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s you begin to read this booklet from the Domestic Policy Association, you are joining thousands
of Americans who are participating; in communities all over the countty, in the inaugural season of
™A the National Issues Forum. This is a collaborative effort to achieve gn ambitious goal — to bring
Americans together every year to addréss urgent domestic issues. ., . ' ,
The issues that the Association’s memBers have chosen to’explore in 1982 are inflation, retirement and .
Social Security, and jobs and productivity. There is a brief introductory booklet like this one for each of
those issues. - S . .
Like the old town meetings, this series provides a forum where concerned cltizens can discuss specific
public issues, air their differences, think them through, and work toward aeceptable solutions. *
. The Domesti¢ Policy Association, which has organized the National Issues Forum, represents the .~ -
". pooled resources of a nationwide nétwork of organizatiops — including libraries and colleges, museums - ..
and membership groups, service clubs and community organizations. It is a nonpartjsan group. It does not
advocate any specific solution or point of view. Its interest is in exploring, in unbiaged fashion, the costs
“and benefits of various alternatives, and making explicit the values that eackoftH0se alternatives reflect. Its
goal is to identify our common ground. ' ,
v This is‘the first in what will be an annual series, convening€ach Fall i communities all around the
, . country. Each year, several issues that are of particular concer to the nation, will be addressed, as policy
makers and citizens join together. But the National Issués Forum doesn’t begin andend in those local
‘meetings. The DPA also schedules a series of meetings in which the consensus that emerges from those -
forums will be conveyed to the nation’s leaders. A culrf\inating meeting of senior national ‘policymakers \
 will be held this coming February at the Gerald R. Ford Presidential Library in Michigan. There, with
former Presidents Ford and Carter presiding, a group of national leaders will sit down to examine what
these community forums have yielded. ‘ | . S
So that your considered judgment about these.issues can be recorded and conveyed in those meetings.’ o
we have provided a short *‘Issue Report™ at the beginning and the end of these booklets. I would,ask you,td
. fill it out and mail itin. . L .o L.
I am pleased to be a participarit in the National Issues Forum, and I'm honored to welcome, you-to this -
common effort. A democratic society works best when public discussion is an integral part of the decision-
/ making process, wt%elﬁcitizens have a realistic sense of what the alternatives dre, and what they mean in

their own lives and t \

eir children’s lives. I am confident that this will provide an éffective vehicle for _
stimulating thought and.discussion, and for conveying the considered judgment of the public to the nation’s
‘leaders.. o

, David Mathews | ™= o
. . President vt -
o The Charles F. Kettering Foundation '
’ ¢ .
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The Domestic Policy Association has promised tocommunicate a sense of your thinking on the topic of inflation to lgaders and
policyv-makers, locally and at the national level. Therefore, we'd like you to fill out this short questionnaire — so that we can get
a'*profile” of the way people here are thinking about this important issue. They ate also going to be interested in the way that
forums like this help us all to “think through™ such complex problems.

For that reason, we'd like you to answer one set-of questions BEFORE you talk mth your fellow citizens at the forum’
meetmg (or before you read this booklet, if you buy it elsewhere), and another set of questlons AFTER the forum (or-after
vou've read arld thought abouf the booklet). - '

*"Some of the questions are the same on both halves some are different.
The leader at the forum meeting will ask you to hand in these question sheets at the beginning and at thé eng of the
) meeting. If it is inconvenient to do that, or if you can’t attend the meeting, please send the questionnaire, together with the
guestionnaire at the end of the booklet, to the DPA in the stampéd, self-addressed envelope that is attached. -
I Different people have different ideas about whos to blame for I Here ié a list of things that some peopie think the government
inflation. Using a scale of 1 to 10, where 1 means not much of the should do, but each of ‘them would have an impact on the
, blame. and 10 means d Jor of the blame, rate how much blame _ economy. Rateeach proposal onascale of {1010, where I means
vou'd place on each of the following. Record)our answer on the the. government should not do it ar all and 10 means the
hne across from each item. ) governmqnt should certainlydo it. Record vour answer on theline
- : acrosg from each proposal.
’ ! The President’ - [_Ll f l | I_L L] R T ;
123 456 7-8°90 Lo i . / ' 'J \ i | Loy
i . _ 14. Lower interest rates . R S N N O
_— . . - s v23EsET BT
2. Unions ol ety by . .
: 123 4.56 78 910 . _ O
- o : 15. Reduce Federal taxes ’ J_LLL B ,,
v . ) } ,I“I l" IR - T . 123435789‘0
3 (,ongr‘es? 1 2 3 45 6 7 8.3 10 . X
] ; ; S 16..Enact measures such as a pub- ' )
4. Small businesy EEEEEEEEE lic service jobs program to re; | | PR
123456782910 duce unemployment N A P
\ e, LT S L. ,‘ T 2 3 4556 - €910
5. Indivjdual consumers B 1 it o : L . , '
. . v 1234367383910 17. Strengthen antipollution and J | i | ;
o " product safety regulations , L 1t 1 [ [ [ !
' | 3 H
6. OPEC - LL[l_L ,,l,., o - 1233535 7839°:0
) : 4 5 s 78 9 10 , ; .
: -4 - 18. Makeall employers provide au-
7. Large Corporations [ NN _| i ol | . tomatic cost-of-living increases | | [
12345678 0 * totheir employees edch year [ RN
) ! R T 234567830
8. The Federal Reserve Libg Lo loedy : ' .
i 1234567 89 0 . 19. Make it possible for more, 4
- “ Americans to own their own | - "
9. Libtrals o _\ LL] L LJ . homes ' TENEEEEENS
‘ 3 . - 123456789‘0,,“ v A e
‘ v, . . ) . . N ’ . . - h -
10. Conservat’ives 4L _ l‘ 12 t‘a 14J\5 5 Ivie Lg lﬁl_' 20. Provide government assistance > o
- ) mee S - for troubled ‘American indus- L
" 11. Foreign countries such as f* - . ' u:esl such as automiobiles and | Iy [ INRE
.Japan and West Germany I1¥2];|4! 1 L_[ l stee . ST s 5o 59 0
A .23 ’ .
12. Homeowners with large 2. Mainta}n co§t-of-llv1'ng n-
" mortgages [ vl l : ! | 1 Ll creases in Social Security pay- S R T |
i i 123 4 35 6 7 8 910 « ments 1 ; H L
foEs T 23456 7 8.9 0
[ ' ! I P | o R v
13. Salaried employees Lot br ety
1T 2-3 4 5678910
. \)4 ‘ g {" ’ . - ~ N \ ’
EMC N ! ! Y b
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change their mind very easilv. Using a

» N Thisis a list of anti-inflation policies thathave either been tried or
talked about. For each one, check if you favor or not. scale of 1 to 6, where 1 means that you

. ) could change your mind easily and 6 | -

- , it Oppose Sure . means that you are likely to stick with .. - _/_,_,C

' : _ your position no matter what. where

) O ] - would you place Yourself on the issue of

Favor . Not

22. Raise federal taxes to reduce
the federal budget B R

1.2 3 4 5 8

inflation? -

23. Cut government spending on

social programs . These last few questions are for statistical purposes only.

33. Which of these age groupsare you in? Circle the apbrupriutc
24. Keep interest rates high , D ) D . . number across from the group. . ¢

s Accept higher rates of unem- " Under18........ i SITEREE e L.

ployment

»

00 o0

\ ’ 36.,'Regulate wages and pricé 0tgrdd ..o N, "a; ......... -3

. ' C A5106d L. D -4
27. Encourage investment Yy giv- ' . :

. ingtaxreductio ) with 65 a{ld OVEr....ovveiennnn. REREREREE P RRTEREE - 5

28..Increase government . assist- 8th gradeorless.. ... . Bt e SETTITT -1
. ance for “growth” industries ) ; ' :

L]
0

the means.to l‘"Vebt 34. What is the last grade of school you completed?

1to 3 vearsof highschool ................ e -2
such as computers and tele- L . ) * ~

communications while at the ‘ High school graduate. ..............oooiiiiinnt, -3

iame tme l:‘e.fusmg fo bail Gut . : , " Some college. .. .. P N L
-+ “"nogrowth™ industries such.as . : : .

. steel and automobiles D D D o .- College gracﬁ;r more ....... e -5

I Now we would like to ask some questions about how you feel 35. Are you registered as a Democrat. Republican,an Indepen-
now. ' x v *dent. or are you not registered to vote? ,
! 29. On a scale of 1 to 6. where 1 means that: . : » Democrat ...... e e e -1
i . ittle - .
the issue affects you personally very little Republican ....... e [P -2

and 6 means that you really- feel deeply

involved, whgre would you place vourseif ) " , ' Independent.............. ... ..., e -1
. s Al o i . .
on the issue of inflation’ T 23 45 6 Other..........oovnee. e —4
. <

30. On some issues people feel that they’ ' Not registered to Vote. ..., ... e SERE P

really have all the information that they y i : - )

eed in order to form a strong opinion, o " 36. What was-your total family income for 19517

while on other issues they would like to , : : —
get additional information before solid- . ‘ Under$10.000 ... o L

ifving their opinion. On a scale of 1 to 6, . : _ $10,000 t0 520,000 ... ...... \J: ..................
where | means that you feel you definitely - ' $20,000,60$30,000 ... .... SRR B

need more information on the issue and 6 . , ' _

means that you do not feel you need to . $30.000t0840.000 . .. ..o D

have more information on the issug, . Yy
 where would you place yourself? | L ~ $40,00010550,000 ... T el b ]
: L TS e Over$50,000. ... TR A

31. On ascale of 1 to 6, where 1 means that ' A . _
-~ " youandyour friends, and family rarely, if .. 37. Doyouhavechildren? " . .

. \ E ever, discuss the issne and 6 means that - "Yes | e o D

you and your friends and family discussit | S . -e?,' ey e e

relafively often, where would you place
‘vourself on the issue of inflation? :

t 3 4 5.6
» -

[¥%)
oo
>
-
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32. People have told us that op Some issues
they come to a conclusion and they stick

) Female.'............-........._..... .............. []

with that.position. no matter what. oK .
other issues.;however, they may take a .
_ Y position, but they know that they could i 39. What is your zip code? ]
Q . : : ' . . .

y .
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. In his first televised address to the nation, just a few weeks
’ after the inauguration, President Reagan fecused on the *
- nation’s economic troubles. He warned that the natibn
faces “‘an e?ﬁgonomic calamity of tremendous proportions.”
: . , To dramatize the impact of chronic inflation, which has
K been both the primary cause and achiefeffectofAmerica's
" othereconomicills, he held up adollar bill to represent the
value of adollar earned in 1960. Then he held out his other
hand, which contained a quarter, a dime, and a penny —
, , . t»he'purchasing powerof a dollar twenty years later.
’ ' S Most of ‘the President’s audience did not need to be

persuaded of the severity ‘of the. nation’s economic

s , X ' , problems Poils showed that Americans regarded inflation

i . 'as the nation’s most pressin® issue, with unemployment
INT‘HODUCTION: . : running aclose $econd.

BREAK'NG £ . ‘ . y o Duriqg the year after Presiden; Reagan's speech, the

THE INFLATIGN . ; co T , . economic outlogk changed.. By Spring 1982, there was

both good' news and bad' news. The welcome news
. HABIT ‘ . concerned inflation. Various factors—includingaglut on
l » v , world oil markets, moderation in the rise of housing costs,
and bin-busting crop production — combined to hold
pricesdown. In the first few months of 1980, the Consumer
- - B L Co Price Index £ a widely used gauge of the average price of
' . 80ods in the market~place — registered its highest
~ . . - Ve peace-time level in history. The average price of goods ‘
‘ . . - Went up atan anpual rate of more than 17 percent. Just two ,
. QQ We live in a-society in years laterin Match 1982, average prices actually declined .
which both wage-earners for the first time in seventeen years. In retrospect, that
, o and price-setters have - “decline may look like a striking exception to a well- -
- . some protection against /es)tablished pattern. But it seemed to indicate a slowdown |
' - the uncertainties of the in the rate of inflation. And it held out the prospect that for
o, market — and it is

v
: the year as a whole the inflation rate might be no more than '
precisely for that reason half of what it had been e year before.

that our economy has . The bad news was ad been necessary to reduce . 2
become so vulnerabje to  the inflation rate, If sqme pe

e interpreted the economic
inflation,. 9? : .. ews of Spring 1982 as a vict

~ ~

v

ory over inflation, it was a «
crude and a costly one. Prices had gone down because the

A
© country was inafi economic slump, and as a result some ten
: ' _ mﬂlwi were outhof work. A slump normally

damipens inflationary pressure: when sales are low

. o ranging, from aluminum and grain to cars and unsold
houses many sellers resort to dumping their goods-at
», - bargain rates. That was one of the chief reasons for the
unexpectedly 80od news on inflation. But fhe other side of
#he coin is that when 800ds arent'being sold, people aren’t
o . being employed to mardufacture them. ‘ .
¥ "~ . ltappears that we merely exchange one symptom of
' : . ‘ " our economic troubles for another, When unemployment
increases., inflation decreases. Eve‘rx,_ti_me we try to push
/ the rate of unemployment down, wesetoffa new inflation.

~, . '

’
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*“THe cost of living sure keeps going uﬁ and ugand up!”

-] ‘For millions o
Americans, the
discomfort caused by
“high inflation is very
real indeed. It is:the
discomfort of realizing
that if inflation .
continues for anotheg
decade at the rates of -
recent years, you will
have to triple your

. incomé just to kgep up.

»

o

. We haven't found ways to rteduce the inflation that
,accompanies full employment. So- thé issue facing the
country is why we are no longer able to attain the objectives
of stable prices and sustained economic growth. Howdi
we getinto our inflationary dilemma, and how can we get
out of it?. v .

Q - : . ‘ -

¢ Formillions of Americans, the discomfort.caused by
- high inflation is very real indged. It is the discomfort of
“ going tothe grocery store and realizing you have just spent
- +83Q for a bag of food. It is the discomfort of realizing that
“.inflation has badly reduced the value of what you have been
',f?Saving for retirement. It is the discomfort of the young
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- MEASURING HIFLATIN

The most common measure of inflation in the

» United States is the Consumer Price Index (CPD),

a number published each month by the
government’s Bureau of Labor Statistics. -
. The CPI does fot measure “prices” as a

whole. Even if that were possible it wouldn’t

* make much sense: you wouldn’t know how much

<«

—

weight to give automeobiles, say, as opposed to
transistor radios or dental services. Instead,

“Bureau of Labor Statistics researchers attempt to

determine what a typical household spends its -

. money on. The bureau then ascertains the prices”

- of these items from month to mosth, weighting
them according to their share of the family
budget. If they cogt 1 percent more this month .
than they did last month, the CPI goesup 1
percent. - . .

The inflation rate as measured by thg CPI is
Rot quite the same thing as an increase in the cost
+of liviig. For one thing, the CPI doesn’t inclide

<. taxes. For another, the index measures the price

. Labor Statistics uses various

~ of a specific collection of goods and services over

time. Real families, however, don’t buy the same’
mixture of goods and'services over time. In 1972
and 1973, for instance; gasoline was still cheap.
So our typical family probably owhed an
Oldsniobile V-8 and took it for a spin in the
country every Sunday. Today the same family
probably owns a Honda Civic and goes jogging on
Sunday instead of driving. Its expenditures on
gasoline may have risen only a litfle, despite the

. Steep price increases. The TPI, however, assumes
the famiily is buying just as much gasoline as
before, and the “inflation rate” reflects that
assurnption. ' .

Also, it is hard for the CPI to separate out

inflation — price increases for the same item —
from changes in the items themselves.

?

» [
A ]

comparing a similar market basket from one year

to the next. But the calculations are rough and
the judgments sometimes subjective, particularly
.when a service like medical care is the item in
:* question. Over several years, an apparent
inicrease in the cost of living may represent a
higher standard of living (more efficient cars,

+- better medical care) as much as it represents

inflation. ,
Finally, the way the CPI calculates the price

of owning a home overstates the cost of living for

most families. The price people pay for their
homes reflects not only how much they would. be

" .willing to pay in rent (if rental housing were the

only kind available) but how much they want to
invest in real estate. Sharply rising home prices
are therefore quite different from sharply rising
gasoline prices or clothing prices in théir impact
on the cost of living. T

"The Consumer Price Index undoubtedly

. voverstates the inflation that most families

expérience; nevertheless it is a useful measure of

‘how prices are changing.from one period to the

next. In any event, the best solution to inflation is
not to‘woer about how it is measured but to do

- something about the rate at which prices go up.

Copyright © 1981 by John Case, Understanding Inflation.
Reprinted by permission of William Morrow and Company, Inc.:

COMPONENTS OF THE CONSUMER PRICE INDEX

b

Suppose Sears brings out a newly :“\ggAREL .
designed Kenmore dishwasher o ML R T N i
priced $50 higher than last year’s - ’ NSPORTATION
model. Only part of that increase, MEDICAL i \19.0%
presummably, is inflation. Another 4.7% IR S
part should represent improvements  ENTERTAIN- ;

in the product’s quality, attractive- 7 penT
ness, or features. The Bureau of "3.5%

methods to “correct” for quality
improvements so that it is always

OTHER
' 4.0%

Source: Department of Labor , Bureau of Labor Statistics




"GLOSSARY OF ECONOMIC TERMS

Economics is no longer the exclusive domain of

increasing economic dj culties, what was once
considered econoniic “jargon” has become front
page news. Anyone wishing to understand
inflation, therefore, should be familiar with the
followmg terms:

Budget Deﬁcrt When what is spent by the -
government is greater than what is collected in
taxes.

) : e .
Business Cycle: A recurring sequence of changes
in the level of business activity. Beginning witha
period of prosperity, business activity declines °
until a low point is reached. A period of recovery
then follows when business becomes more and
more active untiliprosperity is restored and the >
cycle is completed. Prices and wages normally

rise and fall with business actrvrty

CPI (Consumer Price Index): A measure of price
‘ changes in the United States for goods and
' services considered essential to maintdiiiing the

- Avrise in the index means pnces are higher; a drop
means they ate lower.

Deflation: A decrease in the general price level; or ?
an increase in the purchasing power of money in
terms of goods and services, which amounts to

the same thing.

Depression: A lengthy period of low business
activity when real GNP declines significantly and
unemployment is high. .

Double-Digit Inflation: When average prices rise
more than 9 percent (and less than 100 percent) a
year. : ‘

Downward Price Stickiness: The tendency of
certain prices to continually rise in the face of )
market pressures which should force them to fall.

specialists. As our country has encountered . ¢ .

‘'standard of living for a “typrcai urban household.”

' GNP;("Gr(')_'ss National Product): The value, at

current market prices, of all the zoods and
services sold in the national economy durrng a

" given year.

Inflation: A sustained rise in the average price of
goods and serv:ces, or a decrease in the purchaSrng
power of money in terms of goods and services,

. which amounts to the same thing.

- VLawf)f Demand The economic law which states .,

that as the price of a good falls the quantity ’
purchaSed (or demanded by buyers) will increase,

and as the price of a good rises the quantrty

purchased will decrease.

Law of Supplys The economic law whrch states

-that asthe price of a good or servicg increases,

more: people will produce (or supply) that good or
serV1Ce

' Money Supply The amount of money available

for spending in the economy, including cash and .
money held in checklng (or demand deposit)
accourgts ) ‘

._,jNP A measure of the Gross National

Product adjusted to take account of inflation. It "
measures the “real value” of the economy’s goods
and s I'VlCCS instead of their dollar value.

RecesSron A mild decline of business activity,
usua}jy defined as a drop in real GNP for a period
of atleast six n‘%fhs ' “

Smgfe Digit Inffation: ‘When average prices rise
less | han 10 percent a year.

Stag natron When the economy seems to stall,
with frequent recessions followed by weak
reCoveries. Stagnation results i in sluggish
economic growth.

'Irrple-Drgrt Inflation: When average prices rise
by at least 100 percent a year. .

- . .,

couple who feel cheated by skyrocketing housing costs that
have come between them and their dream of owning a
house.” It is the discomfort of realizing that if’ mﬂanon
continues for another decade at the rates of recent years,
you will have to triple your income just to keep up.

-t

Q

: THE CHANGING CAPITALIST ECONOMY

What exactly, is mﬂanon” Economlsts define it as a

- sustained rise in the average price of goods and services.

That is something that is not supposed to happen in a

<
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,If can be quite confusing trying tofigure out what

s+ our choices are in dealing with inflation when

there are so many explanationsas to its origins. -

("...wrwm 1S A SHORTHAND
SUMMARY OF A CONDITION
IN WHICH A GREAT MANY OF
THE MARE IMPORTANT
ACTORS ON THE ECONOMIC
STAGE HAVE LEARNED TO

. . WITHOUT
COMPETING."
- ReeRr LEKACHMAN

¢
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competitive free-markét economy where prices rise and

fall depending-upon supply and demand. If demand for a

particular product is greater than the supplyrits price rises. -
<A rise in the price of any one item does not by itself .

“constitute inflation. If the price of certain g0ods increases
and people continue to purchase them, those buyers will

havé less money with which to buy other goods. When the
* demand for t‘hgs«e goods drops, rheir prices should then fall

— which means thatthe average price of goods remains the
same although the price of certain commodities has risen.

- Byandlarge, this was how our economy worked until

a few decades ago. Inflation was not a problem. Like a car
without springs goingdown a bumpy road, our free-market
~economy did not offer a very smooth ride, but it brought
biryers and sellers together, and kept prices fairly stable.
Inflation occurred, but it was temporary. It accompanied
~economic booms But boortt-pegiods were followed by

" economic declines when wages and prices fell. That series -

ofbooms and ctashes was assumed te be the normal rhythm
of, capitalist etonomies. Until the 1930s, government

" wasn’t ‘expected to do anything to alleviate the pain of,

ecpnom'ic-do%?swings, for the simple reason that no one
. ,‘ ' i co.
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- " INFLATION - OUR KIND OF CHRONIC. INFLATI(DMj
, ACCOMPANIED BY RECESSION:- COMES ABOUT |- °
' BECAUSE CAPITALISM HAS CHANGED IN (TS
- BADIC STRUCTURE - IT 19 NOW GOVERNMENT-
SUPPORTED CAPITALISM,. POWER- BLOC,
- CAPITALISM, A CAPITALISM OF WIDESPREAD

- J AND TEEP-stArD EXPECTATIONSS
“LESTER FHUROW 4~ ROBXERT HEILBRONNER B
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" INFLATION OCLURS WHEN
- THE QUANTITY OF MONEY
RISES APPRECIABLY MORE -
RAPIDLY THAN. OUTRUT,
- AND THE ‘MORE RAPID
THE RISE INTHE GUANTITY
" OF MONEY: PER UNITOF .
- OUTAUT, THE GREATER THE
. RATE OFY INFLATION: .
THERE. 1S PROBABLY NO
OTHER, PROFOSITION THAT
IS A WELC;E ESTARLISHED:

- had any very'good ideas about what the gdvernment might
dotointervene. For much of the workforce, the system was

a

ration by Jean Tuttle and Deborah H(;sking
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neither comfortable nor particularly humane, but it was -

‘-

immune to chronic inflation. :
Over the past half-century there have been some
fundamental changes in the way the economy works. Ours
isno loggera society in which most people are atthe mercy

of economic cycles, nor is it aneconomy in which wages’

and prices are as likely to fall as they are to rise. Unions

“generally protect workers against wage cuts and many -

firms manage to avoid price cutting, even' when the
economy‘is slow. The government has become deeply

involved in the economy through such measures as
agricultural price supports, protection for the steel indus-’

try againstits foreign competitors, and asharply increased
mipirum wage. ’ ,

In brief, we live in a society in which both wage-
earners and price-setters have some protection against the

uncertainties of the market and for that reason our

economy has become highly vulnerable to inflation.

If taming the booms and crashes, and protecting
Americans from the bumpy ride of earlier days has made

Y




the economy mfore inflation-prone. why, you might ask,
don 't we simply return to the “*good old days’’ when there
was no inflation? The answeér is simple. In the. past there
was no chronic inflatiog, but the econamy was plagued by
other serious probleths. Depression, unemnployment
(without unemployment insurance). bank failures, bank-
ruptcy and unsafe working conditions were also part of the
“*good old days.™ As prices and wages fell dramatically
during economic slumps. many farms and businesses went
under and milfions of individuals were left poverty-
strticken. We could try to go back to earlier days by
breaking up the unions and big companies. by eliminating
government regulations, and subsidies that protect-and

benefit ditferent groups. We could stbp trying to prevem :

“depressions, and drastically reduce government interven-

tion in the economy. But we must recognize that this will

cause intense hardship for millions of Americans. and will .

severely disrupt the economy. Today’s economy is differ-
ent from yesterday’s because we have attempted to tame
American capitalism — and we have in large part
succeeded.

As a result, what 'gpes up no longer comes down; it
continues to go up tndefinitely. Corporations don't need to
cut their prices. And unions can go on asking for new wage
agreements because there’s unemployment compensation
to fall back on. Each group scrambles to make sure that it
will not be the one to experience falling prices. falling
benefits, and falling incomes. And every group demands
that the government do something to guarantee its eco-
nomicsecurity. Each concession—a wage hike. increased
federal benefits — makes some ﬂroup think thatit’s ahead
of the inflationary game.

. The basic problem, however, is that if you add up all
those demands. they have exceeded our collective re-
sources. In an economy where demands exceed resources.
inflation serves as the means by which everybody’s gains
are scaled down.

THE RISE OF INFLATION

- Still, inflation did not become a cause for public concern

E

until the late 1960s when circumstances combined to
create a new and unprecedented problem+— a chronic rise
in prices. -

First, President Lyndon.lIohnson decided not to
impose new taxes to pay for an unpopular war, so the
government either had to borrow extravagantly or had to
print mogp money. All across the economy, prices rose as
demands exceeded production capacities. American

troops, forexample, needed boots. When the government

placed its order for millions of boots, the price of civilian

Q o ’
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shoes rose because both shoe leather and shoemakérs were-
"in short supply. :
Then, in the varly 1970s, supply fell even furlher

; behind demand. Because of bad harvests farm prices
rocketed upward — at a rate of 66 per cent between 1971

and 1974. Many industries experienced shortages of raw
materials. Panic buying triggered by the fear that prices
would rise even higher compounded the problem. The final
blow was the OPEC price increases, which tripled the price
of crude oil and sent shock waves through the economy as
everyone tried to adjust to higher energy prices.

Choosing policies to .

fight inflation means - )

making difficult .

choices about issues, -

that directly touch (
upon personal values

and preferences. Any . ~
serious and sustained :
effort to defeat ‘ '
inflation will impose ’

some pain, some

tradeoffs. What is

needed is a wider _

recognition of such »
costs, as a first step -
toward a new

consensus.
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In the past, periods of rising prices were always
followed by periods of fallirggp

overall price level virtually unchanged Since
World War ¥ the situation has changed .

dramatrcally Because reliable early statistics for -

consumer prices are unavailable; this graph
measures wholesale prices, which generally
. reflect the same historieal trends. :
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rices, leaving the .

0.

‘By the mid-1970s the problem had come home to
roost. . For . the first - time,
convinced that inflation was here to_stay and adjusted its

“behavior accordingly. The very actions to which people
resorted to protect themselves against the impact of
inflation — a more militant insistence upon cost-of-living
allowances, . increased borrowing, withdrawing money
from savings or stocks and reinvesting in -real estate or -
“collectibles’ (antiques, art, jewels: thllng.§ that maintain
their value) — fanned the inflationary fires. By acting on

* the assurnption that infldtion was likely to continue, people

) vmually assured-that it would.

" Anditdid. Inthe 1950s and 1960s the Consumer Price

* Index had risen at'an average of about 2 percent a year. In

.the 1970s, it accelerated at an average rate of about 7
‘percent. By 1980, the nation had experienced two succes-
. sive yearsof “double-digit™ mﬂauon ——an average rate of
more than 12 percent. - d P
Many groups and activities contributed to the current,

inflationary problem, including OPEC oil ministers, Big -

Labor, proﬂlgate consumers, real estate speculators,
corporate profiteering, excessive government regulations,
. social welfare spending, and even the failure of the
anchovy crop off the coast of Peru (which forced cattle
feeders to shift from fish meal to more expensive American
grains). Indeed, most of us are both inadvertent villains
.and unwilling victims of inflation. Even so, exchanging
lists of villains on whom the inflation problem-can be
‘blamed,, while it may make us feel better, doesn't take us
far toward an understanding of our choices in resolving it.

14

LOOKING FOR A SOLUTION

The most frequently repeated formulas for describing
inflation — such as *‘t0o much money chastng.too few
goods™™ — suggest that this is a strictly économic
phenomenon, a problem for experts to address. And

. economists propose a bewildering variety of initiatives in
the name of reducing inflation. It is useful to gain some
inderstanding of those explanations and proposed cures;
but, contrary to popular impression, z;,solunon to the
problem of chronic inflation. will require considerably
more than finding the *‘correct’” economie policy. Inflation
can undoubtedly be stopped in several ways, and a
workable solution may well involve elements from several
different proposals. _

- Howthencoulda solution be found? It often seems as
if, like the weather, everyone complains about inflation,
but nobody does anything about it. Candidates for national
-office rail against it and promise to bring it under_control,
butthere is very little in campaign speeches to explain how

k]
t
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the American- public was .



> ithappened. what it means and whatought tobe done.
National leaders repeatedly announce their commit-
ment to fight inflation, and their willingness to take the
political risks required to do so. Once in office, however,
they encounter forces that make it difficult to get inflation
under control and fail to provide solutions that are

\politic:‘xlly and socially acceptable. Since the mid-1 60s,

political pressure has forced successive administratiofls to
pursue inflationary Yolicies. Policies that might have
curbed the rate of in ﬂ;ion have been postponed or pursued
half-heartedly. .

The aim of this booklet is to show that there are
solutions to our inflation problem. There just aren’t any
easy ones. That is the political problem of inflation. In the
following pages, we will discuss serious options that hiold
out real promise. But each of them involves pain. They
would all impose losses, a reduction in the standard of
living for a substantial partof the population. The political
problem of inflation is this: who wants to be the first to
accept a lower standard of living for the good of the
country? ; ‘

Although the Americgfl public is deeply concerned
about inflation, there is as y€t no consensus that a solution
must be found. that the severity of the problem justifies
what may be a painful and prolonged cure. And there is no
consensus either about how the burden of a cure to inflation
should be distributed. That is why politicians, though they

- may rail against inflation in campaign speeches, can do so
little abeut it when they are in office. -

s+ The nation got into its inflationary dilemmaas aresult
of hundreds of separate decisions made on the basis of the
.short-term benefits.they ‘Eromi'sed. For all the differences
among economists about other aspects of the inflationary
problem, most of them would agree that inflation is the

resuit of our inclination to resort to the “quick fix,” to’

ignore the lopg-term problemsof the économy, and to defer
any concerted €ffort to deal with them.

The *‘quick\fix"" metaphor is appropriate, for the
nation's inflationaty habit has several of the characteristics
of an addiction. At the beginning of an inflationary binge,
thete are short-ternj “highs’': an increased quantity of
money allows more government expenditures fora variety
of programs withglit raising taxes to pay for them. and
business is brisk as those dollars flow through the
economy. But then, as prices start torise, workers find that
even their increased wagés are not high enough to pay
inflated prices, and businessmen find that because of
higher costs sales are not so profitable as they anticipated.
So the bad effects start to set in.

The parallel between inflation and addiction applies
as well when we consider the available cures. Entering an

Aruitoxt provided by Eic:
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inflationary era, a sqciety first experiences the good
effects. The main reasen why political leaders have been so
reluctant to do what is necessary to break the inflationary
habit is that a cure produces painful effects long before any
benefits come. During the painful first steps of the cure, a
very firm resolve is necessary to convince the reluctant
patient that it is worth the pain to break the hrabit.

What we need to do first is to understand why in flation’
poses such a threat to our well-being as a society, t0 ask
what policies are in the public interest. and to examine the
costs and benefits of various 'pl'roposals for fighting
inflation. There are no ‘‘good choices™ in fighting
inflation . no easy and politically popular solutions. If there
were, the problem would long since have been solved.
Deciding what to do about inflation requirgs a judgment
about which strategy is fairestto everybody, most coinpati-
ble with on€’s beliefs about the government’s role. and
about the obligation that we owe to future generations. In -

“short, choosing policies to fight inflation means making

s

difficult choices about issues that directly touch upon
personal values and preferences. For example.

% Is it worth reducing inflation from ten percent to
five percent if several million American workers
_are thrown out of their jobs as a result?

% Is it better to have 4 huge” government deficit
(which contributes to inflation) or, to reduce that
deficit by cutting -either military spending or
programs for the poor, or both? -

% Is it better to tolerate inflation or to allow the
government to set wages and prices?

Any serious and sustained effort to defeat inflation

will impose some pain, some tradeoffs, some difficult

choices. What is needed is a wider recognition of such
costs, as a first step toward a new consensus. Withregard to

“inflation, as with other pressing issues we face as a nation,

hard choices cannot be avoided; they can only be deferred
—_ at the cost of even harder choices in the future.
In-the following sections, we consider our options.
First we examine the **do nothing’ option and assess the
costs of living with chronic inflation. Next we examine the
government s role in inflation in order to weigh the costs of
reducing that role and, more specifically. reducing the
government deficit. Then we discuss the costs of combat-
ting inflation with recession. After that, we consider the

. efficiency and fairness of proposals’ to end inflation by

1

government-imposed wage and price controls: Finally, we
will focus on the pros and cons of fighting inflation by
revitalizing the economy with increased savings and -
investments.
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In Israel,. it is not unusual for famxhes to buy two

refngerators even if they live in a small apartment. One of

the refrigerators preserves food. The other, a hedge against

. inflation, keeps its vglue far better than the currency ata

time when inflation has been running in excess of IOO

percent a year. In Argentina, which shares with srael the

distinction of having one of the highest inflation rates in the,

world, ordinary citizens play the interest rates the same

T way that some of us play the horses —and wnth many of the
same risks. i

Inflation — a sustained rise iri the average price of

goods—xs an international problem, and one that has been

far more severe in some countries than'in others. Since

nations suchas Israel andAtgentina seem to be coping with

DOING NOTHING: . . nfuch higher rates than any the U.S, has experienced, why
THE cosrs OF ‘ then d'onrt Wﬁ‘_]l:lst learn to live V\{lth the rates tha? we have?

LIVING WITH

INFLATION

Certainly, this is one of our options: to do nothing to stop
inflation. But if this is what we decide, we should be aware
. of the costs and dangers of such a choice.

“a Judging from the rapid acceptance of cost-of-living
A o adjustments over the past decade, it would appear that
T living with inflation and doing nothing to stop it is exactly

what we have chasen to-do. Over the past decade most
peaple have sought to protect themselves from theq ‘
uncertainties of rising prices. Unions began to push harder
) S for cost-of-living escalators, with the result that more than

| Q One problem with half of all unionized workers are now covered by such
trying to live with clauses. The recipients of federal subsidies fought harder
inflation by protecting to protect themselves against inflation. This led, among
against its conseq,uehces( other things, to a Congressnonal decision in 1972 to tie

is that the techniques Social Security payments to the Cost-f-Living Index.

for coping with it tend Although we are far from a system of universal indexing —

to perpetuate the in which wages, prices, assets, liabilities and taxes
_problem. 99 automatically move up and down in ‘response to the

/ changing fate of inflation — adjustments of this sort do

make inflation more tolerable, and encourage a certain
shoulder-shrugging acceptance of it. When, for example,
~ OPEC hiked up the price of crude oil in 1973, the cost of
living increased sharply. For a while, everyone felt the
pinch. And then, as cost-of-living allowances reflected
4 those higher prices, income was pushed upward too..and
‘ : things seemed to balance out.

The problem is that such indexing arrangements make
the process of unwinding inflation far more difficult and
alSo create a certain complacency about price shocks. If
inflation is nine percent this year, wages will go up nine
percent next year. Prices rise accordfngly. These changes
increase the likelihood that inflation will be at least nine -
percent next year, which in turn means- that wages and
prices will increase by that amount in the followmg year.
So one problem with trying to live with inflation by

2 o .
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protetting against its consequences is that the techniques

]

for coping with it tend to perpetuate the problém.

THE PSYCHOLOGICAL COSTS o .

But so what? Even if inflation gets higher and higher, why

can’t we l¢arn to live with that too? The answer is that
inflation kindles resentment as it erodes purchasing power.
To some extent, that resentment is fueled by an
illhsipn. Most people see their income rising, assume that
they deserve everypenny they get, and resent the fact that
something they would have been gble to afford in
non-infiationary times has now been *stolen’ by inflation.
Even though the standard of living for most American
families' continued to improve throughout the 1970s,
despite inflation, ‘many Americans feel bitter because
inflation has widened the gap between their'expectations
(nourished by e\ienilarger paychecks) and actual purchas-
ing power. * \
The resentment that sgymany people feel about the
effects of inflation has another source too, the belief that
inflation causes wealth to.be distributed inequitably.
Infidtion has the potential to create winners and losers,
making a few of us relatively richer, while the rest of us
becomé poorer. Someone wins whenever prices go up.
' Who have been the winners, who the losers? Who has

been protected against the ravages of inflation, who has

- shouldered its burden? Analysis of the impact of inflation

shows some surprising_results, sharply at odds with the
popular belief that inflation’s main victims have been the
groups that are most vulaerable — like the poor and the
elderly. In fact, due largely to the insulation against
inflation provided by cost-of-living clauses which lift
wages and'benefits when prices rise, the groups that have
been hurt least over the past decade are union workers in
major industries, the poor and the elderly. According to
one study, prepared by the Brookings Institution, those

" who earned less than $20,000 in 1970 experienced nq loss

E

of buying power over the next decade. Because of
cost-of-living escalators in the Social Security program,
the average elderly family actually improved its position
over that decade. Workers in unionized trades — such as
steelworkers and teamsters — won substantial cost-of-
living allowances that provided increased real-wages over
that period. '

" Other groups have not fared so well. Many white-
collar workers and middle-class professionals have lost

ground. According to Labor Department studies, the -

salary of a typical attorney with several years™ experience
climbed from $26,277 in 1971 to $54,792 in 1981.
Adjusted%inﬂation, that meant an earning loss of 4.4
' 1.
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percent. In several respects, the nation’s wealthier families
have'beenlosers. Inflation has not only pushed them into
higher tax brackets, it has also eroded the value of their .
savings and investments. They’are the ones who have
suffered the most from the fact that the value of corporate
stocks has fallen more tham50 percent since 1968. But they
have-also been winners to the extent that the value of real
property, minerals, commodities and homes has risen
faster than inflation. , ‘

Overall, then, inflation probably has had little impact

[}

* | GLOBALTOLL - «
- | OF HIGHER PRICES
, ' Consumer )
Price Increases -
1975-8§ '
Switzerland... 12.2% |
+ | West Germany 22.3% |
Austria. .. .. .. 29.4%
Netherlands .. 33.8%
Belgium...... 36.0%
Japan........ 37.2%

" Norway ...... 49.7%
Canada ...... 52.0%
United States  53.1%
Denmark. . ... 64.0%
France....... 64.1%

<\ Sweden ...... 65.0%
Australia..... 65.4%
Finland ...... 66.0%
Ireland....... 93.3% | i
Great Britain.. 95.6% |'&
Greece....... 112.6%
Italy......... 115.7%
Spain........ 134.3%
Portugal ..... 151.1%
Turkey....... 568.4%
Source: Organization for
Economic Cooperation and
Development
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INFI.ATION MAKES ARGENTINES GAMBLERS IN RISKY GAME

In the last 30 years many countries have risen and

fallen in the inflation ranks, but Argentina has

remained near the top. The rate of increase in
-consumer prices peaked at nearly, 450 percent in

1976. In 1980, it was under 90 percent, and some

Government officials crowed success. But this
year many economlsts expect the rate to shoot
back up.

Inflation has contributed to a cost of living
ghat the State Department rankssecond only to
Japan’s. The daily newspaper costs 60 cents. A
cup of coffee in an ordinary coffee shop costs $1.
Rents for a two-bedroom apartment in areas
equivalent to Manhattar’s Upper East and West
Sides begin at $2,000 a month. .

The causes are lost in mounds of statistics
and competing economic theories. The effects are
found.in janmed stores and crowded psychlatnsts
offices, in a national cynicism and — sometimes
— individual sadness that has helped replace the’

_ country’s reputation for gaiety. \

Argentines have turned to ingenuity, creating
a country of speculators and moonlighters, of fast

"money and hard luck.

, Playing the interest rates has become a
natlonal pastime. Thirty-day savings certificates
~— and no one commits his money for longer —

pay interest at an annual rate of about 100 percent.

People punching pocket calculators stand
outside bank windows daily, studying the day’s
posted rates. In the last year more than 40 small
banks and financial houses have collapsed in the

whee’lmg and dealing. Whlle rumors that a place
is about to fold lead most people to starta run
on the institution, the more daring increase their
deposits, hoping to reap higher rates and be saved
+ by Govemment guarantees on deposnts Sk
But then consumer$ pay even more for ’
mortgages, automobile loaris and the like. Interest
is usually indexed to inflation,.so buying on credit
is an adventure into the unknown on payments.
The new middle class hedges in the panoply.
of imported appliances such as juicers and color
televisions that have been flooding stores. The
military government has been dropping import
tariffs in the hope that tle competition of cheaper
and better imported goods would cut prices on :
dgomestic goods. .
Factory workers, who have beneﬁtted from o
“erratic past protectionist policies, are thus less
fortunate this time around. Their compames are
strapped by the competition and the interest rates
.on loans. Some have closed, and: 'even the mllltary -
fears workers’ reaction.
The pressures have contnbuted to what
many psychiatrists and psychologlsts say is an
- explosion in recent years in the number of people
who seek their help.
“You do not learn to live with inflation,” the
‘owner of a fabric shop said. “You lgearn hew to
- ;adapt to live with the constant economic anxiety.”

© 1981 by The New York Tmes Company
Reprinted by permission.
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on the distribution of income, and some of the suggested -

cures — such as a severe recession — have more adverse
effects on the distribution of income than the disease itself.

Another problem of living with inflation is that it has
led to increasing anxiety for millions of Americans. Here,
as in countries such as. Israel and Argentina that have
experienced rampant inflation, there are dozens of ways in
whictrinflation affects our everyday lives. For millions of
Americans who don’t know from one year to the next what

they will owe on variable rate mortgages, or how much

they will have to save for a secure retirement, the anxieties
that accompany high inflation are very real indeed.

The probability is that throughout the 1980s it will be
harder to keep up with inflation than it was in the 1970s.
Over the past decade, the impact of inflation was cush-

ioned by several factors. Disposable income continued to
grow during the 1970s because there was a rapidincrease in
~ the numberof families with two wage earners, and because
payments from government programs continued to rise —
financed by govérnment borrowing and reduced spending
on defense. Today, thoseic_ushjons are no longer available
to soften the shock of inflation. Even if the rate of inflation
is no higher than it was in the 1970s, many Americans are
likely to feel its impact to a greater- extent, with an
accompanying rise in hardship, resentment, and anxiety.

THE SOCIAL COSTS -

Inflation has at least one more devastating effect. [tcan tear
the very fabric of society and erode public confidence l,p




- govemment and the future. :

As an intermational phenomenon, high inflation has
been synonymous with social unrest and the instability of
governments, particularly democrati¢ regimes. In 1954,
triple-digjtinflation in Brazil led to a military government.
High iriflation led to the overthrow of Salvador Allende in
Chile in 1973, and of Isabel Peron in Argentina in 1976,
followed in both cases by the rise to power of a military
junta. I the period between 1963-1973, 38 nations Whose
inflation rates exceeded 15 percent abolished their demo-
cratic institutions. Where democracy has remain€d intact
_despite high inflation the economic,situgtion has led t®
electoral defeat for one national leader after another, as it
did for both the leaders of the Irish government and

* Britain’s Prime Minister James Callaghan in 1979, for
N America’s President Jimmy Carter in 1980, and for
France’s President Giscard d’ Estamg in 1981,

Inflation also loosens the social bond and feeds
cynicism. It.is not coincidental that as inflation has
- worsened over the past decade, more Americans have
come-o doubt the legmmacy of the system Today, a'large
_majority of Americans (81 percent) fS&1 that those who
follow the rules inevitably get cheated, while those who
know the angles and ignore the rules.do well. More anti
more people apparently feel jUStlﬁCd in resorting to-the : = '
underground economy to evade taxes. There is a wide- =~ Workers in Weimar Germany collecting bales of ,
spread sense that if the government is so fraudulent as to  German marks. By the early 1920s hyperinflation '
steal personal assets by allowing inflation to continue, then  had reduced the real worth of the mark toless ~ -
people are justified in going **off the books™in order to  than the value of the paper it was printed on.
avoid taxes. The feeling, in other words is-that inorder to SR ,
stay even, you have to geteven. . e ' . -

Weimar Germany after World Warl provndes the most . : P
frightening example of how *‘living with inflation™ can. '
loosen a nation’s social bonds, leading to chaos and ' .
disaster. :

Germany's problems began — " as mﬂatlonary epl-
sodes so often do — in wartime, as the country overexs
tended itself to pay the costs of World War I. By the end of .
the war, the German economy was just limping along. By Lo, ,
1919, government spending far exceeded tax revenues, ) ' '
and the debts run up by wartime borrowing created a
staggering burden. Under severe pressure to finance its
deficit, the government gave in to the temptation to use its _
power to create money. During the four years following the ' ce -

« war, the money supply rose six times over— with inflation ' ' - ,
as the mev1table consequence. By 1922, Berliners were _
paying prices 100 times higher than they had been payinga - )
. decade earlier, before the war. The entire nation was
engaged in a race to convert money of steadily decreasing
value into tangible goods that retained their value. ’ e
*_Government printing presses ran day and night, literally - 9 : ‘ .
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" INFLATION’S BITE . ALS% -
: *  Annual Inflation
If the difference between

At 10% CAL15%
- Annual Inflation Annual Inflation

5 and 10 percént 1980
inflation doesn’t seem
worth worrying about,
consider what will
happen to your
purchasing power if .
inflation continues at 5,
10 or 15 percent for

the next twodeécades. .

.

. PURCHASING POWER
OF$100— .
" AFTER INFLATION
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creatlng a mountam of new Reichbank notes, steadily
devalumg the currengy in the process. By the Autumn“Uf
1923, with the value of the currency depreciating precipi-
tously, prices literally exploded. A half dozen eggs, which
before the war had cost less than half a mark now sold for
some 3 million marks. :
Stories of the bizarre effects of Germany’s
- hyperinfiation are legend. People had to carry their money
around in wheelbarrows. The experience of a Berlin
housewife who left a basketful of money for a moment and
on returnifig found the money safe and the basket stolen,
typified the nation’s chaotic condition. In the absence of a
reliable currency, businesses went bankrupt, trade came to
a virtual standstll except where people could resort%;o

1

barter, and both food shortages and rampant unempl
ment resulted. Savings that people had accumulated overa
lifetime were wiped out in a single day. *“The result of the
inflation,” wrote historian Alan Bullock, *“‘was toun er-”
mine the foundations of German society in a way which
neither war, nor the revolution of November 1918, nor the
treaty of Versailles, had everdone. The real revolution was
the inflation.” . -

It was a revolution that undenhi.ned basic values as

well including a. bellef in self—rellance and hard wox‘k.

*“Never," as Thomas Mann wrote - ‘ e

have those who wanted to make money without
working found such favorable conditions......Honest .
work, however skilled, brought nothing. ‘Conse-
quently, even ordmanly honest people ere infected
with the fever of speculation .... It w%unng the
inflation that the Germans forgot how to rely on
themselves and learned to expect everything from
“politics.” from the *‘state,”” from **destiny.” They
learned to lpok on life as a wild adventure, the
outcome of which depended not on their own effgtt
but on' sinister, mysterious forces.

Chaotic conditions created a despera:e yearning fora’
reliable currency and social stability. In this way, the
perience of hyperinflation paved the way several years
later for Adolf Hitler, who promised to achieve the
prosperity and order that so eluded the Weimar Republic.
Germany’s experience in the 1920s was the most

dramatic instance in this century of what can happen when

inflation rages out of control, and it offers both a warning
and a lesson. Though it is a vivid example of the social,

)
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“political, and ecomomic damhge that can result from
inffation, it is not atypical.

WANTED: A SOCIAL SOLUTION

don’t ask whether there will be more inflation, but rather
how much more. After a decade of rising inflation rates,
_many fJeople are convifged — no matter how substantial
theirresources —thatthidis a battle they can’thope to win,
that the best they can hope for is to come out even. 4
That attitudé is summed up in the comments of a
32-year old elactrical engineer in California. He and his
r  wife(fogether earn more than $45,000 a year, which means
that their income is higher than nine_out of ten Americiin
families. But he still feels,that inflation has created a -
situatiqn in which he has to run faster and faster to stay in
the e place. “It's".not possible to get ahead of
-inflation,”” he told a reporter for the New York Times: “Fifty
. thousand dollars just won’t be $50,000 tomorrow. It's a
battle to stay where you are. Thiggs only get higher.”
Like so many others, he has resorted to a “‘bunker
.mentality,” trying to protect himself and his family from
the ‘erosion of their resources. Sincg inflation makes
borrowmg unusually attractive because debtors ulnma‘ely
© repay their loaps with dollars that are worth less, he —like
many Americans — is borrowing as never before,
But the very strategies that people’ dse to protect
* “themselves againstinflation ofterrexacerbate the problem.

push prices even higher. At the same time, reduced
personal savings have centributed to the scarcity of capital
for investment purposes; and that shortage means that
lenders can charge higher interests, and higher interest
rates choke off ecoftomic growth. As President Cartersaid,
*“ All of us are caught on a treadmill which none can stop
alone. Each group tries to raise its income to keep up with
the prese‘nt and anticipated rising costs; and eventually we
all lose the inflationary battle together.”

These are, then, two_dangers in trying to live with
inflation. First, it makes our other economic problems
worse. Even if we manage to protect ourselves with

~ indexing and cost-of-living allowances, inflation saps the

. strength of a healthy economy. In the long run, it stalls
econdrpic growth and leaves us all poorer.

s Mmore importantly, the psychological and

‘ social effects of inflation can tear a society apart, as they

did in Weimar Germany, The insecurity and Tesentment

For most Americans, inflation is now a given. We .

“Real” wﬁes are a measure of what your wages

The netresult of a surge in consumer borrowing asbeento - -

g

you are doing in the race against inflation.

-
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[T

.:J't (=

“Isn’t this exciting? Now let’s see what your next
month’s mortgage payment will be}”

HAVE YOU BEEN AWINNERORALOSER
IN THE RACE AGAINST INFLATION? - .

3

Ed Gamble courtesy Florida Times Union.

are worth after accountmg for the effects of taxes
and inflation. By subtractmg Federal, state and
- local taxes from your “gross” earnmgs, you can

derive the total amount of your “spendable”
+* ‘earnings — your take-home pay. And by .

converting that amount from current ‘to constant
dollars, you can find out whether-or not the
. purchasing power of your“spendable”-earnings .-
has been affected by inflation.
~ Inorder to calculate whether the buymg ‘
power of your earnings has improved since 1977:

1. Take your 1977 after-tax wages (you may use a
weekly, monthly or annual figure)and = -
multiply it by 1.5. That’s because it takes $1.50
today to buy what $1.00 bought in 1977. ° '

@_ . x15= (b)
(Your 1977 after-tax (What your 1977 wages would
* wages) be in 1981 dollars) -

2. If figure (b) comes out to be greater than your
1981 take home pay, then your “‘real’” wages
have declined — you’ve fallen behind in the g |
race against inflation. If figure (b) is less, -
you’re ahead of the game.

“Real”” wages are important in measuring
how inflation has affected you, but they’re not the
whole story. You also need to consider the vali
of your home, government benefits and other
assets such as stocks and bonds, to determine how
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‘ C ‘ . On Tuesday night, October 28, a week before American -
: " voters went-to the polls, the 1980 presidential campaign
NP + .- .reached a climax. Under bright lights, and in front of
television cameras which brought their images to 120 .
million Americans, the Democratic and Republican candi-
, "dates squared off for a last-minute debate. President Carter
\\ explainéd that the country faced difficult economic prob-
' lems, ones that would not be solved ovemlght Then
candidate Reagan replied:

r

President Carter has blamed the f)eople for inflation,
= OPEC, he has blamed the Federal Reserve System, he
L4 ) has blamed the lack of productivity of the American
- « - people, he has then accused the people of living too |,
well and (said) that'we mustshare in scarcity, we must
sacrifice, and get used to doing with less. We don’t

As THE vu.l.AlN y/ ' | o _ . have'inflation because the peop}e are living too well.

GO0
. INTENTIONS
BAD MONEY

We have inflation because the oovemment is living
too well. .

. . Every Presidential candidate in recent memory has
' - pledged to bring down inflation, restore full employment
% andeconomic health, and reduce the budget deficit. But no
recent presndent has been able.to achieve those goals.
Presidents are elected by a political protess Every.

. * » pres:dentlal act_has political impact. With regard to
. inflation, every recent president has faced the same’

Every Presidential excruciating political dilémma. To getelected, a candidate
candidateinrecent = mustconvince people he will do something about inflation,

memory has pledged to  and to get reelected he must not-disappoint them. But a

‘bring down inflation, to sustained battle against inflation comes at a high political
‘restore full employment cost. Some individuals and groups will suffer as a

and economic heéalth, _consequence and this will erode the Presndent s political
and to reduce the support.
budget deficit. Butno - Take the problem of the Federal budget deficit Most
recent president has " Americansrightly feel that the government does coritribute -
been able to achieve to inflation by deficit spending. The process works this
those goals. 79 ? way..In an effort to meet the various demands of the public,

' , the governmentfor many years has spent more than it has

-collected in taxes, and has accumulated a huge debt. When
the government decides to spend more than it receives,
essentially it facesmany a{the same choices you do when
you need additional money: [ftan *‘earn’” more by raising

' taxes, it can reduce spending, or it can take out aloan. -

' PAYING THE BILLS

But all these choices are difficult. Higher taxes lose votes
for elected- officials. Cutting back onr spending means
reducing funds for programs such as Medicaid, welfare,
unemployment insurance and student aid that affect
- , millions of people — and this generates stiff political

(
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opposition. Those who would ultimately benefit from
reduced spending, while often willing toagcept the idea of
cutbacks, unite vigorous]y;to oppose sp;:}lc cutbacksthat
" endanger their mterests

In the very short run, borrowmg money is the least
troublesome 'choice. When 9the government borrows
money to cover its debts, it reduces the amount of money
that is available for banks to lend. Soon enough, the result _:

isarise in interest rates, and the rest of us are able to borrow

less — which of course creates political problems. With
high interest rates, you may find it barder to afford a

mortgage for a new home. Busmesses find it harder to get
loans for expansion or new investment. Eventually,
government debt and high interest rates threaten the health ;
- of the economy. Pressure mounts for the governmenttodo -
_ something. But what canffdo? '

" There is one thingthe government can do thatdoesn't
provoke immedi olitical reactions: It can expand thes

19
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“Lenin is said to haves,
declared that the best
way to destroy the
capitalist system was
to debauch the
currengy. By a
continuing process of
inflation, governments
can confiscate, Secretly

. and unobserved, an.
important part of the
wealth of thefr citizens.
By this method, they
not-only confiscate,
they confiscate

" arbitrarily. ... As the
inﬂationproce‘eds and

+ the.real value of the

currency fluctuates
wildly from month to
month, all permanent
relations between
debtors and creditors
— which form the
ultimate foundation of
capitalism — become
so utterly disordered as-
to be almost .
meaningless; and the . -
process of wealth- -+
" getting degenerates
‘into a gamble and a
lottery....[Inflation]
engages all the hidden .
forces of economic law
" on the side of ‘
~destruction, and does
so in a manner which
not one man in a
million is able to
diagnose.”

John Mayriard Keynes,
Essays in Persuasion.
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money supply. The United States government, like most
governments, has the sole adthority to “coin-money and
regulate the value thereof.” And since 1913, the govern-
ment has also used the Federal Reserve System as a
separate mechanism controlling the amount of money in
the economy by encouraging or discouraging banks to
lend. When the government expands the money supply
more rapidly "than economlc output grows

RIC - | n

Aruitoxt provided by Eic:

it causes

.

inflation. That may sound complicated, but basically it’s™"
common sense. Imagine that you are at an auction selling -

your mule and everyope b1dd1ng had only ten dollars.

ChancesXare that you'd sell your mule for ten dollars or
less, or you wouldn’t sellit. Now imagine the same auction
where ev,eryone'had twenty dqblarf. The price wouldbe bid
up.

-

The situation is exactly the same in a growing
economy. There is only so mutiitoney and so rﬂany things
to buy, .and prices rise or fall — become inflationary or not
— depending off whether the amount of money or the
amount of things grows faster.

When the government expands the money supply in
order to cover the-cost of its commitments, everyone is
happy-at first: Politiciansavoid raising taxes; constituents
get higher spending on their favorite programs; and no one

" suffers from higher interest rates. It seems too good to be

true — and 1[ is. By increasing the money supply the
government ‘increases economic dC[lVlly and satisfies
more constituents, but it also increases the amount of
money available in the economy compared to the amounpt
of goods and services which the economy is proQucmg
This causes inflation by definition: more money and the
same amount of *‘things™ force prices to rise.

When you spend beyond your means for too long the
result is bankruptcy. Whén the government spends beyond

ity means to satisfy the electorate, the resultis inflation. By .

b c e
“rnﬂdtmg the money supply, the government avoids
‘other actions which would hurt some voters mort directly.

‘Itis a way toappear to give voters more than they really get.

Americans get more of what they demand from govern-
ment but'in the end they find themselves with less, because
inflation erodes the value of rising incomes and higher
benefits.

By tolerating inflation, by allowing increases in, the
money supply, politicians can temporarily avoid making
unpopular decisions. But they can’t forever escape the
political dilemma posed by rising voter demands: On the
one hand, cutbacks or tax hikes trigger an avalanche of
protests; and excessive borrowing brings high interest

" rates or inflation or both. On the other hand, when inflation

grows fierce, politicians are held responsible and voted out
of office. Either way, they lose. Sooner or later politicians
are blamed. The next candidate makes more promises, gets
elected and invites the same fate.

WHY THE GOVERNMENT OVERSPENDS

How did we reach the point where thousands of special
interests can succeed in wrenching more benefits from

. government than we, as taxpayers, have been willing to

\
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b0 DEFICITS REALLY MATTER? - .

As proposals for a constitutional amendment to'balance the budget come before Congress, the debate
about whether deficits cause inflation has intensified; Here are two opposmg views:

.

Deficits Dp Matter... : C T Y < .
To begin with, deficits raise operatmg costs. If the ‘%ermanent' national debt is to increase demand.
Government runs a deficit of $100 billion arid - Unless the supply of goods and services rises

- borfows to pay its bills, then (assuming an " commensurately, the result can only be hlgher
avefage interest rate of 12 percent) annual . ' . inflation. . '
expenditures are $12 billion higher than if taxes Fourth, deficits raise interest rates. If the
had been increased to cover the deficit. - substitution of deficit induced borrowing for

Second, deficits breed deficits. By boostmg taxation will accelerate economic activity, it will -

anniial interest payments, each successwe deficit * surely raise the private sector’s demand for

increases the difficulty of achieving a balanced *  capital. Private and ‘public:sector borrowing

budget and forces the Government to borrow requlrements will then collide, sending interest
more, just to cover the intérest on thedebt. -.  rates soaring. _
Thll‘d deﬁcnts spur inflation. To expand the : © 1982 by The New York Tu?es Company. Reprinted by permission.
A o .

Deficits Do Not Necessarily Matter... . : .
There is no doubt that big budgetdeficits can, at the year, until 1979, of théwyo st inflation ever. So
times, éenerate inflation, as long as the Fed is. the connection-between deficits and price
willing to expand the money supply accordingly. - increases is not always clear. -
But the mat\%;is not as simple as it sometimes ~ Other comparisons also undermine the

-. seems. In principle, you want to run a deficit apparent link between deficits and inflation. “We
whenever the economy is running well below had inflation in 1920,” notes the historian Arthur

. capacity and there.s widespread unemployment. ~  Schlesinger Jr. in an article in The Wall Street

The only question is how big the deficit should be.  Journal, “when the federal budget ran na surplus.
Economists try to estimate it by ﬁgurmg what the  In 1975-76 inflation declined from 12% o 4.8%

budget would look like if everyone were working while the budget ran deficits of $112 million. West -

and paymg taxes; that hlgh~employment budget, Germany today has a budget deficit at least two

as it is known, should be roughly in balance. For - _and a half times as large as ours in relation to_

- most of the 19705 the high-employment budget gross national product — and an inflation rate of
was in deficit, though not by large amounts. one-fourth of ours.” ‘ '
Ironically, one year in which the high- . Excerpted with permission from Understanding Inflation,

) employment budget was in surplus was.1974 — by John Case, William Morrow and Company, Inc. 1981.

pay for? The answer lies in the government's current.- own way to recovery, the depression grew worse. Eco-
economic role. Until the 1930s, the Federal government  nomic activity nearly came to a standstill, while a quarter
played a relatively minor part in economic management.  of the nation’s workers were unemployed. Public'pressure
When bad times brought bankruptcy and unemployment, ~ mounted for the government to do something, and the

no one expected the.government to provide assistance to  British economist John Maynard Keynes proposed revolu-
those affected, or to pull the economy out of its slump. Bad . tionary policies that were eventually adopted. Keynes did

times and good times were accepted (and expected) aspart ~ notbelieve that depressions were ‘‘natural ;" inevitable, or

of the natural business cycle of a capitalist economy. necessary. He thought they were caused by the failure of

The Great Dagression radically altered most people’s  spenders — consumers, business investors, and the
view of the econgmy. For the first time. -it seemed  government — to buy enough goods and services to keep
paralyzed by a seyere crisis. The slump was worldwide,  the economy producing at full employment. To lift the

and it seemed pepfnanent. Instead of the country findingits ~ economy out of a depression, Keynes argued, the govern-
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wuv rr’s S0 HARD T0 BALANCE THE BHIBGET o

S In March of 1980, President Carter announced he-

* would press Congress to balance the budget as
part of hrs new anti- mﬁatlon program. As - ‘&
budget cuts were being discussedon . = - /A%
Capitol Hill, Democratic: Senator
- Thomas B. Eagleton returned to
hrs home state of Missouri where, :

* accordiing to-newspaper reports, he -

n encountered a number of good
reasbns to oppose a balanced budget:

* A leader of the Missouri State
.. Nurses Association said she
. -would refuse to support the -
" 2 ‘senator'if he “persists in.
. “. cutting the nursmg a1d o
“ budget.”

-announced he was counting on Eagleton
-to help “increase federal support “for .
diabetic researchg.gnd at another airport
. the'board of drrec ors of a Kansas City
.anti-poverty program waylaid Eagleton to
+demand more money for their projects.

. % -In Hannibal, a Laborers Union-official |
Al announced bluntly that Senator Eagleton
' was “going to have to reconsider his
thoughts™ about budget cuttlng

* A black minister pleaded with him,
“Please don’t let them cut the youth
~ program for this summer.”

et e

;" % A building mdustry group applauded h1m
i for bnngrng hundreds of mrlhons of

t
Pl
L )

* A m%n rushed up to hlm atan alrport and -

dollars i 1n federal construction projects to
Missouri; thie group’s president also told
The Wall Street Journal it would “do its,
best to see that the budgetary axe falls

-

somewhere else.”

% In St. Louxs aJob Corps director urged .
him to defend federal employment
programs.

- % Ata pig farmers’ convention; a top oﬂ‘iclal
urged him not to:let Washington cut the
pork research budget. .

"% An International Association of -
‘Machinists official wanted to make sure
Labor Department programs didn’t get |
cut.

i

nmm simply had to increase its spendmg It could and

should spend beyond its income. Whenan economy was in

instead it would stimulate demand and economic acnvny

B land relieve unemployment.

To a remarkable degree, Keynes’ prescnpuon for

. &endmg the Depression worked. Massive government

"

*".spending during World War II brought rapid econgmic
..growth and full employment But ever since, there has

."been a different relation between the government and the
economy Once people realized that the government could
! do something to prev depressions, they demanded that
nbe done A pohucal;:‘%m s.box wasopened. Since the

e,

Q

a slump, deficit spending would not result in inflation:”

*. war, Americans have come to expect that the'government
will do all it can to avoid another 1930s-style depression;
they have also come to expect full, or nearly fufl,
employment, as well as arising standard of living;and they
have demanded — and received through the political
process— protection from many of the other hardships and
insecurities of the free enterprise system. Social Security

now shelters those unable to provide for their owmold age.
Unemployment compensation protects-workers from dis-

- ruptive changes in the economy. A host of regulations:

protect the” health and safety of consumers and workers.
Federal insurance and subsidies stave- off bankruptcy-and
- the rigors of the free market for many businesses , farms

Copyright © United Fc:uurcs Syndicate. HE
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and banks. And welfare
provides a “‘safety net’’ for
many individuals facing
grim economic circum-
stances.

Since ‘World War I
massive government inter-
vention has become an eco-
‘nomic fact of life in the
United States. Some people
view it as the humanization
of capitalism. Others view
it as the end. of free enter-
prisg’and the first step to-
wards state socialism. But
nearly everyone agrees that

the new government role ~

has emerged because of po-
litical pressure.
Postwar prosperity
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SHOULD WE BLAME UNCLE SAM FOR

d
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Ammclm kttpasklnl for a balanced Federal budget. But they also keep
asking for mmvmms and benents the gmemmm( cant pay tor out of tax
méome Sol 3 got to pive

Unfortunately. as a result ul thas deficit spendm. what's been piving 13 the
buym%rouer of the dollar. Because Washington has made 1t a practice to
artitically expand the money supply to pay for programs our taxes don t
cover The real rnce of that policy s rutnous wnttatron.

Renewrd self<control and a retiunking of our attitudes toward government
are essential For tnstance. would you be walling to accept a cutback 1n

‘ government senaces to reduce spending? Or 2 tax increase to pav lor all

curment programs?

Because we behieve inflabon 18 the most pressing natwnal 1ssue of our
tume. we re asking you to Join us in this citizens’ crysade againd it The ballot
at right will be your vote and your vowe. We'll see that our nation's leaders 1n
Washington hear what you have to $av and report the results in a fature ad.
And if you d ke more information, we Il atso send you a copy of our free
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FOR ALL WE ASK?

Dokl it Ly S oo 1. £ S
Mark your ballot and send 1t ?m-._-.(:u---u:::e...-

today Because at the rate intlation 1s Gk s st e wr osppe armerenerd pregram

devounng our ncomes and savings, e et

there's not a day to be lost, .

AT
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™ m
T Virme wad your wve Wkt 10 e shove widoms.

nurtured the  attitude that .
everyone.is “entitled” toa ’
rising standard of living -
and a clean environment,

THE LIFE INSURANCE COMPANIES lN AMERI(A ’

and unemployment bene-
fits and welfare payments and federally subsidized home
mortgages and a strong military and good roads and
Social Security and hundreds of other things. Since the
war, individuals and groups have l¢arned how to organize
and lobby fortheir demands through the political system.
To meet these demands, government has grown enor-
mously. It has become more complex and expensive,
weaving itself into almost every facet of our lives.

The result has been an economy much.more suscepti-
ble t6 inflation in a number of ways:

- % By taking steps to avoid severe recessions, the

government has hampered the free-market cure for
inflation: In an econemy that experiences vigorous
expansions and severe contractions, prices can be
expected to rise and fall. In today's economy, the
government tolerates-rising prices during expan-

. sion, but cannot accept. the political liabilities of
the unemployment and businéss failure that ac-
company slumps and falling prices.

% The establishment of 'unemployment insurance

- has contributed to inflation by making workers less

. fearful of losing their jobs and more reluctant to
accept wage reductions during recession.

% Price supports for agriculture and government
subsidies to ailing industries undercut by foreign

-
“ v

-

ompetition contribute to inflation by protecting
hese groups ' from the cruel dlsc1plme of the
free market.

* Government regulations in the health, safety and
environmental fields have also contnbuted o~ " -

>

Courtesy American Council of Life Insurance, © 1980.

-

¢

‘“'mﬂatlon accordmg to some, by addlng to busmess,

‘costs. - .

% Finally, all government programs contribute to
inflation to the extént that they contribute to
deficits which req‘uire inflationary financing.

So the govemment deficits are gnly a symptom of the

problem. Government has contributed to inflation by

intervening to tamg a capitalist economy that virtually
everyone — workers, farmers, the elderly, businessmen
— found uncomfortably ruthless. It has contributed to
inflation through-deficit spending and by*expanding the
money supply,.but it has done both on our behalf. At the
root of the problem is a political dilemma: we vote for

_ politicians who promise to provide more without i increas-

ing taxes, yet we punish politicians who cause inflation by

doing what we ask of them. a,

Going back to a time when oovemment was not so -

large may help to reduce inflation, but getting there will
mean giving up many of the things that the government
does to benefit all of us. The questionis whether we are
w1|I|ng to make’ that sacrifice. >
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\ . Millions of Americans have felt confused in recent years
because of the trade-off between inflation and recession,
or, in other words, between inflation and unemployment.

“Recession is good news, they tell us in the papers,
because it will bring down prices. Buthow can recession ke
good for us when it puts ten million people out of work?"

~ says George Petropoulos, a maintenance engineer ,for

¥ . Eastern Airlines in San Francisco. *'It doesm’t make

sense.” Millions of Americans share this sentiment. With

the country suffering from the highest unemployment rate

. : since the Depression. most people do not feel thzgt‘the

" . government should just sit back and watch the recéssion

' ' deepen — OmWorse, deliberately prolong it — in the name

of fighting inflation.

THE REGESSION ‘ " .. Inthe 1960s, Americans'tolerated moderat§ igflation,
STRATEGY- - - butas inflation accelerated in the 1970s apd its destrgctive
. : impact on the economy deepened and became more widely
Is IT THE ’ ‘ recognized, public opinion shifted. Forced to choode -
. I.ESSER OF Two . _ between the twin evils of inflation and the high interest
EV“.S‘,‘ , N rates that might lead to re(cgsSion and unemployment,
. e o . Americans have reluctantly accepted the lattery ™
We are not alone. Other industrial nations, too, have -
resorted to the recession strategy when inflation threatens
to run out of cogtrol. Britain provides the clearest example.
, , . When Margaret Thatcher became Prime Minister in May,
o 1979, she declared that England'stwenty percent inflation
Q With the country rate could be brought under control only by tightening the
suffering from the reins on the money supply and deliberately engineering a
highest unemployment . recession. It will not be pleasant, she explained, but it will
rate since the Depression, work. ’ ‘ /

. most people do not feel . She was right on both counts. Britain’s tight money
that the government policy raised interest rates and choked off economic

- should just sit back and  growth. Unemployment now exceeds ten percent. In the -
watch the recession - midst of economic hardship, Mrs. Thatcher has been

deepen — or worse, claiming victory. “The battle against infation is being
o deliberately prolong it won,” she explained to acrowd of angry jobless protesters
P — inthe name of outside 10 Downing Street. '

fighting inflation. 99 Economists have known for years that sustained

recessions bring prices down. But in the past this stratégy

v seemed impractical because of the-pelitical opposition it

. : ’ - stirs up. Like George Petropoulos, most Americans feel
: ) that the side-effects of recession are intolerable, that the

) R _ ) cure'is worse than the disease. When infiation is extreme.

) we accept recession as a short-term remedy; but once the

. inflation rate moderates, or once the unemployment rate

. - . surpasses ‘‘reasonable levels,” Americans endorse *full
employment’”” policies even if they will entail additional
inflation. o :

This see sdwing of pgbiic opinion has made a
long-term solution to our inflation problem extremely
difficult. With their fate hinging on their popularity at the




polls, America’s elected officials have found it almost-  LET ME SAY A FEW SPECIAL  WHEN- YOU START To FegL
impossiblé to pursue a consistent anti-inflation strategy:As.  WORDS TOTHOSE OF YoU DISHEARTENED, THERE'S

an election approaches, they feel the pressure to stimulate . WHO ARE UNEMPLOYED SOMETHING YOU SHOULD
. o KEMEMBER - y

the economy- even if the effort js likely to fan the
inflationary fires. :

Take, as anexample, President Nixon's course during
the 1972 election season. He. chose to stimulate the,
economy to reduce unemployment before the elections. .
Simultaneously, he instituted wage and price controls so
that the expansion wouldn't trigger higher inflation, .(At
the time the inflation rate wasa **worrisome”’ 3.4 percent.)
President Nixon succeeded in temporarily sustaining both
low inflation and low unemployment, but once wage and

_price controls were [ifted, inflation worsened. The OPEC
+ " il embargo made tfis situation even worse. In 1974-75thé  EACK OF YOW\NDIVIDUALL‘/ BUT TAKeN TOGETHER,
country suffered a recession and unemployment rose MAY BE JUST ANOTHER YOU'RE 10.3 MILLION /

. appreciably. By the time Mr. Nixon's successor, President PERSON WITHOUT A J0B .. WFLATION F CTHTER'S

Ford, sought reelection in 1975, the unemployment rate'
was about five percent and inflation was up~to, an
unprecedented tep percent. ‘ .

Political pressures make it almost lmp0551ble for a
_president to stick to a recession ‘strategy (which is
necessarily painful, slow and gradual) if they hope to get
reelected. In other countries like England, West Germany,
and Japan, government leaders have been more successfu]
in reducing inflation with recession because they have
longer terms of office, allowing them time to let arecession
do its work and still leave time for economic recovery
before the next election.

WASSERMAN, © 1982, Los Angeles Times Syndicate, reprinted with permission.

In every country though, recession strategles breed  “Ifarecession is to be ' \
political opposition, especially among those mostaffected  used to stop inflation,
— the unemployed. Switzerland and West Germany, two ~ we draft inflation . -

countries with an excellent record of holding down);i‘ices fighters in a very
by deliberately encouraging recession, have managed to uneven pattern. In @
avoid paying the political price because of their large  proportion to their size ' —
population of foreign -workers. When recession hitsthese  in the labor force, '
two nations, ‘‘guest workexs’ from Turkey, Yugoslavia,  sixteen to twenty-four :
Greece, Italy, Spain and elsewhere, are *‘sent home™ in  year olds are three
‘large numbers. A large part of the burden of recession is * times as likely to be

- thus borne by foreigners, who don't vote. In the United  drafted as adults.
States, where there are few foreign workers, we have no ~ Females are 38 percent
such option. Thus we face a hard choice in trying to pick .more likely to be
the lesser of two evils — higher unemployment or high drafted than males;

L]

inflation. : blacks are twice as

. likely to be drafted as
' . whites; and Hispanics
Is A RECESS|0N A SOLUTION7 ’ are 75 percent more

While most Amencans wrestle with the moral issue likely to be drafted
surrounding the recession strategy — whetheritis rightto  than whites.”
throw people out of work forthe benefitof everyone whois | egter Thurow,

hurt by inflation — a number of economists question the ~ The Zero Sum Society.

Q




WHAT HAPPENS WHEN THE%VERNMENT .'
TIGHTENS THE MONEY SUPPLY

& t

Niustration by Jean Tuttle and Deborah Hosking
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HERE IS WHY
YOU LOST
YOUR JCB

M

. Dear Joe:

I was sorry to hear that you had lost your
job. If it is any comfort, you may think of
yourself as a foot soldier, wounded in our
country's battle against inflation.

The Administration and the, Federal Reserve,
whose tight money policy helped to put you
where you are, are counting on 'your plight to
serve as a scary,example to business and to
labor so that they will go easy in rai31ng
wages and prices. .

Furthermore, the Fed knows that in your : !
present situatiop you are going to spend less

in the stores, and that will also put the . .
screws to the business community. It may L
ayso increase the number of péople laid off. '

I'm afraid that I cannot refrain from
reminding you that you were pretty loud in
your complaints against inflation in.the last
few years. In fact, it was loud complaints:
like yours that nerved up the Fed to reduce
the money supply growth and bring on. the
recession. '

Of course, everybody was complaining against
inflation, you may well say. Well, I am sure
that it has struck you by now that the
solution to the inflation problem we have

, backed into does not spread the misery at all o : '

evenly. But rest assured, you are suffering ‘ ) o

for the benefit of the rest of us. /// ,

© 1982 by The New York Times
Company. ' .
Reprinted by perrmssnon

Very Truly Yours,

Your Favorite_Economist

recession strategy's practical aspects. In our economy
prices don’t necessarily fall during a recession. Companies
have a choice: to reduce prices or to cut back on production
and lay off workers.

- To end mﬂatxo@ecession. these economists
feel, would require much more than a mild recession; it
would require staggering unemployment and a lengthy
period of economic decline. A recession of this magnitude
is unacceptable, they argue, because’it results in an
unnecessary waste of the nation’s resources. When the
economy produces less than it could operating at full
capacity, the country grows poorer. Every idle factory and
under-used machine represents a waste of our productive .
potential.

Q
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By Spring, 1982, with the nation in the grip of a
severe recession, the burden of fighting inflation rested
very heavily on the shoulders of some ten million jobless
Americans.

Is this the way we want to fight inflation? By fallmg to
agree upon any other way to fight it, Americans have, in
effect, accepted a recession strategy — with all its costs.
Elected officials have acquiesced | because recessjon, .
despite the suffering that it causes the unemplaqyed, is still
more palatable to them than high inflation. Inflation angers
all voters; recession directly affects only some.

How long are we willing to endure recession in order
tobring down the inflation rate? And how much unemploy-
ment are we willing to tolerate?

K"
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Inthe United States today, many individuals, groups, labor

unions, and businesses have the power to maintain their '

incomeés in the face of rising prices. If the price of oil rises. '
. for instance, and the automobile companies feel their

inceme (profits) decline, they simply set prices higher.

Millions of car-owning workers also press for higher

wages so that their real income will not decline. And other

people who can control the price of what they sell, like

doctors and plumbers, also raise prices to maintain their

incomes in the context of other rising prices. The

wage-priee spiral is born. v '

America suffers from a wage-price spiral because no
one wants to_see their wages, prices of income drop—
and many people have the power (either economic or

. ENDING .I-‘HE&"a | o : political) to do something about it. As a result, withevery
. WAGE_PnlcE price increase — no matter what the cause — millions of*

PIRAI.' 1 individuals scramble to raise their prices (and incomes) in
. . order to protect themselves. '

S .
SHOULD WE . L ‘ When Dan Connally, a bus drivet in Boston, felthis . -
‘ LlMIT - ‘ ‘ buying power dwindle last year because of rising prices.he '
4 , .went to his union with thousands of his co-workers and ,
OUR GLNMS? demanded a raise. *‘I’'m not gonna just sit and watch my
: b _ paycheck shrink,” he told a reporter for the Boston Globe.
/ Neither will most Americans. Seeing inflation erode their
v earnings, they have done just as Dan Connally did. They \
: have demanded higher wages or “*cost-of-living allow-
Q America suffers froma  ances” (COLA’s), to protect themselves against the threat

-

wage-price spiral of rising prices. ‘
} because no one wants Everyone naturally wants to “keep up” withinflation
, - to see their wages, - in this way. But to the extent that everyone “succeeds™ in
prices, or income.drop keeping up, inflation worsens. If your costs rise ten percent
- — and many people one year, you naturally try'to raise your prices (if you have ’
have the power to do something to sell) or wages (if you sell your labor). If you

something about it. 9 ? succeed, you feel relieved and sigh: “I've caughtup.” But
‘ it%s an illusion: If everyone else also raises their prices or
- wages ten percent, prices wili be about ten percent higher
than when you'started. No one will be better off.
- ‘ ' It’s like a parade where you try to geta better view by
standing on tip-toes — you can’t if everyone else does..

WHO STARTED THE SPIRAL? . .

But if everyone is responsible for propelling inflation
forward, who was responsible for starting the whole T
process in the first place? Some people blame labor. Due to
the rising power of unions, wages have risen.'‘unreason-
ably,” pushing up business costs and prices. But what is
«unreasonable”? And what about the 80 percent of the

labor force that is not unionized?. : .
. In the past wages rose and fell as the demand for labor
o ' fuctuated. But inthis country, real wages (that is, wages in




Drawing by Geo. Pncé: © 1972. New Yorker Magazine, Inc. i

terms of their value in goods), despite these ups and downs,
witnessed a steady upward trend for over a century. The
rise of real wages, however, has historically been tied to
increases in production. As the output of goods increased
for each hour worked, so, on the average. did workers’
compensation'. Businesses were able to grant wage in-
creases and still keep prices low — as long as wage hikes
did not exceed gains in productivity. In recent years, the
situation has changed dramatically. Productivity in the .
private business sector has plunged (from an average
annual increase of 3.1 percent during the period 1948 to
1965, to .6 percent in the periad from 1973 to 1980).
Meanwhile; pay increases in many industries, because of = -
labor’s growing clouit, have risen much faster. Wage hikes
in excess of productivity gains force businesses to thoose

--between trimming profits or raising prices, thus giving

* treméndous impetus to the wage-price spiral. . ...

If everyone receives a pay increase greater than the.
rise in productivity, continued inflation is assured. The
amount of money grows (higher wages) more than the
amount of goods produced (prodyctivity), so costs rise.
These higher costs then threaten profits, and are quietly
“‘passed along to consumers " in the form of higher prices.
Only when the threat of bankruptcy and joh losses is
imminent (as in the auto, airline, and neWspaper industries
in recent years) have wages been trimmed and workers
accepted a-drop in their income. Inflation has trapped
American businesses and workers into'a tragic game of
economic chicken: wage demands escalate with inflation
until the most dire circumstances approach.

‘ Because many businesses know that they can *pass
along™ higher wage costs to consumers through-higher
prices, and because they are reluctant to risk strikes (which

SEAPRE S
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If everj'one agreed to
end price hikes that are

- not justified by cost

increases and scale -
down wage demands
that exceed
productivity increases,
the wage-price spiral
would unravel

" immediately and

painlessly.

.




'FIFTEEN YEARS OF INFLATION 1967 1982

While consumer prices, on average, have risen N
" 180 percent since 1967, the cost of certain goods : *
and services has risen much faster.

[

Four Bedroom ’Sul‘)urban,Hou,se

v
M *’

Pepperidge Farm Bread $0.89 +187%
& . ' * s
Hospital Room $117.00 +485%

Two-piece Suit (Brooks .Br;)thers) | ' $3207.'00
. .Gasoline (Gallon) .
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[ .
stop production and hurt profits) they are often quite
willing to meet labor’s demands. Some observers feel there
is. in fact, a tacit agreement — **an invisible handshake™
— between labor and business to raise wages and pass
along costs at the expense of the consumer.

For every economist pointing a finger at labor and the

wage side as the source of the wage-price spiral, however,
there is another placing the blame on businesses and the
price side. Greedy businesses thdt raise their prices to
maintain or increase their profits are at the heart of the’
problem, some claim. It is higher prices that fo‘e people
like Dan Connally to demand higher wages. which, inturn,
raise costs and bring further price hikes — and so on.

The fact that many companies are large and face little
competition makes iteasier for them to raise prices withotit
tearing a.Joss of ‘business. When businesses need to raise
prices— in order to cover hlg,hergosts or hlgher wages, or
maintain their profits — they do. When there is pressure to
reduce prices — during a recession, or because of falling
costs — they respond instead by cutting back on produc-
tion rather than prices. In 1980, for example: when one
llre manufacturer realized that its two-ply tires were not
sellmg well, itdid not cut prices: it just reduced the number
of tires it made by closing six plants, putting 7000.people
outof work. Not all companies. of course, have the luxury
of this choice: in some highly competitive areas prices do
move up and down according to supply and demand. But
as long as some prices are resistant to downward pressure,
they add an undeniable inflationary element to the.normal
ups anddowns. In good times prices tise: in bad, only some
fall: in the end. the average price level creeps upward a .
notch.

ll is a useless exercise to try te figure out Wthh came-
first — wage or price increases. When prices rise, people
“demand hlgher wages: when wages rise, business costs rise
tespecially in industries where payroll costs make<up-a
large percentage of total costs), profits get squeczed, and

. prices are forced upward. Trying to determine who was the

“initial ™ villain is beside the point. The important thing to
realue is that in an economy where eveyyone acts to “*keep
“up™ with past or anticipated mﬂauon the problem
inevitably grows worse.

’

STOPPING THE SPIRAL _

"Is there anything that can be done then to unwind the wage-
price spiral? Is there anything that can be done so that each
one of us doesn't feel, like Dan Connally that we must
raise our wages or prices to prolecl our incomes, Wthh
lw:sls the spiral higher?

‘One obvioussolution is voluntary controls. Ifevery-

| CALcuuwoRﬂ ~
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one agreed to end price hikes that are not justified by cost

increases and scale dowp wage detnands that exceed pro-
ductivity increases, the wage«price spiral would unravel
immediately and painlessly. So long as everyone showed
the same restraint, no one would be worse off relative to
anyone ¢lse — and inflation would diminish. (Some
prices, like those tied toimports, might rise, but the overall
inflationtary trend would halt.)

Sounds easy? There must be .a catch. As H. L.
Mencken onge said: **For every complex problem in our
society there is a solution that is simple, plausible and
wrong.” Would a voluntary agreement to hold down wage
demands and prices be that kind of solution? Guidelines to
encourage voluntary restraint have been proposed in each
of the past four Administrations. Their shortcoming.
however, is that unless everyonc shows the same restraint,
they are doomed to fail.

Copyright € 1978 Chicago Tribune..

used with permission.

In inflationary “times most people lry to wait until

.

ayeryone else lowers their prices: the longer you wait
before lowermgwurpnces the bellcroffyou be. Again
it’s like the parade: If you're the first one in the crowd to

stand on tip-toe (raise your prices), you'll get a better view -

- (raise your income) until everyone else does: also, youare
" reluctant to lower yourself (your prices) first because the

last person to get off his or her toes will enjoy a better view
(higher income) for a longer period.

In 1979, under President Carter, voluntary guidelines

did succeed in keeping down inflation for a few months.

But because some péople didn't comply, and because the’

staggered timing of wage.contracts during the year resulted

~ insharply different wage settlements for workers in similar

circumstances, many people came to view the guidelines
as unfair. Those who did comply with the guidelines were
penalized by the price increases of those who didn’t. They

* watched their relative incomes shrink. For this reason, the

voluntary guidelines eventually broke down and were
abandoned. as they have been abandoned repeatedly in the
past.”

Al
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Members of a union demonstrate their
disapproval of the Nixon administration’s wage
*,and price controls in 1972.

Aruitoxt provided by Eic:
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Volunlary controls are riot necessarily uanrkable
they just require a high degree of ‘public support. In Japan,
a form of voluntary restraint has playedasignificantrole in
stemming the tide of inflation. Traditionally, all the major

unions in Japan negotiate yearly wage contracts in what is

“known as a “‘spring wage offensive.” Agreements to

restrain. the wage demands voluntarily at these spring
offensives have been successful because the attention of
the whole cotntry is focused on the negotiations.and there
is. enormous pressure to hold all wage mcreases to the
average level of productivity gains. :

The main alternative to voluntary restraint is manda-

_ tory controls — laws restraining wage and price hikes.

Let’s say that-the government decided that wages and

prices could rise this year only as much as productivity —
about one percent — and passed a law to that effect. If
everyone cdmplied, inflation would plummet overnight.
The catch here is that there are over ten million different
businesses in the United States and any program designed
to control the ‘prices and wages of all these businesses
would face unimaginably complex administrative prob-

lems. Imagine’a government agency trying to decide how

-

32

much a certain restaurant could raise its price for a club
sandwich, for example, and then imagine what would be
necessary to enforce such decisions. ,

Because of such nightmarish difficulties, most pro-
ponents of mandatory controls suggest that controls be
limited to the largest,~p#ost powerful companies and
unions. Most‘businesééipnfg individuals, they explain, are
already controlled by the discipline of competitive mar-
kets. A government control ‘authority, therefore, need
concern itself only with regulating the prices of .the
companies and unions that are unrestrained by competition
and so set their own prices.

Critics complain that even limited controls would
wreak havoc with the economy. Prices, they argue,
regulate a free market economy. Constantly changing
prices (and profit levels) serve as signals to producers of
different goods that more or less of something is desired by
consumers and can be profitably produced and sold. Butif
the government holds the prices of television sets too low,
for instance, more people will want to buy them, but less
companies will find it profitable to produce them. There
will be too many buyers; long lines may appear outside of
stores; some buyers will be disappointed; and some type of
rationing scheme may be necessary.

~ Proponents of controls contend that a price setting
authority could avoid shortages by being flexible and
adjusting prices whenever necessary. Or it could limit
controls to the small number of items that account for most

consumer spendmg——— food, energy, cars, clothes, en&
- <

.
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They acknowledge that even such a system might have -

- difficulties — with everyone clanioring for **adjustments”
and special excepuons some groupswould 'object to any
decision by the controlauthority as unfair. And evén some
of the most vigorous proponents of. controls acknowledge
“that decndmg where prices should be -set and enforcing
those decisions would requu:e a large, costly bureaucracy
to gather and process information. Nonetheless in other
‘counmes -controls have been used successfully. InAus-
tria, controls are limited to about 200 standard articles and
administered by a commission -of government, business
» and union representatives: that aﬁproach has succeeded in
slowing inflation without destroying the price mechanism

or suffocatlnz the économy with bureaucracy.

<

Among proponents of mandatory controls-there is .

considerable debate about whéther controls should be used
as a S‘hort-texjm emergency measure Or on a permanent
basis. Some argue that temporary controls will provide.
- only temporary relief: once they are lifted, inflation will
surge. This is what happened when President Nixon
removed his wage-price controls in*1972. On the other
hand, permanent mandatoyy controls, like voluntary
guidelines, require nearly

controls were required during World War Il and, as a resit,
controls were quite effective. But.the same degree of
cooperation is difficult to engineer in the absence of a
national crisis. . . -

+ Finally, many people object to permanent controls
because the controls might require a cumbersome and
‘costly governmient bureaucracy. The offices responsible
for wage-price controls in ithe Nixon administration

employed 4,000 people. An effective administration of

permanent controls might requiré- a budget of many

millions of dollars. Are we willing to pay this price to stop .

inflation? Are we willing to enlarge the scope of govern-
ment, to give it the authority to control wages and prices,
when we feel determined to cut government back in other
areas? _ .
The stumbling block to finding a workable solution to
the inflation problem is that everyone wants to maKe sure
. that their income rises to *‘keep up”’ with inflation. But
unfortunately, unless the economy grows and produces
more, everyone's income cannot rise simultaneously
without aggravating inflation — which, in the end, leaves
us all worse off. Solving the inflation problem by limiting
people’s claims to higherincomes is difficult to administer
because no one is willing to sacrifice his or her income
unless everyone else does so. g
. But what s the faigest way to limit incomes and what
would be most effective? Which approach involves the

4 .
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niversal compliance. We’
witnessed this level of public\support when wage-price
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Jeast govemment mtervenuon" Only when Amencans
- cdmé to a general agreement about the -dnswers to these
questions will limiting claims be a viable: strategy to end
the wage-price spiral.’ ~ . -

. Like the other strategles we have examined so far,

limiting-claims will impose co,sts on mdwnduals and on the- ¢

" economnty as a whole.  We need. tQ weigh tﬁese costs* il

comparison to the costs of the altema'tlves We have-one. -
. mypre:alternative to'explore — the'*growth soluuo_n.

P
S

Inflation has trapped -
Arnerican businesses
and workers into a
tragic game of economic
chicken: wage demands -
escalate with inflation
‘until the most dire
circumstances
approach.
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~ Persistent inﬂation‘,ovér the past decade has led many’
- Americans to long for the *good old days” when there
: ) . -~ " wasn’t any. If would be a mistake to idealize earlier times
- oY ' . o . when life was simpler, slower, more family-oriented, and
: e . perhaps less perplexing. Depressions, insecufity, and a
: ' lower stapdard of living were also part of that earlier time.
- X ‘But whether we feel that the old days in the U.S: were on
‘the whole good or bad, one thing does seem certain —, -
there was no suth thing as chronic inflation. L.
. In the past the econog} ygfgﬁxjggrous'ly. There were
: ups and downs of course; utovierjxe long run, Americans
enjoyed a rising standard of liying and unprecedented: -
- . : ‘prosperity. Recessions and depressions, which'desperately
hurt some people when they occurred, - hrought falling

s THE GROWT“ : . prices and falling interest rates that stimulated consumer

N SOI-“Tluu : ' spending and business investment, and eventually led the

;.

way to a recovery. ‘ :

The good old days were indisputably good in another
sense: They left an enormous legacy of accumulated
wealth from which we have all benefited. Nearly every-

" thing we see around us — roads, dams, bridges, railroads,,
- . skyscrapers, modern factories, universities — was built

’ with the wealth of our forebears. The United States became
a rich country because its economic and political system

proved very efficient. The genius of capitalism as it

flourished in the United States was that individuals. by

A Q To maintain-eur striving to better themselves, created enprmous wealth and
L standard of living contributed to the welfare of future g nerations through
' today, we have - their efforts. For years it seemed to wo k-well. There was™
mortgaged our future. steady economic growthand sufficient ir\westmenl toallow
We have accumulated a  the country (0 progress down a path to prosperity.

debt that future _ TheGreat Depression destroyed much of our carefree

generations will have to  attitude about economic matters. Ever since, worrying® '

f pay off, and we have about the economy and trying to Kkeep if on a prosperous <
T consumed funds that, - path has become a serious matter, and a basic concern of
we would havebeen . our government. Americans now shdre a distressing

: 4 wiser to inyest for _ feeling that something has gone wrong.|Inflation, unem-
T ‘ future prosperity. 99 ployment, lagging productivity, and highj interest rates all
. o ‘ contribute to our current economic WOoes|
. ‘ ' - _ Savings, the essential ingredient of\a growing econ-
' " omy, have declined because of inflation. When prices rise
and you expect on¢ hundred dollars to buy less next year,
. ’ than it did this year, you think twice about putting your
" : money in the bank. Unless interest rates on savings are
. substantially higher than the expected rﬁejof .inflation,
' ‘ : : : most people feel thatitis smarter to buy now rather than put
' their money aside and watch its value decline in “‘real”
terms. The basic fact about inflation — that it discourages
savings —is crippling to the économy. Whg:en lessmoney is

sAved, lessis available for businessesto invest (andinterest
 rates on loans rise, making the money that is available less
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investors).

) attractive, to
This translates lnto fewer

factories, fewer new ra-
chines, less business ex-
pinsion, and ultimately I€ss,
growth; only when some
part of what an economy
produces is set aside to be
invested «— not consumed
— can ‘incrgased prdduc-
tion in the future be assured.
Inflation also under-
mines the economy by en-
couragingconsumption and
¥ :

debt. In the past, if your
parents or -grandparents

productivity.

spuraling endlessly upward,
Revualizin
king vf some f;

whcre 181t written that prospenty is our malienable right? The
fact 18, 1t’s 3 reward eartied in large part by ever.increasing

Omunously, the growth ratedf Amencan productivity fas been -
dropping steadilv and now ranks ninth ‘among industnalized nations.
Yet wages continue to climb and prices with xhem sending Inftation

] pmducuvuv wlII require m[!!“d self<controland a
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L We'll report the resuits to-our nation’s |
agders tn Washington and to you ina '

given a Federal tax futuread. And it you'd hke more

« -wanted to buy a car, they
probably saved. Then,
,when they had enough, they
went to the dealer and paid
incash. Things are different - w ,

price increases?

cut, would you accept application of a major portion of that cut to taxes on
business in urder to make funds avalable for productivity-increasing efforts?
Or. as a worker. would you Be willing to limit your demands for wage
ncreases? And, s a corporate executive. would you be willing to limit your

We're asking you to join us in this citizens’ crusade against mthnnn
because we believe it 1s the most pressitg national ssue of our time. The

anformation. we Il send you a frr\- copv '
of our booklet Infation. Let's ]
Self-Control It : — - —
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now. What do. you do when B
car prices creep up constantly each year? You buy now,
rather than next year, when the price will be still higher.
Most Americans do the same. It is no coincidence that
buying on credit has grown more popular at the same time
that inflation has grown worse. The advantages of using
) Credltdurlnglnﬁatlonary times are two-fold: firs, itallows
you to buy now and avoid future price increases; second, it
allows you to ‘pay off your debt with dollars that are
actually worth less. ’
What has happened, though, is that to maintain our
_ standard of living today, we have mortgaged our future.
We have accumulated a debt that future generations will

same time end inflafion? \ .
' (

REVITALIZING THE ECONOMY

Proposals to end inflation by revitalizing the economy have
originated from both conservatives and liberals: Such

- policies are based on the belief that spurring growth_will

have to pay off, and we have consumed funds that we' .

would have been wiser to invest for future prosperity.
Instead of saving and investing to grow rich, and in the
process guaranteeing society s economic proSperit}}, indi-
viduals — because of inflation — have come to behave in

_ways that only worsen our economic predicament and
make long-term stagnation more likely.

Inflation leads "to stagnation, unemployment and
falling productivitfa Economic problems do not separate
easily to be scrutinized and solved one at a time. The
solution to any one of them must be seen in the context of
the others. Will controlling inflation.with recession bring
down inflation, only to result in unerployment that will
create more inflation in other ways? Will using wage-price
controls stop price increases, but in the process condemn
the economy to prolonged stagnation? Or can we revitalize

the economy, spur productivity and growth, and at thg -

} ET——— >

produce a greater supply of goods and services relative o

‘demand and therefore bring prices down.

—  One .set of policies designed to invigorate ‘the
economy has come to be known as ‘‘supply-side eco-
nomics.”” The core of this approach is a program of tax cujs

for individuals and businesses that are intended to raise fhie”

rate of saving and investment, which wjll, in turn, raise
productivity and growth. . '
Critics of the supply-side approach often-contend that

relying on tax cuts to spursaving, investment and growth is

inherently unfair because it must favor the rich in order to
be effective. Even many supporters of the supply-side
approach concede that this is true, at least in the short tur.

Courtesy American Council of Life Insurance, © 1980.

If you allow businesses and the rich to keep more of their_
income, they tend to save more of it. In the long run, supply-

siders believe, tax cuts targeted to those that save will

benefit everyone — rich and poor—— because it will spur
growth. N -

More vehement critics of the supply- -side approach
insist that even tax cuts favoring groups who are likely to
save will dolittle to stop inflation. There is no empirical
evidence, they argue, that shows that tax reductions alone
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' pAYING THE COST OF GREATER SAVINE

: most Americans.

Greater saving and investment to ensure the
future health of the economy, which nearly
_everyone wants, requires a reduction ef -
consumption today,— which no one wants. Any
strategy to increase saving and investment is. .
likely to encounter serious political opposition.

. Let’s say the govérnment decided to encourage
- saving and make more money available for

investment by reforming the tax laws related to
honie mortgages. How would you react?

In recent years,
the mostryvide“lyfused tax shelter. The tax laws
encourage people to'buy a
the interest from their taxable income, and —
after they have used the house —sellitata
capital gain, taxed at a lower rate than earried

income (or not at allif the capital is reinvested in '

.another house within a given period, or the .
person i§ 55 or older; and eligible for a-one-time
exclusion of $125,000). This setup, many
economists argue, does nothing for the poor, who

" have'no taxable income from which to deduct -

interest payments, and it provides little relief to

What it mostly does is to shower
benefits on those whose income is in the bracket of
$50,000 or more a year. .

Mdre importantly, tax laws like these
encourage debt and discourage saving. If interest
payments were not tax deductible, Americans'
would have less mortgage debt. This would make
it easier for businesses.to borrow for investment
purposes. It would also encourage Americans to
save in order to buy a house. '

-In Japan, where it is qnuch more difficult to
borrow money to buy a house, most people must
save for ten or more years before they make their
first purchase. Partly for this reason, the savings
rate in Japan is higher than ours; and where
saying is greater, more money is available for .
investment in industry. v,

Are we willing to change our tax laws to
encourage saving if it mearns postponing the
dream of home ownership for milliors of
Americans? If increasing saving and investment-
requires sacrifices, where should wemake them?

will result in more investment. Business is concerned with
making a profit. When profitable investments are scarce,
business will be reluctant to invest — regardless of how

3

,'r,!l

muchtaxes are cut. .
© Alternative revitalization strategies, sponsored by

- economists and politicians who oppos€ the supply-siders’

4

home ownership has become

house on credit, deduct

. Germany. Our society is
“and our economy has always

investment to industriés with promisi

are rooted in the belief that a concerted government effort
is needed to increase investment, raise productivity and
“reindustrialize”” certain sectors of the-economy. Inade-
quate investment has made our economy less competitive,
less productive and more inflationary, ;hey"argue. “To
remedy the situation the government nust act to channel .
growth potential, .
because the piivate sector has shown itself unwilling or
unable to do se. .

" Those in favor of industrial
States usually point out that Japa and most European
gountries have benefitted from su policies for years —
one reason for the- incredsingly h¢ated competition of the
international economy. "

Opponents of a coordinated, government industrial
policy object, in the first place, t any expansion of the
government's role in the economy. They also fear that a
goverment agency involved in'i estment decisions and
subsidies to targeted industries/will be open to political

pressure and abuse. \r/ ,
industrial policy ‘question the

But those favoring
confidence plaéed in the free market approach. A returnto
the *‘good old days™ — if that could somehow -be
accomplished — is not good enough. Reducing inflation
and surviving economically in today’s world, they claim, .
require bold and pragmatic steps to reform this country’s
industrial policies?. .

Other countries like Japan have forged fruitful
alliances between government and business to foster
investment arid growth. But the- United Stafé‘s .cannot
stmply copy what has worked for-Japan and West
different, our history is different,
been much more oriented to
the free market. Americans tend to believe that individual -
freedom is, in the long run, the best guarantee of prosperity
and happiness. Some people are concerned that too much
government intervention will jeopardize this freedom —
and this-is one of the principal issues in the debate.

The question that these opponents arc debating is how
we should goabout invi gorating the economy to bringback
the **good old days™ of sustained growthand stable prices.
Some _favor. supply-side tax cuts; some favor greater
government efforts. But nearly all those who believe that
we must revitalize the economy to end inflation accept one

{licy for the United

hard fact: It won’t be easy-The American people will have * kN

to cut back on what we — as individuals, as groups, and
through our government — consume. We must save more

and consume less.
- \\I‘




. somewhere. If the government cuts taxes to’encourage
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THE UNITED STATES o
PERSONAL SAVINGS RATE HAS FALLEN
DRAMATICALLY IN RECENT YEARS...
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Since the mid-1970s, when
many Americans first began toregard ~
inflation as gghronic condition, and changed
their consumption and investment patterns

accordingly, the savings rate has fallen well below the
postwar average. It is now substantially lower than that

of other industrial nations.

AN N - .
PERCENT |, » PERSONAL-

*258: SAVINGS RATES
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Sources: United States Department of Commerge, Survey of Current Business, International Trade Administration.
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But what is the best way to encourage-greater savings
and investment in order to revitalize the economy? This is
the heart of the matter. Who is willing to consume less?
Who is willing to sacrifice some of their income? And
where do we start? The money has to come from

investment, or provides funds for high-technology re-
search, it will have that much less money ‘to, spend
elsewhere in the economy — perhaps on public transporta-
tion, on welfare payments, on grain'subsidigs, on foreign
aid. or on other items that affect you. Revitalizing the
economy, no matter how we choose to do it, means

tightening our belts. It might mean putting $500 in the bank -

where it will be available to investors rather than buying a
new television set. It might mean taking more taxes out

Q
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"of your paycheck so that govemn_i“ent‘car_l charinel fund$

to help modernize factories. It might mean that the gov-
ernment spends more money on training scientists and

‘engineers and less on improving the quality of the air and.

water. It might mean ending some restrictions and regula-
tion in order to restore a free market economy.

The real difficulty is not cohvincing people of the
benefits of greater saving and investment; it is deciding
whose current consumption will be sacrificed so that we -
can invest forthe future. What i$ the least painful and the
fairest way? Should we tax more and direct the government
to invest? Or shoufd we tax less and let the market
encourage businesses to invest? These.aré the key ques:
tions if we seek to stithulate growth as a way to reduce the
inflationary burdgn. ' : "
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The basic problem is
painfully simple: we
have tried to satisfy
more demands than the
economy can meet. The
growth of income has
outstripped real .

R

L) .-

' Whlte House speechwriter James Fallows tells a revealing

'economlc growth. 9? :

story about a meeting of senior economic advisors -that

President Carterconvened in 1978. When he ran foroffice,

Mr. Carter— like mostcandndates—promlsed to "*get the
economy moving again”’ and nourished the expectation
that government can control events. Atthe beginning of his
term he had been more concerned about unemptoyment
than inflation. But as time.went on, and his administration
responded to domestic pressures and the: necessity of
pleasing enough important groups to maintain his popular-
ity and his political support, President Carter made various
decisions — such as supporting a Farm Bill (which
increased price and income supports) and a new Minimum
Wage Bill — that added to inflationary pressures. Two
years into his administration, it was clear that inflation was
rising to dangerously high levels and that it threatened to, -
undermine his other objectives. The meeting with his
economic advisors was billed as a *‘decision meeting™” on
inflation. So his advisors discussed the merits — and
liabilities — of one anti-inflation initiative after another.

'Finally, according to Fallows the PreSIdent grew’ visibly

impatient. .

This isn”t a decision meeting atall, he said ... Instead
of presenting him with options, the advisors were
suggesting that there was no good option to choose.
Robert Strauss volunteered that perhaps he was to
blame for the irritation the President was expressing.
since he had thought it important for the President to
hear first hand the advisors’ frustrations, to take part
in their conversations and understand the pessxmlsm
and confusion so many of them felt.

Carter said curtly that the advisors should agree
on a decision memo, indicate the choices he must
make, and send it in to him. Then he left the room.

* Perhaps President Carter, like much of the nation, underes-

‘\‘“ﬂmated the depth of the inflation problem and the extent to

wfﬂc\h it undermines other objectives. The chronic
inflation of the past fifteen years is a symptom of a basic
shiftin theWay the economy, works. When the free market
ruled our hves there was a cruel but efficient-discipline.
Whenever one person got more of the country s resources.’
someone €else got less. As people tend more and more to
turn to thé government to escape the insecurity and harsh
judgment of the marketplace, demands have mushroomed
and the discipline of the marketplace has disappeared.
Everyone clamors for more. No one wants to be the one
whose Wwages or prices are cut back.

But our resources are still limited and real economic
growth has slewed down.at the same time thatdemands on

_the economy have escalated. The basic problem is .
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painfully simple: we have tried to satisty more demands
than the economy can meet. The gtowth of income has

outstripped real economic growth. That, most simply, is.

why we have inflation.

For all the differences arnong economlsls as to the |

chief inflationary .villains or the most promising anti-

~ inflation strategies. there is little disagreement about thz

basic point. As a nation, we have been living beyond o

means, -and in doing so mortgaging the future. The

short-term orientation that inflation encourages under-.

mines the long-term goal of sustained economic ﬂrdw/fh
Both the current costs and potential hazards of
chronic inflation have become quite clear:

* lItcreates asense of social and economic insgcurity
by reducing the value of persona! assets.

* It threatens economic activity by drivi
interest rates, thys increasing the cost
+ business.

* Itimposes an unacceplably h12h rate of unempIO) -
' ment.

% Ithasdisturbingindirect effects — such as eroding
a sense of justice, feeding a sense pf resentment,
and erodihg confidence in the futufe.

* It contnbutes to the sentiment th tgovemment is
mcompelenaand as aresult leads to the instability
of governments. *

“So why has this nation walked awgly from the inflatiort
problem? Because each of the propabed cures imposes a
high cost on some group, and weguld for that' reason

. generate impassioned resistance. Consider, for example,
.the personal costs. and the political resistance to four
proposals we have reviewed — thie imposition of wage-
price controls, the recession stpategy. adoption of the
“growth solution,” and a reducfion of the government's
role in the economy.

- . f
. L b
FOUR OPTIONS

Inflation might be brought under control, as we saw, by

imposing mandatory wage fand price controls, which

would keep wage demands from exceeding productivity

increases, and price hikes within reasonable limits. Aside

. from the problem of effectively administering such a

program, many people are 3damantly opposed to any such

suggestion. A program of mandatory controls means that

- wages and priggs are set by the government, not the
market.

. Another way to control inflation is periodically to

ERIC o

Aruitoxt provided by Eic:

39

lerate @ severe recession.” But because this means
olerating high unemployment as well, the recession
strategy is regarded by many people as a cure that isfworse
than the djsease.

Few people. object to dealing with inflation by
promoting more rapid growth. Like dpple pie and mother-
hood, it's universally approved. The problem is trying to
figure out how to curb current consumption and expendi-

ture in order to accumulate the capital required to revitalize

the economy. Will tax cuts for the more affluent lead to
results? Or should the government more artfully guide

oln"liundredMmmnuo\ws

b;‘.

Faced with the dangers of wartime, the nation is
willing to accept sacrifices. This poster was part
of a very successful 1917 Red Cross campaign
which raised well over 100 million dollars. The
question is whether people can be convinced that
sacrifice is necessary to overcome a domestic _
problem such as inflation.

Courtesy United Way Archive.



WHAT YOU CANDO TO FIGHT INFLATION

Many people believe that only government, or big
business can stop inflation. Certainly they can do

a lot. But so can you, provided you understand

" the problem and are willing to make certain

sacrifices.

1) Don’t ask for new government programs that
require deficit financing.

It is easy to blame the government for operating
in the red. Who encourages the government to
spend more than it can afford? If you're serious
about balancing the budget, ask yourself this
question: Would you be willing to accept a tax
increase of approximately 6 percent in order to
pay in full for the current programs and services
of the Federal government? Or would you be
willing to-accept a corresponding cutback in
goyvernment services to reduce government
spending? s

2) Don’t live on credit.

Keep your spending within your income, just as
you'd like the Federal-government to do. If we
spend our money before we get it — and we do
that every time we buy something “on time” or
with a credit card — we are feeding inflation. To
bring down inflation, would you be willing to cut
back your use of c?redit to finance the purchase of

/

inflation. Money not spent, but put into
savings provides funds for investment in

plants and equipment that can increase
productivity. Are.you willing to save more? In
the event of a Federal tax cut, are you willing
to see a major portion of the cut made in
business taxes, rather than personal income
taxes, if this action will increase investment and
productivity? : '

 4) Join the fight against waste — waste of private -

resources, waste in social pragrams, waste in our
defense program, waste wherever itoccurs.
Conserve energy.;Buy only things that are

essential. Let thé non-essentials wait. Make better

use of the things you have. Don’t be part of the
throwaway economy.

/ ;
5) Make your voice heard. o
Share your views on inflation with people you
know and in erganizations to which you belong.

 Let your elected officials know how you feel.

Write them. Vote,

t

Adapted with permission from “The Consumer’s Inflation
Handbook,” The American Council of Life Insurance, 1980.

v

goods? In other words,
are you willing to save
ahead to buy things,
rather than borrow to
have them now?

.

3) Commit yourselt to o

. N““’Dd,‘? i Rt
heing personally more =22
- . T
productive; increase ‘ 7
.
your savings; support
efforts that encourage
industry to invest in
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.- m five major areas of concerm: productivity. deficit spending, monetary
III n g . policy. Rovernment regulation. and energy conservation.

Unless we restore
vitality to our country’s

of our socety

productivity, we can’t | xemm
hope to make much

MAKE YOUR \
FIGHT AGAINST INFLATION.
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backed by an immediate and personal commitment. The Amercan Cauncd

and urgently requires action on the part ot every ndividual and everv
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reasons. First, inflation s not Just an economic problem. It's also the result of
our indvdual and collective expectations. Rethinking those expectations and
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Second. we believe mntiation 1 the most pressing national ssve of our time

resuits 1o our nation's leaders n \Washington and also report the results
to vou in a tuture 3d.
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Inflation. Let’ Self-Control It.
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_ Courtesy American Council of Life Insurance, © 1980.
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inwesm{’ents into more promising industries?

Another proposal, to scale down the ways in which
the government interferes with the free operation of the
marketplace — would also encounter some formidable
obstacles. Clearly, as indicated by a deficit in excess of
$100 billion, the federal government has been living
beyond its means, paying more for the goods and services
itdelivers to voters than it raises through taxes. And those
deficits are widely, if not universally regarded as a cause of
high interest rates and therefore an impediment to eco-
nomic recovery. Despite that, however, itis not at all clear
that Congress will move decisively to reduce the deficit. In
response to the appeals of a multitude of special interest
groups that want the government to attend to their needs (or

- at least not to cut back on their programs), deficit budgets

are proposed which impose an indirect tax in the form of

.inflation. :

E

-~ Who are those “*special interests™? We Nre —'every
time we vote for a bond issue to provide some public
service or facility, every time we support increased
healthcare benefits, or cost-of-living adjustments for the
recipients of Social Security checks, or increased military
spending — or support a candidate who proposes to reduce
taxes without reducing spending.

Every time the government looks after our welfare
and safety by setting standards (for clean air, for example,
or safer products) or requires special equipment (such as
the safety features in cars) we end up paying for them. Itis
estimated, for example, that an average car costs $600
more because of such'government safety and environmen-
tal regulations, and that a typical home costs about $2,000
more because of constructipn,.energy, and other regula-
tions. Each of those regulations increases the price of the
goods we buy. What tradeoffs are we willing to make
between the benefits we may derive from such regulations,
and the costs we pay in the form of higher prices?

We could choose to eliminate many of the ways in
which the government plays so active a role in protecting
groups against the harsh realities of falling wages and
profits — and in doing so encourages inflation’ That would
.mean, for example, cutting back on unemployment
benefits, doing away with farm price supports, refusing
pleas for trade restrictions, and turning a deaf ear to the
appeals of distressed industries, no matter how many
people they employ. If such measures wefte taken, prices
would undoubtedly begin to fall as well as to rise, and we
would be well on our way to a solution to inflation. But that
would be accomplished at the cost.of enormous insecurity.
as millions of people would once again be vulnerable to the
ups and downs of economic cycles.

Considering the cost — both political and economic

Q
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~— tHat would be imposed by each of these anti-inflation
strategies, it is understandable why national leaders have
been so reluctant to endorse them. There are no magic
solutions to the inflation problem, no easy and politically
popular choices.

" NO MAGIC SOLUTIONS, BUT SOLUTIONS

Sacrifice is necessary. But under what circumstances —
ether than wartime — can national leaders effectively
appeal for sacrifice, so that society can_achieve an
agreed-upon objective, like ending inflation?

We all want something to be done about our problem,
except for when the solutions affect us. We"want to
consetrve energy, but not to change our wasteful
habits. We favor sacrifice, so long as someone else
goes first. We want to abolish'loopholes until it is our
logphole. We denounce. special interests, except for
“ourown. ' : '

In these final words of an address on inflation,
President Carter made a plea for sacrifice, for a commit-
ment to the common good rather than to special interest.

Unsure of just exactly what they were being asked to
sacrifice, and unsure whether those sacrifices were in fact
necessary, most people responded by protecting them-

~selves against inflation’s corrosive impact.

-Inflation is a difficult and complex problem but it is
not insoluble. If we do not have any painless choices, we
still have choices. Austria has chosen mandatory wage-
price controls to fight inflation. It has shown that simple,
well-designed guidelines for a limited number of *"key
goods™ can be effective in holding down prices if the
guidelines have broad public support. Japan has chosen a
different strategy, but in that country too, widespread
cooperation has paved the way to success. By combining
€lements of the growth solution — high savings and
investment rates — with voluntary restraint to hold wage
increases to prbductiv\ity gains, it has held inflation to
modest levels in recent yedrs. Other countries have chosen
different strategies. Everywhere, however, the lesson is
the same: Where anti-inflation programs are enthusiasti-
cally supported by the public, they have proven effective.

In the United States, each of the strategies we have
examined — or some combination of them — could lead to
success in overcoming inflation. What remains to be

-accomplished is for citizens and groups to confront the

problem realistically, to recognize their responsibility in

~what must be a concerted effort, to begin to form the

consensus required to get the nation out of its inflationary”
mess.

\
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" FOR FURTHER READING

Thousands of books and articles on mflatlon have been

written in récent years, but most are difficult for the

general reader. John Case’s Understanding Inflation is a
lucid and well-balanced introduction to the subject,
written for non-specialists (New York: Wm. Morrow,

- 1981). Another short and clearly written introduction is

Sidney L. Jones’ Inflation: Causes and Prospects (New

. York: The Aspen Institute, 1981).

For a perspective on the problem of tammg an
inflationary economy, see the, 1981 Economic Report of
the President (Washington, D.C.: Government Printing
Office), which was prepared by President Carter’s Council
of Economic Advisors. Robert Heilbroner and Lester
Thurow present a pagticularly thoughtful discussion of the

political difficulties of solving the inflation problem in a

chapter on that topic in Five Economic Challenges
(Englewood Cliffs, N.J.: Prentice-Hall, 1981).
For djffering perspectives on what our choices are in

: flghtmg inflation, see for example, Barry Bosworth's

" Policy Choices for Controlling Inflation,” in Controlling
Inflation: Studies in ‘WagelPrice Policy (Washington,
D.C.: Center for Democratic Policy, 1981); and Milton
and Rose' Friedman's Free to Choose (New York: Avon
Books; 1979). For a more comprehensive discussion of

-anti-inflation strategies that have been attempted .in

various nations, such as Japan, Brazil, En-glangi and West
Germany, see Worldwide Inflation: Theory'and Recent
Experience (Washington, D.C.: The Brookings Institu-
tion, 1977), edited by Lawrence B. Krause and Walter S.
Salant.

Irving S. Friedman provides a particularly msnghtful
discussion of the noneconomic aspects of inflation in
Inflation:. A Worldwide Disaster (Bos®n: Houghton-
Mifflin, 1974). For a vivid account of hypermﬂanonary

- episodes — in Weimar Germany and elsewhere — see Max
Shapiro’s The Penniless lelzonazres (New York: Times

Books, l980)
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Please answer thie questions-on both sides of thislpage 0

AFTER you have dttended the discussion or read the booklet.

Some of these are the same as those you answered before, some are sllghtlv differéntor qulte new. Please answer them all

"~ without reference to your earlier answers.

A}

Then hand in the papers to the moderator ofthe discussion or maxl it m the attached prepand envelope to the Domestic
Policy Association. .

Different people have different ideas about who's to blame for

‘inflation. Using a scale of 1 to 10, where 1 means not much of the -
blame, and 10 means a lot of the blame, rate how much blame |

. you'd place on each bf the followmg Record y0ur answer on the

line across from each item. . . -

1. The President .
: ) 1 2 3 3 56 7 8 9 10

2. Unions
- 12345678910

3. Congress . ) o [ l [LIIIJ_}

12345678910

Lolalaly

12345678910

VRREBEEY

345678910

ol bbb

1 23 456 78 910

AR REENEY

- 1234567829110

EREEENEEEEN

T23458@78910

4. Smalt busineas

5. Individuai consumers

6. OPEC

7. Large Corporations h

8. The Federal Reserve

ERRERNENEE

9. Liberals
1 23 4 56 7 8 4910

10. Conservatives
1 23 4526 7 89 10

-

~

11. Foreign countries such as
Japan and West Germany

Lol ladilad

1 23 45678 910

12. Homeowners with large
mortgages [

FERENEEN

1t 23 45678 910

Lol bbby

1t 2345678 910

/

13. Salaried emplovees

]

[”I[I}Illl’!J-‘

Lo lid] iy

%

Here is a list of things that some people think the government
should do, but each of them would have an impact on the
economy. Rate each proposalonascaleof 1 to 10, where | means
the government should *not do it ar all and 10 means the
government should certainlydo ir. Record your answer on the ling
across from each proposal. .

s

INERE NN NENE

123 456 7.89 1

Lol e ba bl

1 2 3 456 7 8 %

14. Lower interest rates

15._ Reduce Federal taxes

- 16. Enact measures such as a pub-

lic service-jobs program to-re-
duce unempioytent

17. Strerrgthen pollution and prod-

uct safety regulations HENENEEREE

1 23 45678910
18. Make all employers previde au-
tomatic cost-of-living increases

to their employees each year | ! I { | l L L

) -V 23 45678810

19. Make it possible for more
o Americans to own their own
homes

B

- 20. Provide government assistance

for troubled American indus-
" tries such-as automobiles and -

steel
. 1234506782810
21. Maintain cost-of-living in- o
- creases in Social Security pay- ,
ments HEEEEENEEE
T 23456780910
'}d,
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a” Thisisalist ofanti-inflation policies that have either been tried or v Now we would like to ask spme questions about how you feel

. "% talked about. For-each one. check if you favor or not. - now. .
v o ) . : Fui:'or Oppose S:\fx?-[e © 34, Onascaleof 1 to 6. where ! means that - - .
. ) : - . -ppos Do the issue affects you personally very ljttle
22. Raise federal taxes to reduce " and 6 means that you really fee| deeply
the federal budget O [ [ Anvolved, where would you place yourself :
- ) <o - on the issue of inflatjon? s ‘ !
23. Cut government spending on - : _— T de3 4 508

social programs - o - 35, On some issues people feel that they

O O
. u ' D . really have all the information that they
’ need in order to form a strong opinion on ,
that issue, while .on other issues they’
D would like to get additional information
<. . before solidifying: their opinion. On a
D" - ‘scaleof 110 6, where 1 meansthat you feel
you definitely need more information on
- o . o ... " theissueand 6 means that you do not feel
27. Encourage investment by giv- ‘ youneed tohavcmoreinfognati(‘)n onthe

24. Keep interest rates high .

'

25. Accept higher rates of unem-

C}

O
ployment R D
B

26. Regulate \vagés and ;m'ces

-

ing tax reductions to those with -} - . issue, where would you place yourself? f
the means to invest D D D , i . 123 345 8
: , . CL - 7, .7 - 36. People have told us that on some issues
28. Increase government assist- . : they come to a conclusion and they stick

ance for “growth” industries with that position, no matter what. On

such as computers and tele- ., , - - other issues, however, they may take a
; communications while at the , L position, but they know that they could
- same time refusing to bail out . o ' ' * change their ‘mind very easily on this
"o growth” industries such as . - issue. Using a scale of 1 to 6, where 1
steel and automobiles Y .0 D [ means that you could change your mind , .
‘ . - ’ “easily and 6 means that you are likely to
i‘y th11c [t?ooklctdpr'escr:ltsfatlhnl{mhber of[st}'atefes :‘or deali(;li‘wiéh . stick with jrourposition no matter what,
_ intfation, and each of them has certain advantages an isall- ,
) vantages. After readiﬁg and talking about these ideas, which. if 7" . " ::::waiﬁ;ﬁiﬁﬁﬁ place yqurself on the
any, do you find totally unacceptable?- . o o . ' .. . Tz3ass
.. ST © . Totally . - S
e _ - Unacceptable. . . . .
29. Learn to live with inflation like they do in ' ' . . S
" Argentina ) T :

30. Make the government balance the budget

31. Acceptarecession from time to time to wring

[
[
inﬂarionou.zo_nheeepngmy .. D ‘ o B T
_ , .
[

32. Institute wage and price controls like they
have in Austria

33. Usetax and investment‘apoliciq‘ to stimulate
" investment and growth

O ’ . ) . “

Aruitoxt provided by Eic: (i



“I know of no safe
: c}epository of th‘e‘ - :
EE ’ ,ultima,te powers o .
S ~ of saciety but the - |
S pebple themselves; - | :
and if we think - ..
them not enlightened o v
enough to exercise

their control with a ' .

- : .~ wholesome discretion,
- the remedy is not
to take it away -
from them, but to
'inform their discretion

| by education.”
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