted by the manufacturing and services sectors of the economy,
and by government. While the absolute values of the influence of these two
factors~may be the present subject of some debate in economic circies, and
while the techniques of study used by various investigators may differ signi-
ficantly, nevertheless there is general agreement that these two factors are

qualitatively important.*

While this report was in éreparation, a document was issued by the
National Science Foundation [ see Lederman (1971)] containing four research
papers commissioned by the Foundation on the "..... relationship between
research and development and economic growth/productivity.'" The major and
overriding conclusions are so relevant to the basic premises of the present

paper as to merit their being briefly paraphrased here. These are:

(a) The nature of the relationship between R&D and productivity
is not well understood, but all available evidence indicates
R& is an important factor whose contribution is positive,

significant and high.

* There is a considerable current literature dealing with the evidence for
the effect of work force educational attainment and technological change
on the rate of productivity advance. The reader is referred to the
published works of those members of this Sub Panel professionally engaged
in these studies - namely, Boretsky, Denison, Kendrick and Nelson, the
National Science Foundation study referred to in the next paragraph, as
well as to relevant work by such investigators as Block, Fabricant,
Fellner, Griliches, Kiesing, Mansfield, Mossell, Salter, Stewart, Shef and Solow
(see biblicgraphy at end of paper). '




(b) Differences concerning the adequacy of present research
findings affect only the degree of confidence in estimates
but not the near-unanimity on the direction and rough

magnitude of the effect of R& on productivity advance.

(c) There is good reason to expect that well-diversified
incremental R&D expenditures in the civilian sector will

result in high pay-offs in economic growth/productivity.

(d) Not enough research attentidn has been paid to the

relationship between R&D and productivity advance.

With the caution about the lack of general agreement on absolute values,
it may be noted that, for a period of many decades, at least a tenth of the
growth of national income per person employed has been estimated as being
the result of improvements in educational attainment, while at least one=-third
and perhaps much more has been estimated as the result of the introduction
and adoption of technological change and improved technical management.

The rate of advance of productivity has slowed significantly since 1966
[Kendrick (1971)]. Among the reasons suggested for this decline, which
has exceeded that expected on a cyclic basis, are diminished support of
researeh and development, dilution of the labor force due to the inclusion
of less well-trained people, and the effects of new trends and attitudes

in society toward growth and productivity.

As‘we have said, one of the clear and significant contributions to

productivity advance is improvement in the educational attainment and job



skills of the work force. Clearly the more nearly increased educational
attainment matches the functional demands of jobs, the greater the productivitf
improvement. However, it is also clear that there are no quantitative
measures of the productivity of education itself; such measures will require
at the very least that the purposes and motivation of the educational

process are defined. In this report we make some recommendations concerning
changes in education directed specifically toward the goal of productivity
growth, but, and perhaps equally important, we urge that educational goals

be defined and that measurement techniques be developed for evaluating the
efficiency and performance of educational systems with respect to defined
goals. While such measures may be difficult to develop and not analytically
definable, nevertheless it 1is essential that ways be found of determining

;f and when the goals of education are being achieved more efficiently. 1In
addition to measures of educational output, we make some recommendations

for providing added incentives for the educational system. Hopefully, these
will motivate development of increased educational productivity, just as the
profit motive is important in motivating individual businesses to improve
their productivity. Of our specific’reCOmmendations in the area of education,
we suggest the main ones to be establishing proper socH? rrestige and
recognition for all vocations, and developing open-endec continuing education,
both for the more mature members of the working force and also for those
whose previous educational exposure did not provide a command of basic skills.
Firally, it must svrely be sc that 'the preblem of incrcasing cducationzl

attainment and skills will be eased by any amelioration in the 'culture of poverty."



The problems with stimulating technological change are somewhat different.

There is at present no real dearth of new knowledge being generated --- knowledge
which will lead to new or improved technology in the long run. At least until
very -recently a significant driving force for technological change in the

private sector has been the urgent needs of épace and military development
programs. The commercial spin-offs from these programs range from semicon-
ductor technology, integrated circuits and advanced computer capabilities

to improved communications and transport aircraft. Certainly the rate of

supply of new knowledge must be a matter of concern in the future. But of

more immediate interest is the continued growth of technological applications

in government and in the manufacturing and services sectors to increase the
growth of productivity. Consequently our principal recommendations for

improving the contribution of technology to productivity advance lie in the

area of removing barriers to and stimulating the rapid diffusion and utiliza-
tion of technological changes which are recognized as being desirable or at

the very 1eaét not harmful for society. 1Indicators of such advances will be

cost reductions in existing goods and services, the appearance of new products,
new processes, new services, and additional capital investment in plant and |

machinery.

Action Items in Education to Promote Productivity Growth

There are two principal considerations behind recommendations in the
field of education to increase the growth rate of national productivity. One
is recognition of the fact that increasing the educational attainment and

on-the~job skills of the working force historically has promoted the growth




of productivity significantly and can be expected to continue to do so. The
other is that education is in itself a major American enterprise, and therefore
changes should be sought which will stimulate increased productivity in that
enterprise. 1In suggesting changes we must recognize that in our society
‘education is in fact the output of a tremendous multiplicity of school systems
which are primarily responsive to local pressures and which, therefore, do

not necessarily operate efficiently and with properly motiQated educational
processes. (One may, for example, question the motivation, common in suburban
) high schools, for preparing such a high fraction of students for college
entrance.) We must also recognize that our educational system serves a number
of purposes, including instilling in the entering student basic skills in
communication and citizenship and generally preparing students for entry

into the work force, providing career options for students, providing occupa=-
tional, pre-professional and professional training, providing for continuing
education and the increase of occupational skills, generating new knowledge
through research and, perhaps inadvertently, delaying the flow of people

into the work force. With these things in mind we make the following

recommendations:

1. We support the concept and implementation of a National Institute
of Education reporting to the U.S. Commissioner of Education, and

recommend that it and the U.S. Office of Education:

A. Support the development of definitions of educational goals
and of measures of educational efficiency, performance, and

productivity in the achievement of those goals.



B. Support research and development programs directed toward
increasing the performance and productivity of our educational
systems and the efficiency of educational manpower through
changes in organization and administration, and through new
technology and educational concepts, with emphasis on programs
such as open schools which will increase the acquisition of
basic skills as well as recognize and encourage the development

of excellence.

C. Take the responsibility for the prompt dissemination,
implementation and adoption of measurement techniques, new

+ educational technology and concepts, and other results of
studies on the educational system. Rapid response to societal
changes and innovation are very much needed. (Such diverse
concepts as open schools, open-ended schools, the on-campus TV
system at McGill University, The University of the Air, and
The Open University of the United Kingdom should become more
widely understood and adopted, at least experimentally, in

our educational system.)

The U.S. Office of Education should support p: ;rams for updating
educational attainment and job skills to continuously improve the

work force.

The Department of Labor, in collaboration with the Office of
Education, the National Science Foundation and other agencies with

relevant interests, should take the responsibility for establishing



and updating occupational supply and demand data, particularly
in those fields where there is a "pipeline" effect; that is,
where there is a significant time lag between the onset of
specialized education and entry into the working force. Such

data are basic to national planning in education.

The Department of Labor and other involved agencies should explore
with representatives of labor the feasibility of removing barriers
to upward job mobility which now exist in the form of various work
and seniority rules [Matthews (1970, Venn (1970) ]. Suggested
changes include, first, relating the pay of a worker on a given
job to whether and how satisfactorily he completes a stage of
relevant education or trainihg as well as on-the-job performance;
and, second, calculating seniority as a basis for promotion in
terms of both time on the job and also educational or skill

attainment.

We strongly support the recommendatio?s of the Carnegie Commission
(1971) concerning open-ended educational systems with their impli-
cation for continuing education. Continuing education should provide
remedial training for those whose previous educational exposure
failed to provide basic skills, opportunities for the updating of
education and skills rendered obsolete by advances in knowledge,
broadened career training choices for present or anticipated
employment, and for employment after retirement (coming earlier

and earlier) and, finally, optional courses for cultural enrichment,

The efficacy with which these are provided should be enhanced by



the open-ended educational concept, which would permit students

to enter or leave essentially at their convenience and, further,
would permit student progress to be tied to real achievement
rather than time in residence or other arbitrary standards. This
concept should be particularly useful with respec; to job-related
education and training, and ought to mitigate against the tendency
of present school systéms to concentrate on preparation for the

next level of the system.-

Many who now go through college-would in the end be happier and
more productive had they chosen careers in the '"practical service"

or paraprofessional occupations requiring either less training or

" a different and more practically-oriented training. They do not

choose these options because of the relatively lower ''prestige'
assigned to them by society. To alleviate this, the U.S. Department
of Labor and Office of Education should develop campaigns through
the various media for upgrading the public image of all career
options. In particular the 'practical service' and paraprofessional
occupations should be identified as productive vocations with
reasonable rewards which should be judged in terms of the skill with
which they are performed, rather than being denigrated with respect
to occupations requiring more formal and more abstract training.
(For example: the intrinsic dignity and perhaps some of the rewards
in our society of the career of a skilled auto mechanic should more
nearly equal that of the automotive engineer than is now the case.)

It 1s.recognized that the major need for such upgrading, and one




9.

which will be most diffiéult to accomplish, is at the family level,
where the relative worth of various careers frequently is instilled
in children at an early age. A possible added benefit of success
in this upgrading endeavor might well be a change in the present
value system which forces a number of young people into post-
secondary education which they find neither relevant nor meaningful,
and whose presence on campuses therefore tends to be counter=-

productive with respect to the goals of such education.

An avenue for increasing the ''service" career prestige and quality
may well be licensing and certification, such as is now done by
appropriate governmental agencies for careers involving public risk
(electrician, plumber, practical nurse, etc.): New licensing and
certification procedures must where possible emphasize upgrading
rather than limitation of freedom of entry into these fields. Nor
should barriers be raised against entering a second career option
after experience in a first, whether by licensing and certification,
or because of the public image of such changes. Another avenue for
enhancing prestige might be periodic awards °~ | nions, trade
organizations, or govermmental agencies as apjropriate for excellence

in performance in service occupations.

The U.S. Office of Education should sponsor the development and
testing of new concepts for career-oriented schools [cf. also
Carnegie Commission Report (1971) ]. Such experiments should be

clearly separated from or even outside the structure of existing



10.

school systems, in which vocational and career training are
frequently looked down upon as an alternative path for those who
cannot succeed with the traditional academically-oriented curricula.
Sponsorship and operation of such schools by unions, industry and
trade associations should be explored, with the end view of removing

this kind of training from existing schools.

To prévide an incentive for increased eaucational productivity and
quality at all levels of education, the U.S. Office of Education
should support experiments in which increased choices of accredited
educational institutions are made available by attaching the funding
of education to the student. (The educational voucher concept, for

example. See National Goals Research Staff Report, 1970.)

An expanded program of Federally-guaranteed loans should be developed --
loans to be available for education beyond the primary level, including
céntinuing education, for all socio-economic classes, with repayment
keyed to future income generally or reduced for persons going into
vocations of critical national need. (An expansion of the recommenda-

tion of the National Goals Research Staff, 1970.)

Existing national programs of training and education for the urban
disadvantaged are directed toward entry into the labor market or
firet 3obs with meaningful pay, but have not provided for the
continued growth of these members of the work force in skills,
education, and social adjustment as required to meet increasing
aspirations beyond the entry job and its immediate rewards. We

recommend that the concepts of the Manpower Development and



Training Act of 1962, which was developed to offset structural
unemployment, be extended to include on-the=-job education and

training and social adjustment of the urban disadvantaged after
first_meaningfﬁl entry into the work force. (For example, a

frequent problem with first-job workers is that their home and
neighborhood environment, i.e. the poverty culture in which they

live, does not encourage the necessary personal disciplines incident

to successful employment. Specific Federal assistance sﬁould be
considered to provide appropriate alternative environments such as foster
homes in such cases.) The need for redirection and expansion of

programs for the urban disadvantaged is clear and urgent.

11. It is inevitable that shifting priorities and business cycles in
America will cause local pockets of poor utilization of productive
facilities and working force. The Manpower Development and Training
Act of 1962 should be amended and strengthened so that the need for
retraining at all levels is anticipated and provided not only for
those actually unemployed but also for those furloughed for lack of
work or employed in industries which are declining. Clearly such
training should be oriented toward the functional demand of those
jobs which are or will be available. Where need and justification

exist, help should be provided for relocation of individuals in

12. We recommend that the National Science Foundation foster research
and development in the social sciences directed toward understanding

recent changes in the value systems held by society, the effects of




these changes on the advance of productivity, and developing

remedies where such changes adversely affect productivity advance.

}3. We submit that increased productivity at all levels of government
would result from increased skills among managerial personnel. 1In
particular we recommend that a significant factor in the career
development of managers in government service be formal completion
at appropriate times of courses in optimization theory, including
decision making under uncertainty and management of resources. In
addition, consideration should be given to a much-expanded program
of management internship exchange between government and industry,
so that individuals having management responsibilities in each

. sector may uncierstand better the problems and motivations of the
other sector. Finally, where appropriate, Federal agencies should
consider setting up within their own organizations competitive teams
attempting to reach the same goals by different means. Well=-managed
parallel competing programs in the industrial context frequently

have led to shortened time-scales and optimal solutions.

Action Items to Accelerate Productivity Growth Through Technological Change

Our recommendations on steps to be taken to promote the growth of national
income through the acceleration of technological change are based on the premise
that major gains can be achieved by the successful application of the resuits
of technology. Underlying this premise and the items recommended for action

is the need for monitoring in a fairly detailed way the 'state of technological



health in the industrial and services sectors, as well as determining that

particular technological changes are on the whole desirable for society.

Such monitoring should be an on-going function of a Federal agency such as

the Department of Commerce, the National Science Foundation, or the President's

Office of Science and Technology. The following items are proposed with this

in mind:

1. Federal agencies funding technological development should be

encouraged:

A.

To accelerate technological development by risk sharing in the
funding of very large development programs, programs of over-
riding national urgency, and programs in which delays are causing
or may cause bottlenecks in the economy. Some of these high-
yield programs are high risk, or are too large for single
industrial concerns. However, when the development of a final
marketable product is imminent, risk-sharing should be avoided.
(Examples include the breeder reactor, fusion power, applications
of superconductivity, environmental protection and pollution

abatement, and advanced transportation cc pts.)

To increase support in non-agricultural i: ustries composed of
large numbers of small firms which characteristically exhibit
low rates of productivity advance, such as construction and
services. Firms in fhese industries should be encouraged to
develop technological institutes, possible through their trade
associations, which could receive Government funding on some

kind of matching basis. (In developing such institutes, one

$
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should understand the reasons for the lack of success in

similar ventures in other countries. Examples of successful
American cooperative institutes include the American Portland

Cement Association and the American Gas Association.)

C. To favor ;npport in the industrial sector which builds nn existing
strengths rather than attempting to rejuvenate weak industries.
The leverage with given funding will be greater for those
industries whose technologies are internationally competitive as
compared to inefficient industries which lag considerably in
technological development. (For example, Keesing (1966) found
that where R&D intensity is high and the labor force good, exports
are high, while industries with low R& 1levels and with a second-
rate labor force export little. Good technology stimulates a

favorable trade balance and rate of productivity growth.)

D. To recognize the value of technological developmenﬁs which lead to
cost reductions and to reduced dependence on material resources
other than American. (For example, the nuclear power program
ultimately should lead to more abundant power at lower cost, with
reduced dependence on overseas oil supplies. The substitution of
titanium carbide for tungsten carbide in some tool applications has
reduced dependence on overseas sources of tungsten and at the same

time increased machining productivity.)

Federal regulatory policies for regulated industries, and for industries

which operate where institutional or political barriers exist, should



be such as to encourage the appropriate direction and speed of tech-

nological development and risk taking. (For example, the mineral
depletion allowance encouraged technological development and explora=-
tion in the oil industry; rate structures have led to research and
development of the wrong kind in civil aviation, and caused faster=-
than-economic obsolescence of piston engine equipment. On the

other hand, rate structure and overregulation appear to have stifled
innovation in railroads, and to have discouraged explorafion and
technology in natural gas. Institutional and political barriers

have delayed technological advances in such areas as utilizing the
continental shelves, or developing power generation from thermal

gradients in tropical oceans.)

Federal laws, particularly those in the antitrust area, should be
examined to make sure that they do not inadvertently erect
structural barriers to the organization and/or operation of industries
which are focussing on difficult problems of national concern. Such
focussing, which clearly must be done in public view, cah lead to
economies of scale and pooling of scarce technological skills and
resources, and need not necessarily reduce competition in the market
place. We suggest that the stimulation of domestic competition,
which certainly in turn stimulates technological changes, should be
joined by the.explicitly recognized need to promote national pro-
ductivity and to improve U.S. standing in international competition

as criteria for antitrust considerations.



Independent research and development (IR&D) funds in the past have
been provided as a part of Department of Defense contracts to enable
contractors to carry out self-initiated programs with the goal of
better future performance on DOD problems. A civilian equivalent

of IR&D funding should be developed by other Federal agencies to
fund programs in the private sector as a means of stimulating
technological change; it may be necessary to focus on specific

areas so as to fund those programs which are large enough to be

viable.

We recommend that broad policy guidelines be set for all affected
Federal agencies to promote the development and particularly the
transfer of technology to and within industry. For example, the
charter of AEC has enabled it to develop an excellent near-symbiotic
relationship with the nuclear industry and to be successful in
effecting technology transfer in that field. Agencies such as HUD
and NIH, however, appear to have been considerably less successful

in promoting technological change and technology transfer.

The Congress should alter its criteria for t . £ and import quota
adjustments so as to stimulate technological velopment and improve
productivity in American industry, and, at the same time, decrease
the protection of inefficient industries which lag considerably in
technological developmenﬁ. (One suggested course of action would be
to announce the gradual removal of tariffs and import quotas over a
five year period with the intention of giving non-competitive

industries this time to adopt more efficient and technologically
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advanced practices.) This trend toward free trade will, in the
long run, be useful in increasing overall national productivity by

improving the technological health of the industrial sector.

We recommend that the U.S. ratify the International Patent Treaty,
and that the U.S. Patent Office establish standardized levels of
invention meriting protection, relax the drive toward narrow patent
breadth which stifles the desire to disclose, and reverse the trend
toward discretization of patent claims. Continued improvement in
U.S. patent policy will stimulate the diffusion of technology and

consequent productivity growth.

We approve of the current plans of the Office of Management and
Budget, the Civil Service Commission, and the General Accounting
Office to expand programs of productivity measurement and analysis

throughout Federal agencies.

Those Federai‘agencies concerned with management-labor relations
should reduce the adverse effect on the advance of productivity of
restrictive work rules and practices that retard innovation. It
should be against public policy to permit restrictions on the
introduction of technology into manufacturing or service industries,
or to accept any hiring practices which require employing workers
whnce skille are not at the highest level among those available for

employment.

R.A. Alpher:eg
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STATEMENT BY THE CHAIRMAN

The productivity of the American economy over the years has been a
vital factor in enabling us, as a Nation, to enjoy and share with others the
greatest prosperity known to man.

Our record of continuing progress in this field came under challenge in
the 1960’s, and now we recognize that we must build again if we are to
improve the quality of life in the future.

Central to such progress is a fuller public understanding of and support
for increased productivity, which until recent years received close attention
only from a relative handful of technical experts. Better public perception
and support are essential if the absolutely vital concept of productivity is to
become a conscious and continuing motivation for the American people.

The National Commission on Productivity was created by the President
in June 1970 to insure a new national concern with the importance of con-
tinued productivity improvement to our economic strength. At the time he
announced formation of the Commission, the President outlined its chal-
lenge as follows: “In order to achieve price stability, healthy growth and a
rising standard of living, we must find ways of restoring growth to pro-
ductivity. The task of this Commission is to point the way toward this
growth in 1970 and in the years ahead.”

The role and responsibilities of the Commission were broadened with the
advent of the new economic policies announced by the President on August
15. Members of the Commission were consulted in the process of designing
the post-freeze economic stabilization program and the full Commission was
briefed on that program before it was formally announced. Under that
program, the Commission was formally given the role of consultant to the
Cost of Living Council in recognition of the fact that productivity growth
is a key to long-run economic stability and should be both reflected in and
fostered by the decisions of the various boards and commissions administering
the programs.

The Economic Stabilization Act Amendments of 1971 formalized this role
and called upon the Commission to undertake a much expanded program
to foster productivity growth. Specifically, the Congress set forth a National
Productivity Policy which authorized the Commission to organize regional
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and local councils, undertake an expanded research program and develop
a stronger program to foster public understanding of the meaning and im-

portance of productivity growth. The President’s 1973 budget provides over
$5 million for these activities.

The need for renewed national attention to the productivity improve-
ment which has been so much a fact of American life was pointed out most
dramatically by trends which emerged in the late 1960’s. In the 4 years
ending in 1970, output per manhour rose at an annual rate of only 1.7
percent as compared with a 3.1 percent rate for the preceding 16 years.
This rate was far slower than the rate of increase in wage rates over the
same 4-year period and fell considerably short of the rates of productivity
growth among our major foreign competitors. The implications of this poor
performance for domestic economic stability and international competitive
strength are now all too painfully clear.

The productivity record of the late 1960’s was due in part to changing
economic conditions as we dealt with the dual problems of controlling an
accelerating inflation and making the transition from a wartime to peace-
time economy. With these problems largely behind us, even stronger pro-
ductivity gains can be expected—in fact, such gains started to become
evident as the economy expanded in 1971 with output per manhour rising
3.6 percent.

The 1971 productivity record is encouraging and the prospect of con-
tinued gains as we take up the remaining slack in the economy offers further
hope for success in the effort to bring inflation fully under control. However,
neither of these developments should be cause for complacency. The de-
mands of the American people for continued improvement in the quality
of life whether in the form of cleaner air and water or in more and better
community services exert powerful pressures on our resources. Productivity
gains are vital to our ability to satisfy these demands at the same time that
we meet the demand for greater private consumption and investment.

The stakes here are high. If we could, for example, increase the average
annual rate of productivity growth over the 1970’ by one-tenth of 1 percent
a year, and if this were translated into output, we could produce $15 billion
of additional real output per year by 1980. Over the decade, the total gain
would amount to about $60 billion.

If we are to approach this potential, concerted action by all groups is
needed. The President recognized the need for a cooperative search for con-
sensus on matters in which various segments of our society may sometimes
have divergent interests and included leading representatives of business,
labor, the public, and government on the Commission at the outset. Since
that time, he has acted to make the Commission even more broadly repre-
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sentative by adding representatives of farmers, consumers, and State and
local government to the membership of the Commission.

. In pursuit of its ob jectives, the Commission has met six times. The high-
lights of these meetings are discussed in chapter I. Research on some of the
major economic, social, and technological factors influencing the rate of
Productivity growth has been initiated. Specialists have been invited to pre-
pare research studies——many of which are described in chapter II—for in-
formation and guidance. F inally, the Commission has approved a program
of activities to meet the responsibilities assigned to it under the Economic
Stabilization Act Amendments of 1971. This program is discussed in some
detail in chapter III.
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CHAPTER |

HIGHLIGHTS OF THE COMMISSION’S
ACTIVITIES—1970-72

In opening the first meeting of the Commission on August 7, 1970, the
President stated that productivity growth is the key to the continued improve-
ment in the quality of life for all Americans, to the satisfaction of urgent
domestic needs, and to the maintenance of the competitive position of the
United States in world trade. This theme has become a unifying and stimu-
lating element for subsequent activities of the Commission.

The President stressed, in announcing the Commission, that “productivity
in the American economy depends on the effectiveness of management, the
investment of capital for research, development and advanced technology,
and most of all on the training and progressive spirit of 86 million working
Americans.” This charge to the Commission provided the framework for its
initial activities and organization.

The first session of the Commission was concerned with developing a
common understanding of the background for the Commission and an
organizational framework for its activities. The Chairman reviewed the basic
trends in productivity, wages, and costs and their economic implications. The
meaning and measurement of the terms were also discussed. A working
agreement on these matters was considered central to the effectiveness of
the Commission.

In this setting the Commission organized itself into four working groups
each composed of members representing labor, business, the public, and
government. The titles of the working groups are sufficiently broad to permit
a wide range of inquiry and still to focus on topics of immediate concern. The
four groups and questions they were to consider are:

Labor and Management Policies and Practices—What type of labor rela-
tions climate is most conducive to improved productivity? How are the costs
and benefits of change to be distributed? What is the appropriate role of the
firm, the union, the government in the adjustment process?

Education and Research.—How can we improve the input of basic research
to technological innovation and productivity? How does the education system
feed into this process and how can it be improved?
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Government Activities—In what way can the government influence pro-
ductivity in the private sector of the economy by improving practices in such
areas as procurement, and construction regulations? How can productivity in
government at all levels—Federal, State, and local—be measured and
improved?

Management Organization and Capital.—How can management improve
its organization for productivity gain? Are there impediments to diffusion of
technological knowledge—can the adoption of new technology be accele-
rated? Is the rate of investment adequate for desired productivity goals?

The second session, in November 1970, continued the process of developing
mutual understanding of basic factors and problems. As the working groups
progressed on their investigations, reports of their findings became the main
topics of the agenda of Commission meetings. At its April and June 1971
sessions, the Commission reviewed the conclusions and recommendations of
various reports submitted to it and made suggestions for refinement and
extensions.

Policy Statement of September 7, 1971

On September 7, 1971, the Chairman of the National Commission on
Productivity released a statement, entitled “Productivity and the National
Interest,” which had been approved by the members of the Commission
(app. B). This statement expresses the consensus of business, labor, public,
and Government representatives as to the importance of policies and pro-
grams to foster productivity growth and as to the general structure and thrust
of such policies and programs. In several areas—most notably, research and
development and government productivity—the consensus expressed by the
Commission has served as a catalyst for the development of concrete
programs.

In substance the statement underscores the importance of maintaining our
historic rate of productivity increase as vital to employment growth, curbing
inflation, meeting international competition, abating pollution, eliminating
deprivation, and improving services at the local level. Productivity is seen to
depend upon the optimum combination and development of human, capital,
and natural resources in harmony with our traditional values of opportunity,
work, and reward.

The Commission stated that “the first and basic prerequisite” for produc-
tivity improvement is an “expanding economy, with maximum employment
and maximum utilization of plants and machines . . . . In the absence of such
economic expansion, there is lagging productivity, usually accompanied by
increasing unemployment and underemployment.” Noting that “a high
level of economic activity is a necessary but not sufficient condition for the
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realization of our full productivity potential,” the statement identified six
“targets of opportunity,” on which the Nation must consciously focus.

The first is productivity bargaining which features the specific discussion
of productivity in the collective bargaining process. The potential is far
greater than the current scope of bargaining practices. “Work rules, training
and upgrading workers, group incentives, job redesign and enrichment,
workplace participation and communication, safety and work scheduling
are all areas that deserve close attention.”

Complementing the first, the second target is the strengthening of man-
power adjustment policies to meet the human costs of change where such
costs exist. This can be done by such means as avoiding worker displacement,
mitigating financial loss to individual workers, and assisting workers to find
alternative work. Both private and government sectors must provide pro-
grams to avoid adverse effects.

The third target involves selective stimulation of education and research
and development. The Commission finds a need for “further active experi-
mentation, with government support, in development of new and more
flexible institutional and financing arrangements as well as improved educa-
tional content and instructional methods.” Since the benefits of basic research
are broadly diffused, the Commission found that the Federal Government
has a special responsibility to assure an adequate and sustained level of
funding and the private sector might be given incentives to invest more in
applied research and development.

Improvement of productivity of government is the fourth target. The
Commission found that there is considerable scope for applying the pro-
ductivity bargaining approach in the public sector. Also, there should be
efforts to identify emerging ideas to improve local government productivity.

The fifth target is the urgent need to assess the extent to which business,
government, and other institutions will have access to an adequate supply of
capital funds in the 1970’s and to identify the means of correcting any
deficiencies.

Finally, the Commission recognized the importance of timely identification
of industries with lagging productivity growth and practical measures for
improvement. This involves more adequate productivity measurement of
such major sectors as construction, services, and government.

The Commission agreed that public awareness of the importance of

productivity must be promoted through the widest possible dissemination of
information.

Activities Under the Stabilization Program

Following the freeze on wages and prices, the attention of the Commission
shifted to the design of the economic stabilization program. Members of the

3




Commission, a cross section of eminent representatives of business, labor,
the public, and government, were consulted during the formulation of the
post-freeze program plans. New members were added to give additional
representation to business and labor, and to provide representation for the
farm sector, State and local government and the consumer. The entire Com-
mission was convened in October 1971 for a preview of the decisions on the
structure of the post-freeze economic stabilization program, and members
were given an opportunity to express their views. It was also noted that the
Commission would be called upon to consult with the Cost of Living Council
as the stabilization program progressed.

Plans for expansion of the Commission’s work as provided by an amend-
ment to the Economic Stabilization Act were reviewed at a session convened
in February 1972 (these are covered in chapter II1). Members also heard
about several new initiatives to enhance productivity growth: the proposed
new Federal programs for research and development and innovations in
labor-management relations, in the steel and construction industries. Finally,
progress of the economic stabilization program was discussed with officials
of the agencies involved.

Public Information Activities

The President’s initiative in bringing together outstanding leaders of labor,
business, the public and government had the effect of focusing nationwide
attention on the economic importance of productivity, a subject that nor-
mally had interested only a few specialists. The first year and half of the
Commission’s life, therefore, saw growing popular interest in information
about productivity. Public leaders, the communications media, and profes-
sional and trade groups dealt with the issue, highlighting the changing posi-
tion of the United States in its relations with the major economic blocs of
the world, and the Executive Director was invited by a number of profes-
sional groups to discuss the objectives and work of the Commission in relation
to trends in productivity and the economy.

Several national periodicals, including Time, Business Week, Fortune,
U.S. News and World Report, and Newsweek, featured stories about the
domestic and international conditions that gave rise to the establishment
of a National Commission on Productivity. An example of the interest of the
trade press was the special 16-page section featuring statements by the
President, Secretary of Labor, and Commission members on the productivity
problem in the April 1971 issues of four trade journals published by Cahners
Publications. These journals have a circulation of over 250,000 among plant
engineers, managers, and purchasing agents in different industries. Copies
of the productivity section were also sent to 12,000 leading officials of indus-
try and government.
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Many members of the Commission cited the urgent need to promote a
better public understanding of the relationship of productivity change to the
rate of inflation and to the economy’s long-term growth capacity. One of the
first steps in this direction was taken when the Commission lent its support
to the preparation by the U.S. Bureau of Labor Statistics of a Chartbook,
Productivity and the Economy (Bulletin 1710), which has proved highly
‘useful in increasing public awareness and appreciation of the productivity
issue.

In an effort to broaden its educational activities, the Commission con-
tracted with the Smithsonian Institution to prepare a popular exhibit
tracing the productivity theme in American history. This exhibit will be
shown beginning about June 1972 in the National Museum of History
and Technology, which is visited by about 6 million people each year. Plans
were also being made for smaller traveling exhibits to permit wider public
exposure.

The Commission is planning to hold a national conference of leaders of
labor, industry, agriculture, education, government, and the public in the
spring of 1972 to consider policies and programs for promoting long-term
growth in productivity. In addition, Commission staff will be working with
other individuals and organizations who have indicated a desire to sponsor
regional or industry conferences on productivity. The resources of the Fed-
eral Regional Councils composed of representatives of the principal grant-
making domestic departments and agencies in each of the 10 standard
Federal regions will be available to support Commission staff in this effort.




CHAPTER I

REPORTS, PAPERS AND STUDIES

Experts in government and universities prepared under contract a number
of papers, reports, and studies to help the Commission members in their
consideration of various substantive issues. A list of the Commission’s publi-
cations available to the public is presented in appendix C. This chapter
briefly summarizes the findings and conclusions of the most important papers
and studies and relates them to the problems considered by the Commission.

Meaning and Measurement of Productivity

The importance of clarifying the meaning of the term “productivity” for
the general public was stressed at the first meeting of the Commission. Sta-
tistical measures of productivity vary and misunderstanding about the mean-
ing of trends in productivity often arises because of the plausibility of differ-
ent concepts and the use of different data sources. Members of the Commis-
sion, therefore, invited leading experts to explain the meaning of the terms
and methods used in measuring productivity.

Meaning of Productivity

In a brief paper on the meaning of productivity, Dr. Herbert Stein, now
Chairman of the Council of Economic Advisers, dealt with the most com-
monly used definition—real output per man-hour. Productivity in this sense
is a rough measure of the effectiveness with which we use our most important
productive resource—labor. This concept has significant social and economic
implications. It takes account not only of the chief means of satisfying indi-
vidual and social wants, i.e., output of goods and services, but also of the
major real cost of getting the output, namely, man-hours of work. Moreover,
the trend in output per man-hour has a direct bearing on the movement of
labor costs, prices, and real earnings of workers.

While the simple index of output per man-hour serves many analytical
and policy purposes, Dr. Stein believes additional measures are needed. When
we measure output per unit of capital and labor combined and adjust for
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quality change, we have another useful measure of the efficiency of resource
use. In short, a family of measures is needed to provide better understanding
of our economic problems.

Concepts and Measurement

The concepts and data used in available indexes of productivity together
with some problems of measurement, were the main issues considered in a
paper by Jerome A. Mark, Assistant Commissioner for Productivity and
Technology, Bureau of Labor Statistics, of the U.S. Department of Labor.
Measuring trends in output, labor input and capital input in a highly diverse
and ever-changing economy involves many complex statistical problems.

A fundamental problem of measurement is the difficulty of obtaining
directly quantitative measures of output and input, consistent in scope and
coverage. Hence, substitute measures or approximations must be used. Within
these general constraints, however, productivity measures for the total private
farm and nonfarm sectors of the economy, for some major groups, such as
manufacturing, transportation, mining and utilities, and for many key indus-
tries, such as auto, steel, coal and airlines, are considered reliable and useful
for economic analysis.

Reliable measures for construction and service industries, however, are not
available. To improve these series, more accurate data on price changes in
these sectors are needed. There is also a need for more comprehensive esti-
mates of industry man-hours, including better measures of the hours of
supervisory workers and changes in the “quality” of labor. Measures of output
per capital input and total factor productivity, based on the flow of services
as well as the stock of capital, would significantly enhance our knowledge of
productivity change.

Statistical Research

The Commission granted funds to the Bureau of Labor Statistics to expand
its research work to improve data on productivity and related trends. The
number of individual industries for which indexes of output per man-hour
is available is being increased. However, the BLS is devoting special attention
to developing measures for industries in the service sector where the concept
of output is more difficult to quantify than in manufacturing. Only a few
new productivity series may be produced, but it is hoped that the effort will
lead to a better knowledge of trends in the important service sector. Price
indexes for individual industries are also being developed by the BLS. This
expansion of statistical information about productivity will provide a firmer
basis for economic policy decisions.
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Activities of Working Groups

A significant part of the work of the Commission was carried out by the
four working groups which met frequently during 1970 and 1971 to choose
alternative topics, to direct inquiries for background papers or research, to
deliberate over policy and program, and to develop the issues for presentation
to the full Commission. The findings of these working groups are currently
under final review and will shortly be considered as policy recommendations
by the full Commission. The reports, papers and studies that were prepared
for the working groups are summarized below.

A. Labor and Management Policies and Practices

"The potential contribution of cooperative action by labor and management
to improving productivity was recognized by the Commission at the outset. It
was agreed that productivity advances generally have been accompanied by
rising employment and real wages, but the possibility of labor displacement
in particular instances could not be overlooked. The Commission, therefore,
arranged for the preparation of a series of reports or working papers on
various aspects of collective bargaining experience with productivity improve-
ment and on the related subject of manpower adjustments to technological
change, both in the United States and abroad. These working papers provide
a factual basis for recommendations on productivity bargaining and man-
power adjustments by ths working group on labor and management policies
and practices for consideration by the full Commission.

Examples of Labor—Management Practices

The Bureau of Labor Statistics prepared for the Commission a report,
entitled “Improving Productivity: Labor and Management Approaches,”
which described cases of “good” practice in industry. Thirty-one examples of
special efforts in different industries were analyzed in terms of their benefits
and problems.

One section of the report dealt with cases of collective bargaining settle-
ments in which work rules were revised to permit the use of labor-saving
technology in return for job or income security. This type of “productivity

bargaining” included the agreements setting up trust funds for musicians
affected by mechanical

recording; the protective arrangements for butchers
with the introduction of centralized meat cutting in retail food chains; the
settlements to eliminate “bogus” typesetting in the printing industry; agree-
ments to facilitate prefabricated housing construction; and the mechaniza-
tion and modernization agreement in West Coast longshoring.

The report also described the application of various collective bargaining
agreements to cushion the impact of technological change such as the attri-
tion arrangements in the railroad industry; interplant transfers in autos;
relocation allowances in steel; early retirement plans; and the Armour
automation fund for plant shutdowns. Closely related to these protective
approaches are the extensive efforts in manpower planning in the telephone

industry and the Internal Revenue Service to avoid adverse effects among
workers.

In addition to work rule changes and manpower adjustments, the BLS

report described a broad range of joint labor-management actions for
productivity improvement, many outside the collective bargaining table:
union sponsored retraining programs to upgrade plumbers, printers, hospital,
steel and maritime workers; the Scanlon and other plantwide productivity
Incentive plans; the TVA and similar programs to use the know-how of
workers to improve operations. Experiments with job redesign, human
engineering, and the 4-day week were also described as ways of influencing
worker attitudes, absenteeism, and motivation.

Productivity Bargaining

Special attention was devoted by the Commission’s working group to an
examination of potentialities of “productivity bargaining.” The term is
defined as a process which seeks to treat production as a central collective
bargaining consideration and explicitly recognizes the trade off between
measures to improve labor productivity and the sharing of resulting benefits.
A few US. examples were summarized in the Bureau of Labor Statistics
report, but the Commission also contracted with Prof. Robert B. McKersie,
dean of the New York School of Industrial Labor Relations, for a detailed
study of Productivity bargaining in Great Britain, with special attention to
its relevance for the United States.

Professor McKersie found that the British experience, though not easily
transferable, had some useful implications for the United States. First
adopted at the F awley Oil Refinery in 1960, productivity agreements were
introduced in a wide range of industries where they often resulted in elimi-
nation of restrictive work practices and modified manning scales and lower
unit labor cost. In return, workers received higher earnings, more fringe
benefits, and job security. The report concluded that the most significant
result of Productivity bargaining in the early stages of its development in
Britain was to encourage acceptance of union-management negotiations as
a useful device for accomplishing change and to focus attention on improv-
ing labor productivity to justify wage changes.




The establishment of a statutory “incomes policy” aroused great enthu-

siasm for productivity bargaining in 1967 and 1968. Wage increases over the
norm were permitted only if warranted by productivity gains in the indi-
vidual firm. Although many bona fide agreements were made, a great
number of requests based on spurious productivity gains resulted in a general
upward push on wages. The report attributed the decline in productivity
bargaining after 1968 to such factors as the limited content, exhaustion of
possible gains, and growth of unemployment and resistance to change in the
late 1960’s.

Reviewing the limited experience with productivity bargaining in the
United States, Professor McKersie concluded that the concept has promising
results, similar to those in Britain, in industries based on the craft system
such as longshoring, printing, railroads, airlines, and construction. Because
of differences in general attitudes toward technological change, there is less
scope in manufacturing where productivity agreements have been prominent
in Great Britain. The British experience in service industries, however, may
have some lessons for the United States. Also, greater emphasis on worker
consultation and participation on a continuous basis may be applicable.

To foster productivity bargaining, Professor McKersie suggested greater
planning by management and the need for the education of union leaders by
first hand observation of successful cases. The impetus for this type of bar-
gaining, however, must come from the parties at the local level.

Worker Protection in Western Europe

The policies of Western European governments in protecting workers
affected by technological change were the subject of a brief study by the
Bureau of Labor Statistics. In these countries, a policy of full employment
is considered the best setting for dealing with problems of labor adjustment.
They have gone beyond the policy of providing unemployment compensation
and place emphasis on maintaining existing jobs and creating new jobs for
redundant workers by subsidies, loans and credits to industry; by regulation
of labor migration and other labor market controls; by financial aid and
guidance, especially to older workers, in transfer, relocation, training, and

retraining. In general, the report concluded that measures to prevent redun-
dancy have been effective in Western Europe.

Private and Public Manpower Programs

An assessment of the whole range of private and public manpower policies
that could facilitate productivity improvement was undertaken by Prof. Eli
Ginzberg with Prof. James W. Kuhn, and Beatrice G. Reubens of the Con-
ervation of Human Resources Project, Columbia University. Their brief
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report, “Private and Public Manpower Pr?grams for Adjust;nent t: Produc-
tivity Change,” reviewed policies in the‘ ljr'nt(.ed States an.d ux‘ot;})le- + ol
The principal directions where new 1mtiatives, according t}cl) oy ublié
hold promise of constructive advances were as follows: Emé) Yam}s{ » };Otec-
policy on the twin objectives of producti.vlty 1mpr0verr'1ent an wore SerIZ)Vice 4
tion against adverse effects; the institution of a.techmcal fissxstafnc 4
facilitate adjustment; compulsory vesting of prw.ate pensions 2 ter ai?earlier
ing period of 10 years or so; liberalizatioln of social §e.cur1t)lr toy pecrerzl- e
pensions for displaced workers; more liberal mobl.hty al owva.ln ,eft e
coordination among government procurement, regional deve opmen ,t e
manpower policies; and efforts to improve Employme:lt Se.rv1ceuaé;tssrlls0 o
to displaced workers. Above all, the report conclu.dfed, the sine q ol
a conducive environment for stimulating productivity changes is a hig
of continuing employment for the economy.”

B. Education and Research

role of
Economists in the past decade have devoted muc.h stud?/ to tlf(l)tz1 e
intaneible investments in education and research n 1mprov1ngbp1; oy
and }?ave found that the growth of human capital hasf cont.rl ‘-lteed Se% b
1ssi nvi
i he Commission, therefore, 1 seve
cantly to economic progress. T . o
outstanding researchers to evaluate these studies and to draw 1mp
o}
for national policy.

Education and Productivity

In a paper on “Education and Pro<31uctivi.ty,” Prof.(;l."heoggrfhz:é i?;ttl}llt;
of the University of Chicago summarlze.d his own stu 1esh a s
researchers on the return on investment in education, both to
o the economy as a whole. oy -
t It is genera?llly agreed that the cost ofd edﬁca'tlzl fl:ccllllllgzss nl:l:to:;zotilﬁe =

ch things as teachers’ salaries and physical Ixties, but a
?igV'?gual’s ea%nings he had to forego by continuing his ;clgz;;l;}r;ggu;sct}f:cc)ll 012
taking a job. When the extra income earned th;oulg s A
considered against the total costs of elementary schoo ;meg;l i hi,gh’ i
and post-graduate study, the rates of return on inves S b sino
pared with the average rate of return on mvestm.ent in 5 f}.)o Wbty
economy. As might be expected, tbe blgg(?st g.ams‘ cor:adin g, o
education when the child is acquiring basic skills in r g,

ili do arithmetic. )
the\s E;i:yt}tlz return on investment at' all levels of educ::notnisasp;}r)ziz r:; l‘);ce)
high, it is not certain that our educational system at Qr;: i
obtain the maximum return for the student and for society.
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issue, the experts are divided on how to take account of differences in the
quality of the services and of the outputs.

Research and Development

Expenditure on research and development is another key factor affecting
the growth of productivity. In support of the Commission, the National Sci-
ence Foundation invited four outstanding economists to prepare papers re-
viewing the research studies on the impact of R. & D. The papers by Charles
T. Stewart of George Washington University, Edwin Mansfield of the Uni-
versity of Pennsylvania, William Fellner of Yale University, and Zvi Griliches
of Harvard University, with a summary by Leonard L. Lederman, were
published February 1971 by the National Science Foundation, in a report
entitled, “A Review of the Relationship Between Research and Development
and Economic Growth and Productivity.”

The authors considered the return on investment in research and develop-
ment in such widely diverse fields as agriculture, machinery, chemicals, and
petroleum. They concluded that despite the lack of definitive measures of
the relationship, research and development has been one of the major sources
of economic growth and improvements in productivity. Measurement of the
relationship between R. & D. and productivity growth involves many com-
plexities of isolating R. & D. contribution from that of many interacting
factors such as organizational and managerial progress and economies of
scale.

The authors agreed that the evidence suggests that “the United States
is probably underinvesting in civilian sector research and development from
a purely economic growth /productivity point of view.” One reason for this
underinvestment is that the private firm which pays for the R. & D. cannot
capture all the benefits accruing from it. Because of inadequate patent pro-
tection, widely dispersed markets, and failure to exploit the innovation, other
firms are able to copy or to follow the innovator. Since other firms obtain
benefits without having to pay for the cost of research and development, more
benefits are achieved in the economy than can be measured by the firm which
pays for the initial expenditures. Also, a distinction must be made between
basic research which has a long lag-time before payoff is realized, and ap-
plied research and development for which the returns may be realized very
quickly. Hence, private underinvestment is likely to be greater for basic than
for applied research.

One conclusion shown from the studies was that nothing can be said about
where particular R. & D. investments should be made, but “there is good
reason to expect that a well diversified incremental R. & D. investment will
result in high payoffs similar in magnitude to those of the past.”
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R. & D. in the Federal Budget

As the competitive position of the United States in world trade became
more critical during 1971, members of the Commission along with govern-
ment officials and many private individuals became deeply concerned about
the loss of exports in the field of high technology. Also, economists projected
a lag in national productivity over the decade because of the increasing
importance of service industries with low levels of productivity. Many ex-
perts attributed this situation to the relatively low level of support for re-
search, especially applied research in these fields.

This issue was discussed with the President in several Commission meet-
ings and the President ordered a complete review of Federal research and
development programs to assess the need for new programs to open up
opportunities for technological innovation. A task force of technical experts
from various government agencies, with the assistance of scientific and indus-
trial leaders, conducted a comprehensive review of opportunities to advance
technology. The result of this review was a major presidential initiative in
the field of R. & D. for fiscal year 1973.

The budget for fiscal year 1973 provided an increase of $1.4 billion in
scientific research and development funds and a number of important
policy trends. Among the objectives of the new budget were closing the gap
between the United States and its world competitors in productivity growth
rates and improving the efficiency of some basic services of the economy.
Civilian oriented programs, including energy, health, education, environ-
ment, urban problems, transportation, and other areas were increased sig-
nificantly. Also, funds were provided for experiments in stimulating inno-
vation and productivity in the private sector.

C. Improving Government Productivity

The sharp growth of public employment relative to private jobs has been
one of the most significant trends in the structure of the economy over the
past decade. In 1970, nearly one out of every five wage and salary workers
was a government employee. Experts project continued increases as our
urbanized population seeks more and better education, health, police, and
sanitary services. As government regulations and the demand for reports
proliferate, overhead staffs in government and business are significantly en-
larged. Since government services are still largely labor intensive, the growth
of government employment has involved greatly increased costs. The Com-
mission’s working group, therefore, gave special attention to seeking ways
of improving productivity in government operations. As a first step, it sup-
ported efforts to improve measurement of change in output per man-hour
at both the Federal and local levels.
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Measurement of Productivity in the Federal Government

There has been considerable dissatisfaction with measures of Government
productivity based on national income concepts. Because labor input is used
to measure output, indexes of output per man-hour for Government activi-
ties cannot show any change. While this statistical convention is useful in
fitting Government activities into the national income accounting frame-
work, it is often misconstrued to mean that there has been no improvement
in actual Government productivity. A study of selected activities in five
Federal agencies by the Bureau of the Budget in 1964 demonstrated the possi-
bility of developing indexes based on actual physical output, a more appro-
priate concept. The derived series, however, were not maintained or extended.

As a first step in a Government-wide approach, the General Accounting
Office, together with the Office of Management and Budget and the Civil
Service Commission and with support from the Commission, initiated a
study of productivity trends in Federal agencies. The background and ob-
jectives of the study were reported to the Commission in a paper, “Pro-
ductivity in the Federal Service,” by the Office of Management and Budget.

A preliminary review by the GAO of 17 major Government agencies
found that some agencies maintain data that could be useful in measuring
productivity change. Such data are used by the agencies for manpower
planning, work measurement, cost control and, in a few cases, for produc-
tivity measurement by the agencies themselves. This survey reported that
approximately 500,000 employees, most of them in the Post Office, are
directly covered by existing productivity indexes, and measures may be
feasible for an additional 750,000 employees.

The study group, with technical assistance of the Bureau of Labor Sta-
tistics, is now collecting data from various Government agencies on real
output and man-hours. These data will be used to prepare indexes of output
per man-hour for broad functions of Government rather than for individual
agencies. The study group plans to work with agencies to improve reporting
systems and basic data and extend the coverage of productivity measures.

Productivity in State and Local Government

Since 10 million persons—about 80 percent of all government employees—
work for State and local governments, prime targets for productivity im-
provement are the major functions performed by these units such as law
enforcement, sanitation, and education. The Commission, therefore, asked
the Urban Institute to undertake an exploratory study of the status of pro-
ductivity measurement and its feasibility.

In their report, “Improving Productivity and Productivity Measurement
in Local Governments,” Dr. Harry P. Hatry and Mr. Donald M. Fisk of
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the Urban Institute, reviewed major conceptual problems and current meas-
urement practices. They found little factual data readily available, either
for measuring trends or for comparing levels among localities. However, they
concluded that data which could be useful for productivity measurement of
specific functions are collected by some localities and there are many tech-
nological opportunities for improving productivity that should be evaluated
and disseminated.

A brief paper on “Productivity and Technology in Law Enforcement,”
by William M. Spreches and Edwin L. Golding, of the Department of
Justice provided some illustrations of the possibilities of measurement and
the role of science and technology in improving productivity of police
departments. Computers, communication systems, helicopters, and elec-
tronic alarm systems are being used increasingly to improve the performance
of law enforcement officers.

Following these exploratory studies, the Commission in October 1971
contracted with the Urban Institute to undertake further research on the
improvement of productivity in local government. This decision followed
a review of the exploratory report by several public interest groups, including
the National League of Cities, the U.S. Conference of Mayors, the Na-
tional Association of Counties, the International City Management Associa-
tion, the National Governors Conference, and the Council of State Govern-
ments. The Urban Institute’s study will deal with measurement and im-
proved practices in two functions: law enforcement and refuse collection.
The study will examine different types of measures to determine the most
appropriate indicator, taking account of any special circumstances. For
example, more frequent garbage collection might result in reducing produc-
tivity if measured in tons removed per man-hour, but could result in a more
sanitary community. An alternative measure might cover not only the
quantity removed but also the degree to which a desired level of service is
achieved.

Another objective of the study will be to identify and report on outstanding
“success” stories in improving productivity in local functions. These reports
would describe managerial and organizational as well as technological inno-
vations in city government. The dissemination of success stories might en-
courage others to use the latest ideas.

D. Management Organization and Capital

The availability of capital for investment at reasonable interest rates affects
productivity in two ways. First, investment in labor or material-saving devices
ieads directly to increased productivity. Second, the availability of capital has
a significant effect on the steady growth of the economy and the close rela-
tionship between increasing output and increasing productivity is well
established.
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Because of its critical importance, the Commission requested the Depart-
ment of Commerce to study the factors influencing the availability of capital
throughout the 1970’s. The study, “Capital Requirements for the Seventies,”
generated estimates of capital requirements by considering the factors in-
volved in the supply and those involved in the demand for capital, inde-
pendently. While the initial intent of the study was to indicate whether
potential supply and demand would be in balance, and whether capital
would be available through traditional sources at reasonable interest rates,
the results were particularly useful in indicating the necessary policy objec-
tives to assure that adequate capital would be available.

E. Industry Studies

The special problems of specific industries in improving productivity were
another area of research. The Commission contracted for studies of two key
consumer goods industries—the food and the footwear industries—to deter-
mine where obstacles to productivity improvement exist and how they might
be overcome.

The study, “Productivity in the Food Industry: Problems and Potential,”
by Prof. Gordon Bloom of the Massachusetts Institute of Technology, re-
viewed a wide range of institutional, legal, labor, and systems problems
affecting productivity in food manufacturing, wholesaling, and retailing. The
report found that there are numerous opportunities to improve efficiency in
food distribution by considering the entire process from the farmer to the
consumer. Standardization of shipping methods and hardware, for example,
could produce sizeable gains in productivity. Also, more extensive use of unit
trains for food could improve output per man-hour in transportation, the
cost of which significantly affects food costs to the consumer.

The study of the footwear industry, by Prof. Stanley Jacks of the Massa-
chusetts Institute of Technology, covered a labor-intensive industry where
negligible productivity gains in recent years have contributed to capture of a
large part of the domestic market by overseas producers. Additional research
and development in machine and materials technology is needed to maintain
the domestic shoe industry competitive with foreign producers. Although
shoe machinery suppliers are engaged in substantial R. & D. programs, rising
costs and decreasing markets may cause difficulty in obtaining capital needed
to support expansion. The report recommended that indirect support to the
footwear industry might be provided under such programs as the trade ad-
justment assistance program. While government programs to assist noncom-
petitive companies are not widely favored in the United States, the report
pointed out that many countries are subsidizing footwear firms producing for
the export market.
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Industry Efforts

The need for productivity improvement and innovations in practices was
considered by two key industry groups represented on the Commission—
construction and steel. Leaders of the Building Trades Council of the AFL—
CIO took up the issue at their convention and industry, labor and government
members of the Commission have formed a group to pursue this issue in
conjunction with the Construction Industry Stabilization Commission. Con-
siderable attention was also devoted to the need for productivity growth by
the United Steelworkers of America AFL-CIO. The 1971 Basic Steel Collec-
tive Bargaining Agreement provided for the establishment of joint union-
industry committees on productivity at the plant level.




CHAPTER Il

FUTURE PLANS UNDER THE NEW PROGRAM

Under Section 4 of the Economic Stabilization Act Amendment of 1971,
entitled “National Productivity Policy,” ( approved Dec. 22, 1971), Congress
declared that “it is the policy of the United States to promote efficient pro-
duction, marketing, distribution, and use of goods and services in the private
sector, and improve the morale of the American worker, all of which are
essential to a prosperous and secure free world, and to achieve the objectives
of national economic policy.”

Relating productivity improvement to the price and wage stabilization
programs, Congress finds that “management and labor have a strong mutual
interest in containing “cost-push” inflation and increasing output per man-
hour so that real wages may increase without causing increased prices, and
that, without in any way infringing on the right of management or labor,
machinery should be provided for translating this mutuality of interest into
voluntary action.”

The act declares that “it shall be the objective of the President’s National
Commission on Productivity . . . to enlist the cooperation of labor, manage-
ment, and State and local governments in a manner calculated to foster
and promote increased productivity through free competitive enterprise.”

The act lists several additional objectives, including promoting the
improvement of worker motivation and community interest in reducing
waste; the more effective use of labor and management personnel; policies
to insure the competitiveness of U.S. products in world markets; and pro-
grams to deal with problems of workers adversely affected by automation
and other technological changes or the relocation of industries.

A substantial increase in funds for the Commission was authorized and
over $5 million has been requested in the President’s fiscal year 1973 budget.
These funds will be used to expand the staff, to enhance informational
activity, and to contract for research and other services.

Under this legislative mandate, the Commission will extend its activities
in several directions. First, the Commission plans to expand its substantive
program of policy research and development needed by the working groups
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to formulate recommendations. Most of this basic work will be done by the
Commission staff. They will enlist the aid of outside consultants, provide
background papers, arrange for seminars and conferences, and draft recom-
mendations for the Commission.

Special attention will be given to work on the opportunities and obstacles
to improving productivity in important industries which have been lagging.
In this effort, the Commission will strive to be responsive to the needs and
suggestions of the agencies involved in the economic stabilization program.
In this context, the studies of productivity in the Federal Government and
in local government described earlier will be continued, with the staff
working with interested organizations such as the U.S. Conference of Mayors
and the Council of State Governments. Also, work will be undertaken on
several other key industries, including construction and health, where costs
have been rising sharply.

Another broad area of examination by the Commission will involve factors
that affect productivity generally. Alternative approaches to pollution control
will be analyzed in terms of both relative efficiency in achieving goals and
implications for productivity growth. Studies will be made of the influence
on productivity of workers attitudes and motivation, and the possibilities of
improvement through group incentive plans, job redesign and related tech-
niques. The contribution of R. & D. programs to productivity enhancement
will also be covered. These areas will be explored with the assistance of
leading experts in government, universities, and private industry who are
already giving attention to these problems.

Second, the Commission has been charged under the act with the task
of fostering attention to productivity improvement on a regional and local
basis throughout the Nation. In order to meet this challenge, the regional
representative of the Secretary of Labor will be given responsibility for
development of a coordinated Federal effort to promote greater awareness
of productivity at the local level and in specific industries at the regional
level. These representatives will receive technical assistance from the Com-
mission’s national office and will draw on the work of the Commission to
promote the objectives of the act. With the regional councils as their base,
the regional representatives will be able to utilize the resources of a wide
range of domestic departments and Federal agencies who have close working
relationships with State and lccal governments and broad contact with all
sectors of the public.

Finally, the Commission will enlarge its information program to improve
public understanding of the issues and its program. Workers, managers,
and consumers will be given more information about the meaning and
importance of productivity and its relationship to jobs, income and living
standards. The Commission’s studies, reports, and recommendations will be
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disseminated widely. National, regional, and local conferences, meetings,
workshops and seminars with a wide range of participants will be held.
Special pamphlets, speeches, and other educational materials will be pre-
pared. The Commission will continue to develop recommendations for
private and public policy to encourage productivity improvement in the
decade of the 1970’s.

In addition to activities under the section on “National Productivity
Policy,” the Economic Stabilization Act Amendments of 1971 seek to enhance
productivity growth through provisions of the pay stabilization program.
Section 2 precludes from control by the Pay Board any increase in wages
“paid in conjunction with existing or newly established employee incentive
programs which are designed to reflect directly increase in employee pro-
ductivity.” The types of employee incentive plans intended to be covered
by this provision “are mainly those known as productivity sharing plans,”
e.g., bona fide programs of “productivity bonuses on a plant-wide basis to
reward workers for achieving established productivity goals.”

Section 2 also provides that rules, regulations, and orders issued under
the pay and price stabilization programs “insofar as practicable be designed
to encourage labor-management cooperation for the purpose of achieving
increased productivity, and the Executive Director of the National Com-
mission on Productivity shall when appropriate be consulted in the formula-
tion of policies, rules, regulations, orders, and amendments under this title.”

These provisions specifically recognize the importance of productivity
growth in maintaining cost stability and are likely to provide additional
stimulus to the progress of the productivity improvement programs. The
Commission and its staff will work closely with the economic stabilization
program agencies to see that these provisions and the importance of pro-
ductivity to long-run economic stability are given full consideration.
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Appendix A

The President’s action establishing the National Commission on Produc-
tivity was set forth in a statement issued on July 10, 1970.

THE WHITE HOUSE

The President today announced the appointments of members of the
new National Commission on Productivity. The Commission includes six
representatives each from business, labor, and the general public, and five
members from government.

The President announced his intention to establish such a commission in
his speech on Economic Policy and Productivity on June 17. At that time,
he described productivity as “a measure of how well we use our resources. . . .
In particular, it means how much real value is produced by an hour of
work.” The President pointed out that productivity “depends on the effec-
tiveness of management; the investment of capital for research, develop-
ment, and advanced technology; and most of all on the training and
progressive spirit of 86 million working Americans.”

In the last 2 years, productivity has grown at a much slower rate than
usual. It will be the task of the National Commission on Productivity to find
ways in which that rate of growth can be increased—in 1970 and in the
years beyond. Greater growth in productivity is essential if the Nation is
to achieve price stability, health, economic expansion, and a rising standard
of living.

The Commission’s first priority, as the President said, will be “the prob-
lems we face now; we must achieve a balance between costs and productivity
that will lead to more stable prices.” The Commission will begin its activities
immediately. It is the President’s intention that the Commission sponsor a
special President’s Conference on Productivity that will bring together
leaders of business, labor, government, and the general public.
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Appendix B
POLICY STATEMENT OF SEPTEMBER 7, 1971

Productivity and the National Interest

The ability of our Nation to produce efficiently—our high level of produc-
tivity—has been the source of our high and rising standard of living and the
key to achievement of many of our basic nationa] goals. Since 1966, however,
the rate of productivity increase in the United States has fallen well below
the average of the last 20 years and, more importantly, has fallen short of our
domestic economic needs and of the growth rates of our major foreign com-
petitors. This shortfall in Productivity growth is due in part to the economic
slowdowns of 1967 and 1969-70, accompanied by a substantial increase in
idle productive capacity.

The National Commission on Productivit
Nixon as an instrument of economic
recommend ways to further productivity

The roots of our past productivity ac

complishments are no mystery. They
are to be found in a vital free-enterpris

€ economy, which offered challenges

uce more in exchange for a fair share
of increased output. If we are to maintain and build upon our tradition of

high productivity, we must strive to sustain full utilization of our productive
capacity, to improve the organization of our human, financial and material

resources and to exploit fully our unparalleled reservoir of skill, technology,
and managerial talent.

(=}

The maintenance of our historic rate of productivity growth is a vital

element in our broader task of Improving the quality of life for all Americans.

—It is vital to a sound economy which can
everyone who wants to work.

—It is vital to our efforts to curb inflatio
pay of workers and the well being of those on fixed incomes. Only by

increasing production per unit of resources, can we expect to achieve both
rising real incomes and stable prices.

provide more and better jobs for

n and protect the real take-home
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—It is vital to our ability to compete in world markets and presc;:nvel job
opportunities. Foreign competitors aided by t}.le export of our tecd ; ;i}i'
and capital have greatly enhanced their role in both domestic an
markets formerly dominated by the United States. . ;

—It is vital to our ability to pay for clean air and water, without an in-
tolerable sacrifice in other facets of the quality of life.. ; 5

—It is vital to freeing the resources necessary for eli‘mmatlon of l}:nger an
deprivation, and to aiding underdevelop'ed cour‘ltnes o.f the wor k.b %8

—It is vital to more and better community services w1th09t backbre hg
taxes. Productivity increases in the public sector are a partial answer to the
fiscal crisis in the cities.

Sources of Productivity

i er,
Human resources are first and foremost. They are the founta.xcrlx offI :fﬁ\,gl};
skills, organization talent and ingenuity, which must be full).r an .ethe 44
utilized if we are to realize our productivity goals. Pro.ductlv'ltt)}l/ is
for progress. Human beings have the life force to make. it po;a e. A
i in land, water, air, and energy.
Natural resources are our heritage in 5 air, and e
resources are limited. Their intelligent and pru.dent utlllzat.lon 11; tflf pfor 4
tion of goods and services is a core factor in the quality of life
Americans. it ; e
Capital resources are the funds, facilities, equlpmez(tj, a;d techtrelzt?fl k
i indi le ingredient in our production po 1l
tools which are an indispensab : : :
i i tal under relatively
1 th attractive returns to capi
strong, expanding economy, wi ' , g
stable ’prices, insures a willingness to invest in new technology and
a stimulus for efficient growth. R ¥
Educational resources represent a m0§t. critical mve}istment:l B
beings. Expanding educational opportunities enlarge t e‘p;)o o
' i i 1 tial as pr
i to realize their full poten
talent and enable our citizens . . g
members of society. We have led the world in opening and expanding
i i i to lead. ;
tional horizons—we must continue ' 2399
Research and development resources have applied the }re;ul';sh(:flon e
investigation and knowledge with vast benefits to all ma.ni;im .ak e ;gcom-
times and unpredictable results inherent in research cou we atz <l
mitment to investment in it. Neither government nor the priv;
afford to falter in its support of these activities. il AR
The unique resource—T he American Spirit. As a young . ,Od Sy
grown and prospered in an economic climate which rewa.f:l i g:)ake rid(;
g ; -
which motivates the individual man to improve hunStlalf fa.n o worlgs i
in the product he produces. We have searched eagerly o o shicche
con uef in space, under the sea, in medicine, in educat}orlx, a'n't bt
T 2 . " W
proglems of our urban, suburban, and rural life. This youthful spirit,
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progress. We must reappraise o
close the gap between actual and potential nationa] product,

Areas of Improvement

o may be displaced by tech-
nological changes. In the absence of such economic expansion, there is lag-

ging productivity, usually accompanied by increasing unemployment and
underemployment, /
. A hlgb Ie.vel of economic activity is a necessary but not sufficient condition
or realization of our ful] productivity potential. W
focus on identifiable targets of opportunity.

I Producthty bargaining can constitute an Important avenue to in-
tcrcé;sed production, profits, and wages. It involves conscious attention to the
rade-off between progress for the enterprise, for large groups of employees

and for the consumer, and costs which may be incurred by individual groups
of workers. ‘

€ must also consciously

ace participation and communication, safety, and work sched-
areas that deserve close attention in the interest of increased

?. Manpower adjustment policies should be strengthened and refined to
assist in meeting the human costs of change, where such costs exist. Although
total‘productivity growth and job growth tend to move together in an ex-
Panding €conomy, adverse effects ;
seeks the benefits of productivity g

rowth is obligated to safeouard those who
would otherwise suffer from these I

adverse effects. This can be done by such
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means as: avoiding worker displacement, mitigating financial loss to indi-
vidual workers, and assisting workers in securing alternative work.

The private sector should initiate or continue programs for manpower
planning, advance warning systems, internal workforce adjustments, dis-
missal pay policies, and retirement and separation programs which provide
benefits in case of involuntary early termination.

Government must also join in by providing appropriate manpower read-
justment programs and improving labor market machinery.

3. Education and Research and Development. Education provides both
direct benefits to the individual and long-range benefits to the society in
which he lives. Our public commitment to financial support of education
recognizes the returns of education to society as a whole, both in its contri-
bution to national economic growth and its broader contribution to the
quality of life. There is reason for concern as to whether rigidities within
the institutional structure of education are handicapping opportunities for
its proper growth and orientation. There is need for further active experi-
mentation, with government support, in development of improved educa-
tional systems, including new and more flexible institutional and financing
arrangements, as well as improvements in educational content and instruc-
tional methods.

Basic research, much of which is centered in our higher-education insti-
tutions, is also essential to long-range productivity improvement. Our future
depends upon continuously advancing the technological frontier. This ulti-
mately rests upon the vigor and scope of our research efforts and on the
effectiveness of the coupling of basic research to the productive mechanisms
of society, through applied research and development. Since the benefits of
basic research are broadly diffused, the Federal Government has a special
responsibility to assure an adequate and sustained level of funding of such
research.

The private sector, too, should be encouraged to invest more of its own
resources in applied research and development. This requires a close look at
institutional arrangements outside and inside the Government which may
need to be modified and an appraisal of tax or other possible fiscal incentives
for additional private investment in research and development.

4. Government Productivity. Government has been and will continue as
an employment growth sector providing almost 4 million new jobs by 1980,
primarily at the State and local levels. Efficient government services depend
very heavily upon human resource management. In the absence of increased
efficiency, higher wages and pensions will increase the costs of providing
government services, and contribute to the fiscal crises of our cities.

There is considerable scope for encouraging and facilitating the applica-
tion of productivity bargaining in the public sector. The Commission should
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also lead in efforts to identify and evaluate emerging ideas to improve local
government productivity, including development of procedures for meas-
uring the .relative efficiency of States and cities in performing similar services

9. Capital requirements for the 1970°s. One of the basic problems relateci
Fo the process of economic growth is the demand for and the supply of funds
in the .capltal markets. For some time now there has been a spirited public
dlscu,ssmn of 'thfa possibility that there may be a capital shortage in the
197‘0 s. Thus, it is imperative that we assess the extent to which in:iividuals
businesses, governments, and other institutions will have access to an adej

gt g 5.
tdentlfy means to assure that any deficiencies in the supply of capital required
0 promote adequate economic growth are corrected.

6. Industries wit), relatively logw productivity improvement. While some

economy.—such as government, the various services, construction, trade
finance, Insurance, and real estate. ’ ,
Adeq}u?te Mmeasurement and better information are needed on actual
proc%uctlwty trends and developments in each sector of the economy, so that
lagging sectors can be more clearly identified and practical efforts, can be
made to improve thejr productivity growth.
de’;[i‘:laebg?mr;ussmn Tmust promote public awareness of the importance and
tity of productivity growth—that we can have more only if the Nation
I]eroduces more. This is clearly not an easy assignment. But we know this:
ti::goeffor.t made to increase Amt?ri.can productivity will be repaid many
Ver in a higher standard of living and a better quality of life.
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Appendix C
NATIONAL COMMISSION ON PRODUCTIVITY

Selected Reports, Papers, and Related Reference Materials *

Productivity and the National Interest, September 1971
A statement approved by members of the Commission stating the need
for productivity improvement, sources of productivity and areas of
improvement (13 pages).

The Meaning and Measurement of Productivity, September 1971

Two papers by Herbert Stein and Jerome A. Mark on the meaning,
concepts, and measurement of productivity (15 pages).

The Need for Productivity Growth: The Work of the National Commission
on Productivity, September 1971

Talk by Leon Greenberg, Executive Director of the Commission, before
the National Association of Business Economists on recent trends, the
importance of growth and the role of the Commission (11 pages).

Improving Productivity: Labor and Management Approaches, September
1971
A report by the Bureau of Labor Statistics presenting case study examples
of formal efforts by labor and management to improve productivity
(35 pages).
Private and Public Manpower Policies T'c Stimulate Productivity, June 1971

A working paper by Eli Ginzberg, with James W. Kuhn and Beatrice G.

Reubens, Columbia University, presenting a roundup of methods fol-
lowed by companies or government in the United States and other

! Prepared by or for the National Commission on Productivity. Some of them are
background, working papers relating to topics under discussion by the Commission and
do not necessarily reflect the views of the Commission members. All items listed are

available on request.
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countries .for preventing or mitigating the adverse manpower impacts of
technological change (22 pages).

scribing British a..nd American experiences with productivity bargaining
and factors relating to the outlook (available about March) (50 pages).

Public Employment C/zaracteristics, Trends, Outlook, September 1971

A brief informationa] report by the Bureau of Labor Statistics (14
pages).

ment, June 1971

Bdearry P Hatry and Donald M. F isk, The Urban Institute. Problems
and .}l)lractlce.s In the measurement of productivity in local governments
and illustrative Joca] productivity Improvement possibilities (57 pages).

Education ang Productivity, June 1971

The Relation:hip Between Research and Development and Economic
Growt/z/Productivity, February 1971

Ij‘ our rev1ew‘papers by Charles T. Stewart, George Washington Uni-
;{E‘FISIty; E.:d\\'l.n Mansfield, University of Pennsylvania; William Fellner,

ale University; and 7v; Griliches, Harvard University; prepared for
ion. They cover information on the rela-

arri : nd growth and whether it is possible to
Ve at conclusions about further investment in R. &D. (75 pages).

Productivity and the Economy, 1971

NATIONAL COMMISSION ON PRODUCTIVITY

Professional

Terence G. Jackson, Jr.
John E. Morrissey
Edgar Weinberg

The Staff

Leon Greenberg
Executive Director

Administrative and Clerical

Doris Anderson
Dennis Condie
Deloris A. Ginyard
Marian Wilk
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U. S. BUSINESS COMPETITIVENESS pr Jo e,

By this memo, I am calling your attention to a document (attached) which
I hope you and every manager in McGraw-Hill Publications will study
closely, The reason is compelling: it deals with a subject of vital impor-
tance to this nation and to this company.

It was prepared at my request and presented for discussion on September 21
before a special meeting of the Editorial Board., At that time, I asked Chief
Editors if each could intensify his editorial efforts -- in whatever ways he
considers most appropriate and most effective -~ toward helping U. S. busi-
ness overcome some of these serious problems, Of course each publication
will deal only with the problems characteristic of its field and espouse only
the solutions appropriate to its convictions; there is no official McGraw-
Hill "line'" or ''position'' in either respect, I was most encouraged by the
positive and enthusiastic support which I received,

I am also convinced that all McGraw-Hill managers can contribute, per-
sonally or professionally, toward this objective of helping to revive the pro-
ductivity and world-wide competitiveness of U, S. business, industry and
the professions,

And so I earnestly invite you to join the crusade!

Sincerely,

50-12600 Enc.



FOR: JOHN R, EMERY
EDITORIAL BOARD SEPTEMBER 21, 1971

WHY U, S, BUSINESS HAS BECOME LESS COMPETITIVE

It has become evident in recent years that U. S. products and services are
losing much of their competitive edge in world markets.

The symptoms of lost leadership, although showing up pretty much across the
business spectrum, are most acute in specific areas such as electronics, auto-
mobiles, steel, textiles, optical equipment, shoes, heavy construction, chemi-
cals. In these and other fields, U. S. firms show a growing inability to compete
with foreign producers on a price or quality basis, and at times in both.

Many causes lie behind this trend; some are historic and others recent, all are
complex. They stem from many sources: the attitudes and actions of American
labor and labor unions; our own government and its policies; foreign governments
and their business-labor relationships; and of course the weaknesses in U. S.
business itself (see attached checklists of factors and causes). Most of these
fall within four basic causal clusters: (1) lagging productivity and efficiency;

(2) a decline in technological leadership; (3) an anti-business bias in government
and labor; (4) discrimination in international trade.

The consequences, unless checked and reversed, could be disastrous for the U.S.

economy and for the nation: loss of foreign markets and eventually much of the
U. S. market itself; further weakening of the dollar; serious imbalances in inter-
national trade; higher unemployment, especially in manufacturing and heavy in-
dustry; rising cost of welfare; continued high taxes; chronic inflation; an erosion
of the American standard of living and a weakening of the fabric of the entire
nation.

We hold the consequences so serious we believe McGraw-Hill Publications
should plan a continuing effort to contribute its prestige and its influence, its
creative talents and editorial resources, toward reversing this decline in U. S.
productivity and competitiveness. The challenge presents a rare opportunity for
McGraw-Hill; it represents a moral obligation as well.

All McGraw-Hill publications could contribute editorially -- some far more so
than others -- but each in its own way, on its own schedule and always in close
keeping with the characteristics and problems of its own audience and field.




Optimum effectiveness calls for a maximum of editorial freedom, individuality,
imagination and creativity.

We therefore recommend a coordinated McGraw-Hill program -- one involving
editorial, promotion, advertising and public affairs -- structured around help-
ing this nation attain four basic objectives: (1) greater productivity, cost
effectiveness and efficiency in business, government, services and the profes-
sions; (2) renewed leadership in research, technology and management methods;
(3) less anti-business posture in government at all levels; (4) fair practices in

international trade.
% (66 /

JOHN R, CALLAHAM, CHAIRMAN

AD HOC COMMITTEE ON
U.S. BUSINESS COMPETITIVENESS

Attachments




WHY U, S, BUSINESS HAS BECOME LESS COMPETITIVE

INDEX OF ATTACHED OUTLINES

(A) Lagging Productivity and Efficiency -- Andy Ashburn (Cal Cronan)
Checklist of Factors and Causes e R R & A-1 ‘
Major Problems and Possible Solutions ....... .. A-2

(B) U. S. Government Attitudes and Actions -- John Cobbs (Art Fox)
Checklist of Factors and Causes svsewene e Bel
Major Problems and Possible Solutions .......... B-2

(C) U, S. Business Attitudes and Actions -- Doug Greenwald (George Lutjen)
Checklist of Factors and Causes ol e Sigs % 01 m aiie @ C-1
Major Problems and Possible Solutions .......... Cc-2

(D) Foreign Governments' Attitudes and Actions -- Lew Young (Bob Hotz)
Checklist of Factors and Causes = .......... D-1
Major Problems and Possible Solutions ......... . D-2

This material is not intended to be definitive nor all-inclusive,
and its organization was an arbitrary decision by the Chair-
man of the Committee. Nor does it necessarily represent a
consensus, since each section was written independently by
one committee member, with an associate, as indicated. It
was prepared with U. S. industry primarily in mind, but
much of it could apply equally to U. S. businesses and
services of all types.

It represents a broad-brush overview, a suggestive outline,
a first set of guidelines, a plateau of departure from which
editors and others in McGraw-Hill Publications hopefully
can find a stimulus and ideas to develop their own convic-
tions and to flesh out their own positions.,




WHY U, S, BUSINESS HAS BECOME LESS COMPETITIVE

(A.) LAGGING PRODUCTIVITY:
CHECKLIST OF FACTORS AND CAUSES

I. Technology (improvements in design, material, function of product)
Lack of sufficient R&D and clear-cut R&D objectives,
Limitations imposed by old and outdated facilities,
Consumer preferences that prevent maximum utilization of

technology and facilities,

Management inertia and decline in competitive spirit,
Short-range view of hired managers,
Lack of sufficient incentive for creative people.

II. Facilities

Output rates less than capacity because of breakdowns, or lack
of demand, or inadequate distribution,

More rework or losses from aging equipment and processes,

Lack of investment in more productive equipment available,

Failure to develop new equipment (limited R&D by small firms
producing capital equipment, lack of manufacturing R&D by
industry, decline in government sponsored manufacturing
research),

III, Management
Declining competitive edge in arrangement of facilities, work sched-
uling, inventory control, marketing efficiency.
Scale of operations not at optimum (too big or too small).

IV. Labor -- Skills and Education
Lack of basic literacy of some workers,
Lack of training in manual or manipulative skills.

- - Motivation and Effort
Loss of pride in work and product excellence,
Adversary relation with management.
Growing absenteeism.
Featherbedding and restrictive work rules.
Less interest of some in material rewards,

-- Wage Rates
Industry-wide bargaining,
Competition between unions.
Escalator clauses in contracts,
Revolt of rank and file.

V. Environment
Extra costs of congestion,
New costs of pollution control.
Reduction in output because of guards and safety devices.
Increased cost because of safety devices in product,



(A.) LAGGING PRODUCTIVITY:
MAJOR PROBLEMS AND POSSIBLE SOLUTIONS

Problem 1: Production facilities are relatively obsolete in the U. S. In Japan, for

example, the most recent census shows 649 of machine tools are less
than ten years old, compared with 36% in the U. S. The difference is
even more marked in the automotive industry (69% in Japan, only 33%
in the U. S.).

Short-term solution: Use incentives to stimulate modernization.
The most effective stimulant so far devised is the investment tax
credit (job development credit) which has been used by the U. S.
twice in the past decade. It increases cash flow without diminish-
ing the capitalized value of equipment. Frequent manipulation of
the credit to '""control' business cycles has been so badly timed as
to augment rather than smooth these cycles and has cast doubt on its
use in the long run.

Long-term solutions: Although incentives are needed to offset the
anti-capital bias of high corporate income tax rates, a more neutral
form of taxation, such as the value-added tax (as a partial or com-
plete substitute for the present corporate income tax) offers
advantages that merit careful study.

Capital equipment producers have often followed a ''better mouse-
trap' approach to marketing. Aggressive product development and
marketing efforts would be healthy for both the equipment producers
and for the plants thus induced to become more productive,

Problem 2: Development of an adversary position between the worker and his com-
pany. Partly because of the dulling routine of many factory jobs, of
union power with its anti-management bias, and of less personal con-
tact and communications between management and workers, many
U. S. workers have lost pride in their work, try to outwit the company
instead of trying to help it,

Solutions: Intensify motivational research and the application of
known results. In many cases jobs can be made more challenging,
new schedules (such as the four-day week) can be tried, new
incentives may be found.

Eliminate restrictions from union contracts that restrict produc-
tivity, either by negotation or by making such restrictions illegal
as being in ''restraint of trade''.




Reduced manufacturing R&D. Much of the American productivity

growth of the past two decades grew out of R&D sponsored by the
Federal government (such as numerical control developed out of re-
search sponsored by the Air Force at MIT). Government R&D
directed at increased productivity has virtually ceased and private

Solutions: Stimulate R&D both in the technology of productivity
and in the motivational aspects of productivity, either by public
grants for such research or by incentives such as tax credits for
industry. Explore the possibility that the results of R&D for
which special tax credits were given would have to be freely avail-

Closing of the management gap. To a greater extent than realized,

the U. S. margin over other industrial nations has been in the
efficiency with which work is organized and managed: work is
scheduled better, in-process inventory levels are lower, there is

less delay in assigning work. This management edge is fast dis-
appearing because of the spread of U.S. -trained managers, the grow-
ing acceptance abroad of U. S. management methods and training, and
the equalizing effect of computers and numerical control.

Solution: It is hard to make good management systems better. It is
not impossible. But the closing gap between management skills in
the U. S. and those in Germany and Japan means that the bulk of

Problem 3:
industry is not filling the gap.
able to all U. S. industry.
Problem 4:
productivity growth must come in other ways.
Problem 5:

Industry-wide bargaining has made wage rates immune to the moder-

ating influences of normal market forces. Thus where wages were
once the result of the interaction of productivity and market demand
they are now one cause of the lagging U. S. productivity in relation
to that of other countries.

Short-term solution: Some lid on wage increases is needed. Thus
a wage control plan of some type much follow the freeze.

Long-term solution: The legal basis for industry-wide bargaining
needs to be adjusted to make the negotiations between a single
union and an entire industry more responsive to market forces.




WHY U. S. BUSINESS HAS BECOME LESS COMPETITIVE

(B.) U. S. GOVERNMENT ATTITUDES AND ACTIONS:
CHECKLIST OF FACTORS AND CAUSES

Ts General
Inflationary bias in monetary and fiscal policies.
Failure to protect public interest in labor-management contract
negotiations,
Arbitrary and unpredictable antitrust policy,
Unreasonable safety requirements in some industries (e. g., shipping,

railroads),
High standards of product safety (e.g., automobiles, drugs).
Rising standards for protection of environment -- pollution.

Costly requirements for reporting and record keeping.
Disinterest and red tape.

II. Taxes
Excessive reliance on corporate income tax,
Inadequate allowance for depreciation and obsolescense,.
Frequent changes and increases create uncertainty,
On-off use of investment tax credit as a short-term ''control" device,

III, Trade policies
Tolerant attitude toward tariff and non-tariff barriers abroad,
Antitrust restrictions on U. S. companies abroad.,
Policy of encouraging imports,
Failure of U. S. officials overseas to promote export business.

IV. International currency problems

The dollar as reserve currency -- cannot change parities of other
currencies,
Successive devaluations of weak currencies -- gives them an

advantage in relation to the dollar,

Slow revaluation of undervalued currencies (e.g., the mark and the
yen).

Speculative movements of capital,



(B.) U. S.

GOVERNMENT ATTITUDES AND ACTIONS:

MAJOR PROBLEMS AND POSSIBLE SOLUTIONS

Problem 1:

Inflationary bias in monetary and fiscal policies. This is the basic,

Problem 2:

underlying cause of much of our trouble. At least since 1966, both
fiscal and monetary policy have erred repeatedly on the side of in-
flation, Although President Nixon attempted to check inflation with
more restrictive fiscal and monetary policies, he was forced to
abandon them and adopt stimulative policies while prices still were
rising as fast as ever,

Solutions: Recognize that goal of 4% unemployment is unrealistic
for an economy as big and diversified as the U. S, under present
circumstances. Strengthen unemployment insurance and welfare
programs to make joblessness less painful to those involved.
Enlarge and strengthen retraining and relocation programs to
help unemployed workers qualify for work available in other
industries and other areas, Amend the Employment Act of 1946
to give maintenance of stable prices equal ranking with mainten-
ance of maximum employment as a national goal,

Failure to protect public interest in labor-management negotations,

Excessive wage increases have been the mechanism for cost-push
inflation, at least since 1969, and the rise in labor costs has been the
primary reason for the decline of competitiveness of U. S. goods in
world markets, Between 1965 and 1970, unit labor costs in U. S.
manufacturing rose 21%. In 10 other major trading nations, they
rose no more than 15%, and this increase applied to a substantially
smaller base. These nations account for four-fifths of U. S. imports
of manufactured goods., Until the wage-price freeze, neither the
Nixon Administration nor the Johnson Administration took any effec-
tive action to stop the increase in U. S. labor costs.

Short-term solutions: After the wage price freeze, there must be
some sort of incomes policy. Its objective should be to relate
wage increases to increases in productivity. This is the only way
the U. S. can stop the cost-push inflation and keep its competitive
position in world markets in the immediate future.

Long-term solutions: U. S. labor law should be carefully reviewed
and amended to remove features that contribute to inflationary
settlements, For example, present law allows the union rank-and-
file to repudiate a contract agreement reached by union leadership,
and this has been used as a device to extract still more concessions
from management negotiators who thought they had obtained a firm
contract. Authorized union leaders should be given the power to
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make binding contracts without rank-and-file veto. Authority of
locals to reject national contracts should be removed; right to
negotiate for output limitations (as distinct from work conditions)
should be revoked, This should not be allowed to turn into a union-
busting movement, The U. S. like any democracy, needs a strong,
responsible union structure., The object should be to remove
features of the present law that allow unions to act irresponsibly or
to ignore the public interest,

|
Problem 3: Excessive reliance on the corporate income tax, The U. S. tax system |
weighs heavily on corporations because corporate taxes are compara- l
tively easy to collect and because corporations do not vote whereas |
individual taxpayers do. Corporate income taxes supply 15% to 20% of
total federal revenues, and they consume about 459% of total corporate
income, It is generally assumed that these taxes are largely passed
on to the consumer inthe form of higher prices, but most consumers
are unaware of the tax component of the prices they pay. In overseas
trade, the tax puts U. S. companies at a disadvantage in competition
with foreign companies, which usually pay little or no direct income
taxes, Both at home and abroad, the tax discourages efficiency and
cost-control by absorbing half of the income realized from increased
efficiency,

Short-term solutions: A case can be made for introducing the value-
added tax in the U. S. as a substitute for part of the present corpor-
ate income tax, However, this should not be done until the current
price inflation clearly has been brought under control., The value-
added tax has distinctly inflationary effects because it raises prices
to consumers., (Even though the tax is separately stated on the sales
ticket, few consumers will look at anything but the total). In the

U. S. system where goods pass through several levels of distribution,
the tendency will be to apply customary markups to total price, in-
cluding the tax, This will multiply the inflationary effect, Also,
some sort of exemption should be allowed for new companies and for
companies attempting to launch new products, Otherwise, the value-
added tax would discourage the formation of new enterprises (which
usually make no more than very small profits in the early years of
the operation).

Long-term solutions: The only real answer is to reduce the corpor-
ate tax over a period of years, with the object of eventually bringing
it down to a level no higher than the first bracket of the personal
income tax, This should be a slow process because any sudden big
reduction in corporate taxes would generate a bonanza for stock-
holders and cause a loud political outcry., As the tax came down,

it would be possible to eliminate most of the present loopholes and
special privileges (such as the percentage depletion rule for oil).
The final result would be a relatively simple tax at a moderate rate,




Problem 4:

Tolerant attitude toward tariffs and non-tariff barriers to U. S. goods

Problem 5:

in foreign markets, The thinking of U. S. officials, especially in the

State Department, still is colored by the idea that this country is so
strong and so rich that it must make all the concessions in trade and
tariff bargaining. As a result, we have not made aggressive attempts
to break down the barriers to U. S. goods that still remain. We en-
couraged the formation of the Common Market, even though this
created a major trading area in which U. S. producers are at a dis-
advantage, We have allowed the Japanese especially to use various
non-tariff devices to limit imports from the U. S.

Solutions: The U. S. must take a tougher attitude toward rules, taxes,
and restrictions that put American producers at a disadvantage in
world markets., It must also be quicker to react to dumping or the
establishment of two-price systems that work to our disadvantage,
Where possible, the U. S. should work through the General Agree-
ment on Tariffs & Trade, but it should not hesitate to take unilateral
action to protect itself.

The status of the dollar as a reserve currency has put the U. S. at an

increasing disadvantage., Under the terms of the Bretton Woods agree-
ment of 1944, the U. S. stated the price of the dollar in gold and all
other participating nations then stated the parities of their currencies
in terms of the dollar. This means that the U. S. cannot change the
value of the dollar in terms of other currencies whereas all other
nations can establish new rates when they see fit, This system was
well adapted to a time when the U. S. had practically all of the free
world's gold and was by far the strongest trading nation in the world.
In the modern world, it puts the U. S. at a great disadvantage because
other nations can devalue or refuse to revalue and thus obtain or main-
tain a trading advantage for their producers against U. S. producers,

Short-term solutions: President Nixon's decision to embargo gold
and let the dollar float is the first step toward establishing new
exchange rates for major currencies against the dollar, Both the
mark and the yen should be revalued substantially, other currencies
somewhat less. The effect will be to make imports more expensive
to U. S. purchasers and U. S. goods cheaper to overseas buyers,
This will help bring our balance-of-payments deficit under control.

Long-term solutions: The U. S. dollar no longer should bear the
burdens of a reserve currency, The Bretton Woods agreement should
be replaced with a new system using International Monetary Fund
credits to make international payments. Permissible ranges of
fluctuation for exchange rates should be widened. There should be
machinery for readjusting rates frequently and more or less auto-
matically to reflect changes in the relative trading strength of
different nations,




WHY U. S. BUSINESS HAS BECOME LESS COMPETITIVE

(C.) U. S. BUSINESS ATTITUDES AND ACTIONS:
CHECKLIST OF FACTORS AND CAUSES

I. Declining technological and research leadership
Development of the multinational company and philosophy.
Transfer of U. S.-based R&D to overseas subsidiaries,
Transfer of technology abroad via sale, licensing, affiliation, free,
Relative decline in R&D spending and effectiveness in U. S,
Relative decline in U. S. capital spending for new plants and facilities.
Increasing age and/or obsolescense of manufacturing facilities,
Decline in product control and product excellence,

II. Inability to impress government and labor with its problems and needs
A better tax structure to give more incentive.
Restraints in labor practices and wage rates,
Importance of permanent investment incentives.
Seriousness of declining productivity and efficiency.
Importance of profits and ability to reinvest,
Concern for sociological and environmental problems.
And most of its other major problems and needs.

III. Management policies and practices

Overstaffing and inefficient staffing (especially during Sixties).

Deterioration of management standards over past decade.

Failure to respond properly to shifts in consumer needs and attitudes.

Insufficient planning to detect growth or decline in product lines.

Overemphasis on the conglomerate path to diversification.

Failure to capitalize on spin-offs from government R&D.

Lack of emphasis on management efficiency and innovation.

Failure to utilize fully available investment incentives (tax credit,
rapid depreciation,etc, ).

Frequent emphasis on short-term profits vs, long-term growth/
profits,




(C.) U. S.

BUSINESS ATTITUDES AND ACTIONS:

MAJOR PROBLEMS AND POSSIBLE SOLUTIONS

Problem 1:

U. S. industry has allowed itself to lose its technological lead over

Problem 2:

foreign competitors., The development of the multinational company
with interests widely spread around the world (and U. S. operations
only considered as a regional part of the business) has often led to the
rapid transfer to overseas subsidiaries and affiliates of U. S. -based
research and development work in new techniques, new machinery and
new products. U. S. industry, at the request of the Federal govern-
ment, has frequently allowed foreign competitors, particularly
Japanese, to observe and borrow most of our modern technology with-
out a quid pro quo. Via the multinational company, U. S. industry has
resorted to relatively lower cost overseas operations instead of main-
taining technological superiority at home in the U. S. -- thus, in effect,
exporting manufacturing jobs from the U. S. Industry has also at times
suppressed or discouraged innovative new products in razor blades,
tires, and electric bulbs by saying the American market was not yet
ready for them. U. S. business often has not lived up to the high quality
control standards it set for itself, And it is spending less, relatively,
on R&D and on capital investment than its leading foreign competition.
Overall, it has let its facilities become more and more obsolete both in
age and technological obsolescence. Industry has not taken complete
advantage of the rapid depreciation methods available nor of other in-
vestment incentives, such as tax credits, when they were made
available,

Business has failed to communicate its problems and needs to govern-

Problem 3:

ment and labor. Only recently did it indicate to the government the

need for the wage-price guidelines or for an incomes policy. It has not
yet taken a strong stand on the need to overhaul the international monetary
system. It has not availed itself of all the technological help it could have
had from government in the way of spinoffs from government financed
R&D. It has not received all the help it could use from government on
finding out about foreign markets or new products for foreign markets.

It has not communicated to labor the real need to improve the quality

of workmanship, eliminate featherbedding and to tie wages to produc-
tivity gains., Business and individuals have not fought for a tax

structure or wage and salary incentives which would reward excellence

of performance.

U. S. industrial management standards were allowed to deteriorate.

U. S. industry allowed itself to get too fat in the long 1961-69 upsurge.

It took the recession of 1969-1970 to make most companies realize they
were not operating efficiently, Far too many were overstaffed, and not
only overstaffed in numbers but in inefficient workers from the manage-
ment level down to the sweepers. Tolerating featherbedding contributed




to this. Also, the Federal government's emphasis on industry employ-
ing underprivileged trainees did not contribute to productivity gains,
Many managers of U. S. industrial companies have failed to act quickly
or sensitively enough toshifts in consumer demands. The life-style of
consumers is changing drastically. The small, simple, less complex,
high quality, non-polluting goods are the ones large numbers of con-
sumers -- particularly young people -- now prefer and buy. Thus,
small cars, radios, and television sets, produced by foreign companies
rather than U. S. companies, took over large shares of our markets
and practically eliminated the U. S. as exporters of these goods, Busi-
ness has failed to identify and crystalize its basic problems and needs
so that it could do a better job. It has too often followed the conglom-
erate path to diversification rather than horizontal or vertical integra-
tion. This development helped to make us less competitive and less
efficient since managements of conglomerates generally are more
interested in financial assets than in production and quality of goods.

For short-run solutions, U. S. business must ...

1. ...take the lead in developing better managers and advanced
management techniques.

2, ...communicate and work more closely with labor and govern-
ment to help solve its problems.

3. ...take full advantage of the various incentives to invest in
new plant and equipment and in research and development.

4. ...insist on some permanent form of incomes policy -- wage
gains tied to productivity gains,

5. ...back the government action on import tax, floating dollar
and elimination of dollar-gold convertibility.

For long-run solutions, U. S. business should ...

15 ... help organize for policy purposes more tripartite groups
representing industry, labor and government,

2. ...take the lead in promoting innovation and cost-savings at
all levels.

3 ...insist on wage-price productivity guidelines on an industry-
by-industry, region-by-region basis.

4. ...urge the elimination of the dollar as the key reserve currency
and insist on equal treatment on imports, exports and capital
investment throughout the free world.




...do more detailed and better planning for the short-and
long-term.,

. .work toward easing of present anti-trust laws and inter-
pretations on mergers, joint ventures and joint projects in
order to facilitate coordinated and more efficient operations.

. .improve its image to government, labor and the general
public through substantive educational programs,
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WHY U. S. BUSINESS HAS BECOME LESS COMPETITIVE

(D.) FOREIGN GOVERNMENTSATTITUDES AND ACTIONS:
CHECKLIST OF FACTORS AND CAUSES

L. General
Posture of foreign labor unions towards competitiveness and sense
of responsibility for economic policy,
Strengthening of local industry by mergers to obtain economics of
scale,
Importation of cheap foreign labor to do menial work.

Modern facilities built from scratch to replace those destroyed in
World War II,

Debt financing of Japanese companies,

High productivity in Japan and many European countries,

Consortium structure of business to do big jobs (e.g., design of air-
craft, computers, autos).

II. Trade policies

Restrictions that keep out foreign producers until local companies
are strong,

Subsidies to export,

Government financing of credits,

Government aid in soliciting business through trade missions, pro-
motion, etc,




(D.) FOREIGN GOVERNMENTS ATTITUDES AND ACTIONS:
MAJOR PROBLEMS AND POSSIBLE SOLUTIONS

Problem 1: Foreign labor unions' posture towards competitiveness. In Japan and
West Germany, labor leaders worry about how competitive their in-
dustries are in world markets and moderate their wage demands with
this in mind. In West Germany, a formal policy of ccncerted action,
established by law, brings labor unions into the procedure that sets
wage and price guidelines,

Short-term solution: See Problem 2 under (B.) U. S. Government
Attitudes and Actions.,

Long-term solution: New leadership for labor, attuned to the prob-
lems of the 70's rather than the present leadership which still
remembers the economic battles of the Thirties,

Problem 2: Consortium structure to allow business to tackle large projects., This
used to be a technique used widely by the U. S. construction industry
but it has been curbed by a hostile attitude of the U. S. Department of
Justice, Antitrust Division towards such structure, In Europe, such
consortium can even cross national boundaries.

Short-term solution: The President can urge the Attorney General

to instruct the Antitrust Division to moderate hostility to consortium
structure to accomplish big manufacturing projects, particularly
areas of high technology. For example, could the Supersonic Trans-
port (SST) become a viable commercial project if it were the product
of a consortium of Boeing, McDonnell-Douglas, and Lockheed --
instead of being a government-sponsored project at only one of them?

Long-term solution: Legislation that would encourage consortium
structure in high technology areas that require large investments

to start.

Problem 3: Government financing of credits. Most foreign governments help their

commercial interests by extending long-term credits to foreign customers,
particularly to pay giant projects such as power plants, turnkey factories,
etc, The U. S. government has always done this on a very limited basis --
except for foreign aid which has been general support rather than specific
for a finite project,

Short-term solution: Give the export-import bank more money and
greater flexibility to make these kinds of loans. In the past the
export-import bank has too often made only sure loans, the kind a
commercial bank might make, instead of the more risky ones a
government agency should make.




Long-term solution: Granting of large credits to buy American
products has to be made part of our foreign policy, with such
credits coming from the Treasury, For example, when Willy
Brandt visited Moscow earlier this year, one of the subjects he

discussed with Kosygin was West German financing of credits
for Russian purchases of West German machinery,




