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Labor Productivity as a Guide to Wage Adjustments
The problem of rising prices as a result of inflation

has been widely recognized in the United States through-
out the postwar period. Now, however, the Nation's
adverse balance of payments k receiving increased atten-
tion with in Government circles both because of its threat
'to 'the stability of the dollar and because of tihe need to
strengthen the competitive position of American goods
both at home and abroad. Nevertheless, the present Ad-
ministration looks favorably upon wage increases based
on what are considered to be gains in labor produc-
tivity. That such wage increases may 'be neither econom-
ically sound nor in the interests of labor, management,
or the publ.ic is apparent from a careful examination
oi what they involve.

Overall industrial productivity, which measures in-
dustrial output per unit of labor input, and therefore
does not reflect changes in price and wage levels, is a
useful broad economic measurement that the Institute
reports on annually. (See article Industrial Produc-
tivity in this bulletin.) However, such a measurement
is subject to misuse and is of dubious value when it is
applied to specific segments of industry. Perhaps its
principal limitation is its failure to allocate an increase
in productivity among the several factors of production
contributing to the increase. Allocation of gains in pro-
ductivity ascribable jointly to labor, management, and
capital involves highly complex considerations. Not only
does meeting this problem of allocation involve analysis
of intricate relationships but also it requires labor-man-
agement negotiations based on considerations similar to
those affecting simple wage negotiations. The attempt
to use industrial 'productivity as a measure of allowable
wage increases does not eliminate the need for labor-
management agreement to be reached at the conference
table.

Because increases in productivity are 'highly unequal
among different industries, use of average rates of gain
for all industry or large parts thereof unduly reward
some workers and unfairly penalize others. On the
other hand, an industry-by-industry productivity criter-
ion for wage adjustments would tend to cause wage differ-
entials for the same or equal skills employed in different
industries. Such result would violate the general prin-
ciple that efficient functioning of the labor market re-
quires that wage rates tend to be equal for a given type
of labor regardless of the industry employing it.

These considerations merely suggest the complexity
of the problems created by a policy of basing wage in-
creases on gains in industrial productivity. Even with
these problems met, the question whether the benefits of
increased productivity should be distributed in the form
of lower prices for the products of industry instead of

higher wages or increased profits remains unanswered.
In a freely competitive situation much of the gain in
productivity would tend to be passed on in lower prices
to consumers, whereby the purchasing power of eadh
dollar of wages would be increased.

In the whole area of labor relations the American
public has become so accustomed to industrywide labor
organizations with industrywide bargaining power that
it tend>s not to real.ize that these are legalized monopolies
that can and do exert monopoly power in ways that
would be considered intolerable if such power and the
permission to exert it were accorded to large segments of
industry. Basing wage increases on some such variable
as general industrial productivity disregards the role of
free markets in determining prices, including those paid
for human abilities and skills.

In a relatively free labor market, where employers
compete to hire needed 'workers and workers compete
for jobs, wage and salary rates would tend to move to
those levels at which they would equate the demand for
and (he supply of every kind of worker, skilled and un-
skilled. Such a market would come into existence for
organized labor if industrywide bargaining were forbid-
dien by law, just as industrywide price-fixing is now for-
bidden because it would represent the use of monopoly
power. Workers, as organized units, could then bargain
with the individual firms that employ them, lawfully
using the traditional methods of collective bargaining
but at the level of the individual firm rather than col-
lusively and monopolistically at the industry level.

Under such conditions the workers woul.d bargain for
the wages they were willing to accept from the firm, and
the firm's management -would' know how much it could
afford to pay and still sell its products at prices competi-
tive with those of other firms in the industry. In a free
competitive market economy, wages for the various skills
would approximate the value of those skills as represented
by prices of the products and services those skills produce.

Certainly there should be little use in a market-oriented
economy such as ours for the mechanistic and essential-
ly arbitrary device of overall productivity as a criterion
for wage determination. Not only would such a criterion
be characterized by complexities and a doubtful purpose,
but also it would lend itself to the collusive action of
l.abor and management in entire industries to the detri-
ment of the entire economy. Measures of industrial
productivity do not offer a sound alternative to the free-
market determination of wages through free bargaining
between employer and employee.

What the Indicators Say
Among the leading indicators, new orders for durable

goods increased again in February, and the floor area
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represented by contracts for commercial and indus-
trial building was estimated to have increased again in
February.

Among the lagging indicators, manufacturers' inven-
tories and consumer installment debt increased in Feb-
ruary, but bank rates on business loans decreased dur-
ing the first quarter.

Despite scattered minor improvements, the majority

of the leading indicators continue to forecast recession.

SUPPLY
Industrial Production

Production of steel, automobiles, electric power, and
lumber (1) in the 1- and 4-week periods ended' on the
indicated dates an the current year and (2) in the cor-
responding periods of earlier years was as follows:

Steel 1929 1932 1956 1960 1962 1963

Ingots—million tons
1 week: March 30 1.31 0.33 2.45 2.54 2.42
4 weeks: March 30 5.20 1.47 9.83 10.41 9.57

Automobiles
Vehicles—thousands*

1 week: March 30: 137 43 160 187 174
4 weeks: March 30 534 149 659 732 688

Electric Power
Kilowatt-hours—billions

1 week: March 30 1.7 1.5 11.0 13.5 15.6
4 weeks: March 30 6.8 6.1 45.4 55.9 64.0

Lumber
New York Times Index

1 week: March 23 129 40 118 120 112
4 weeks: March 23 129 39 115 118 108

* Cars and trucks in the United States and Canada.
p Preliminary,
n.a. Not available.

DEMAND
Department-Store Sales

Sales of department stores reporting to the Federal
Reserve banks compare with those of corresponding pe-
riods a year earlier as follows:

Period Percent Change
Week ended March 30 +6
Four weeks ended March 30 +5
Third week before Easter +10
Year to date + 4
Note: In order to compare weeks of corresponding relation-
ship to Easter, we compare sales of the week ended March 30
with sales of the week ended April 7 last year under the "Third
week before Easter."

2.39
9.12

202p
785p

16.4
67.2

n.a.
n.a.

PRICES
Commodity Prices

1962
Index Apr. 1

Spot-market, 22 commodities 257 245
Commodity-futures 309 308
Steel-scrap $30.83 $27.83

1963

Mar. 25 Apr. 1
246
304

.17

Note: The indexes are respectively those of the U.S. Bureau of
Laibor Statistics, Dow-Jones, and Iron Age. The spot-market and
futures indexes are converted so that their August 1939 daily
averages equal 100. The steel-scrap index is a composite price
for No. 1 heavy melting scrap.
n.a. Not available.

BUSINESS
Manufacturers' Orders, Sales, and

Inventories
Note: Data for new orders, sales, and inventories are seasonally
adjusted; data for unfilled orders are not so adjusted.

New orders received by manufacturers during Feb-
ruary were 2.1 percent more than those received during
January and 4.6 percent more than those for February
1962. New orders for durable goods, a leading indicator
of business-cycle changes, were 2.6 percent more tlhan
those of a month earlier and 5.9 percent more than those
of the corresponding month last year. New orders for
nondurable goods were 1.5 percent more than those of a
month earlier and 3.3 percent more than those received
during February 1962.

Sales (shipments) of manufacturers in February were
2.7 percent more than those of a month earlier and' 3.6
percent more than those in February 1962. Sales of
durable goods were 3.2 percent more than those in Jan-
uary and 3.6 percent more than those in the correspond-
ing month last year. Sales of nondurable goods were
2.2 percent more than those in January and 3.7 percent
more than those in February 1962.

Inventories of manufacturers at the end lof February
were 0.4 percent more than those of a month earlier and
2.7 percent more than those of a year earlier. Inven-
tories lof durable goods manufacturers increased 0.3
percent during the month and were 2.0 percent more
than those of a year earlier. Inventories of 'manufac-
turers of nondurable goods increased1 0.4 percent during
February to an amount 3.6 percent more than that of a
year earlier.

The ratios <of inventories to sales for manufacturers
of all goods, durable goods, and nondurable goods for
February compare with those for a month and a year
earlier as follows:

1962 1963

Feb. Jan. Feb. p
AH goods 1.71 1.73 1.70

Durable goods 2.02 2.04r 1.99
Nondurable goods 1.42 1.44r 1.42

p Preliminary, r Revised.
Unfilled orders of manufacturers at the end of Febru-

ary were 4.2 percent less Khan those at the end of Feb-
ruary 1962. Unfilled orders for durable goods were 4.0
percent less than those of a year earlier. Unfilled orders

MANUFACTURERS' ORDERS,
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for nondurable goods, about 6 percent of the total, were
7.8 percent less than those at the end of February 1962.

According to the Bulletin of the National Association
of Purchasing Agents (Maroh 27, 1963), "Business con-
tinues to improve as those reporting better outnumber
those reporting worse." Such -phrases as "no oomph,"
"treading water," and "marking time" are used to de-
scribe production and new order figures for March.
The 52 percent of the purchasing agents reporting "no
change" from February to March in their new orders
position was near a 10-year record. Likewise, the 62
percent reporting "no change" in their production figures
is also near a 10-year record. Except for July 1962, the
26 percent reporting increased rates of production is the
least of any month since February 1961.

Improvement reported in manufacturers' new orders
in February is encouraging but does not seem to be con-
firmed by the "grass roots" reports of the National As-
sociation of Purchasing Agents for March.

Industrial Productivity
Our index of industrial productivity shows that pro-

ductivity of all industry in the United States increased 3.0
percent last year to a level 77.5 percent greater than that
of 1947-49, the base period of the index.f The increases
in 1960 and 1961 were 5.2 and 4.6 percent, respectively.
The accompanying chart shows considerable variability
in the annual changes. Since 1919 annual increases in
productivity have averaged 3.2 percent; the yearly
changes in productivity have ranged from an increase
of 10.8 percent in 1922 (following a year of decrease)
to a decrease of 3.2 percent in 1946 when industry was
being reconverted to peacetime requirements.

The claim on productivity gains as used by labor in
its negotiations with management raises some basic
questions about the significance and uses of an index
of industrial productivity. The practice of attempting
to get wage increases equal to productivity gains has
superficial plausibility as well as the blessings of the
current Administration. Such gains are supposed to be
a guide for making "noninflationary" wage increases.
However, these wage increases have often been accom-
panied by rising prices for finished products (the well-
known wage-price spiral). Without price advances fol-
lowing after wage increases, as in the case of the Presi-
dent's crackdown on the steel industry last year, the cost-
price squeeze on employers may be followed by any of
several developments, chief among which is a higher un-
employment rate. Rising labor costs impose their own
solution; namely, reduction of the labor force.

Does the productivity guide permit wage increases with
justice for all? The problem is to identify properly
the source 'of higher productivity, which is the joint
result of the efforts of both labor and management.
Industrial progress comes from the most efficient alloca-
tion of labor to various industries as well as from techni-

fThe index is the ratio of industrial output to labor input, both
measured by indexes. Gains or losses in productivity are due
to changes in the several factors of production and to other in-
fluences such as changes in rates of operations and shifts in
worker occupations from less to more productive jobs.

Other methods than the one we use for measuring changes in
productivity have Ibeen designed for special purposes. However,
the ratio of industrial output to labor input is particularly suited
to an overall measurement of changes in productivity when al-
location of changes among the several factors of production is
not required.
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cal achievements in each separate activity. The benefits
of increased productivity can be passed on to the general
public, which includes both labor and management, by
means of business competition, lower consumer prices,
shifting occupational apportionment, and mobility of
labor.

How to sort out accurately the productivity gains due
to union labor and allocate appropriate awards in labor-
contract settlements is beyond the ipowers of both labor
and management negotiators and economists. For labor
contracts that are negotiated locally, nobody knows the
productivity gains, which differ from one locality to an-
other. In some trades wage rates have increased more
than productivity. Lower wages have not been pro-
posed as a correction. Moreover, featherbedding, which
is of great importance to some unions, would seem to call
for wage reductions if the principle of passing on pro-
ductivity gains in contract settlements were valid.

The 3.0 percent increase in industrial productivity
during 1962 was the lowest peacetime rate of increase
since the depressed years of the 1930's. Attempts to get
the American economy moving again have not been nota-
bly successful, perhaps because some of the basic rela-
tionships discussed here have been ignored.

FINANCE

New Capital Issues*
As is shown in the accompanying chart, the dollar

aggregate of new capital issues has decreased to a 7-year
low, below the levels that followed (the last two reces-
sions and approaching the low that ifollowed the cyclical
trough in 1954. Data for January and preceding months,
smoothed by our 7-month moving average and last cen-
tered in October 1962, barely exceeded $600 million of
new issues monthly at the recent low, reached after an
irregular but steep 15-imonth decline from the last peak
of $1.0 billion in July 1961. New issues totaled only
$10.8 billion in 1962, or 18 percent less than the $13.1
billion total in 1961. One-third of the $2.4 billion year-
to-year decrease was attributable to the decrease in new

* These include substantially all new corporate offerings in the
United States of more than $100,000, whether placed publicly or
privately with institutions such as insurance companies or with
trust funds; they exclude refundings and issues of investment
companies. (Issues of investment trusts, holding companies, and
similar organizations are omitted because the proceeds are used
for the purchase of securities that have been included previously
in the total of new capital issues.)
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issues of manufacturing corporations; one-quarter was
due to the decrease by communications companies; a
sixth to financial and real estate corporations; and a
twelfth to She public utilities.

Although the "new money" portion of new capital is-
sues decreased by 23 percent from 1%1 to 1962, the pro-
portions of new money proceeds allocated to plant and
equipment expenditures, as distinguished from working
capital applications, remained almost unchanged (69.6
and 68.5 percent, respectively). The absolute 1961 to
1962 shrinkage of $1,840 million in the share of new
issue proceeds allocated to plant and equipment expendi-
tures, while the 'latter were increasing during the year,
is attributable to the expansion of "cash flow" or inter-
nally-generated funds from earnings and depreciation
charges. Recent data indicate that the latter source of
funds increased <at a rate (higher than had been antici-
pated when the Treasury's liberalized depreciation rules
and the tax credit on new equipment purchases were orig-
inally announced. This factor is viewed as the underly-
ing reason for tlhe relative dearth of new offerings, in-
asmuch as its effect antedates that of the stock market
break in May 1962. It also appears likely to persist over
the short-run future as a depressing influence on the vol-
ume of new corporate issues, despite the rapid growth
of time and savings deposits.

Indicated increases in expenditures for plant and
equipment are not expected to increase markedly the
volume of new corporate capital issues.

American Institute for Economic Research is a non-
political, noncommercial organization engaged in impar-
tial economic research.

BUSINESS FAILURES: NUMBER AND LIABILITIES

By Months, 1961 -1962 -1963
Liabilities

(000 omitted)
1961 1962 1963

$ 81,520 $106,609 $160,963
88,083 90,499 94,715

126,622 80,878
86,114 121,831
80,471 91,512
83,828 88,493
69,168 91,574

102,693 146,832
116,664 96,165
70,257 119,092

119,214 98,841
65,489 81,275

Month Number
1961 1962 1963
1,404 1,447 1,258
1,449 1,353 1,304
1,610 1,490
1,441 1,504
1,545 1,378
1,403 1,281
1,275 1,165
1,604 1,319

January
February
March
April
May
June
July
August
September 1,285 1,118
Qotdber 1,446 1,410
November
December

1,335 1,216
1,278 1,101

'45 '47 '49 51 '53 '55 57 59

CYCLICAL EXPANSIONS AND CONTRACTIONS OF

BUSINESS ACTIVITY, 1854-1961

(As measured by National Bureau of Economic Research)

Months of

Total 17,075 15,782 $1,090,123 $1,213,601

Troughs

Dec. 1854

Dec. 1858

Jun.1861

Dec. 1867

Dec. 1870

Mar. 1879

May 1865

Apr. 1888

May 1891

Jan.1894

Jun.1697

Dec. 1900

Aug. 1904

Jun.1908

Jan.1912

Dec. 1914

Mar. 1919

July 1921

July 1924

Nov. 1927

Mar. 1933

Jun.1938

Oct. 1945

Oct. 1949

Aug. 1954

Apr. 1958

Feb. 1961

Peaks

Jun.1857

Oot. 1860

Apr. 1865

Jan. 1869

Oct. 1873

Mar. 1882

Mar. 1887

July 1890

Jan.1893

Dec. 1895

Jun.1899

Sep. 1902

May 1907

Jan.1910

Jan.1913

Aug. 1918

Jan.1920

May 1923

Oct. 1926

Aug. 1929

May 1937

Feb. 1945

Nov. 1948

July 1953

July 1957

May 1960

Number of Months

Expansions Contractions

30

22

46

18

34

36

22

27

20

18

24

21

33

19

12

44

10

22

27

21 '

50

80

37

45

35

25

18

8

32

18

65

38

13

10

17

18

18

23

13

24

23

7

18

14

13

43

13

8

11

13

9

9
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