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"Inflation" and Energy Problems

Part I: The President's Proposals

During the past few weeks President Carter has
indicated that his greatest concerns about the economy
are inflation (generally rising prices) and the energy crisis.
His concerns were expressed in his so-called anti-inflation
and energy proposals. As long-time readers of our
publications are aware, one of our greatest concerns for
many years also has been generally rising prices. In this
respect we share Mr. Carter's concern. However, we doubt
that the President shares our awareness about the
fundamental cause of such increasing prices: the creation
of excess purchasing media fostered by Government
excess-spending policies for the purpose of reducing
unemployment by stimulating aggregate demand.

The energy crisis now so apparent (the possibility that
the supply of energy will be insufficient to meet the
demand at or near current prices) also is of great concern
to us. As with the situation of rising prices, the energy
crisis largely is a result of misguided Government policies.
How many times have analysts pointed out that the
setting of energy prices at artificially low levels by
Government fiat eventually would result in energy
shortages? Nevertheless, that was done, and the American
consumer who received the "benefit" of these low prices
for many years, now must pay the piper. Of course, the
individuals who now must pay may not be the same ones
who benefited.

That President Carter apparently recognizes the pro-
found importance of these problems could be en-
couraging. We had hoped that perhaps he would have
recognized and attempted to eliminate the causes of the
problems. Unfortunately, his proposals reveal that, if he
does recognize the fundamental causes, he has discarded
the genuine solution of returning the economic decisions
to the markets, in favor of the politically expedient plan
of increased Government control of the decisions of
Americans.

We have chosen to focus on both of Mr. Carter's plans
in this article because the probable consequences of many
of the proposals would be similar. This article has two
parts. In this part, we simply shall describe the President's
specific proposals for both problems. In the second part,
scheduled for the next issue of Research Reports, we shall
comment on the proposals and describe their probable
results. Although the proposals have been reported in
most newspapers and television news broadcasts, we are
repeating them here for your future reference and as a
framework for our comments.

The Anti-inflation Plan

The primary aspect of President Carter's plan for re-
ducing the rate of increase in general price levels is his
proposal to balance the Federal budget by fiscal year 1981.
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According to the President, the budget deficits still are large
because the economy has not completely recovered from
the 1973-1975 recession. He expects that as the economy
expands, Federal tax revenues will increase to an amount
that will equal Federal expenditures. He believes that this
economic expansion will produce a "normal" economy
and a balanced budget by 1981.

Other more specific proposals are these:
1. The Council on Wage and Price Stability would be

given increased authority and responsibility. This council
would analyze economic conditions, identify "specific in-
flation problems," hold public hearings on such problems,
publish data on wages, prices, and capacity in specific in-
dustries, and provide Government agencies with analyses of
the implications of Government price regulations. The ob-
jective of this council would be to "develop effective
countermeasures" if inflationary problems increase.

The Council on Wage and Price Stability also would be
instructed to develop an "early warning system" for
detecting possible capacity shortages or other problems
that could lead to rising prices in specific industries.

2. Commodity reserves would be initiated or increased
for the purpose of reducing fluctuations in the prices of
the stockpiled commodities. Food grains would be
purchased by the Government during periods of

Colonel Harwood To Speak
The National Committee for Monetary Reform
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conference to be held June 16 though 19 in Bermuda. A
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comparatively high production in order to stem falling
prices and sold when production was relatively low in
order to slow rising prices. Government bureaucrats would
determine what levels of production and prices would be
"appropriate." Also, the Government would attempt to
reach international agreements for reducing price fluctua-
tions for grains and sugar. Raw materials from our
strategic stockpiles would be made available to meet
"supply disruptions" duringpeacetime, as determined by
Government bureaucrats. Finally, "other commodity
agreements that concentrate on moderating price fluctua-
tions" would be considered.

3. Incentives would be provided to businessmen to
increase investment and expand capacity. However, these
incentives would not be available until the Administration
makes its tax reform proposals late this year.

4. Government rate-setting regulations would be
reviewed with the objective of redirecting or eliminating
those regulations that would lower prices. Also, other
regulations would be reviewed in order to reduce
excessive costs that they might foster.

5. Employment and manpower programs would be
created to improve the job skills of the unemployed so
that they might become employed and, therefore,
productive. Also, the Government would attempt to
increase job placements through schools and other
organizations and by developing a national computerized
job bank. The Government would attempt to eliminate
job discrimination based on sex, age, or race.

6. Our international trade policy would be reviewed
with the purpose of reducing the rate of worldwide price
increases. The benefits to consumers of removing trade
restrictions would be weighed against the "disruptive
influences" that the removal of these restrictions would
have on American workers.

7. In order to prevent hospital costs from increasing
substantially as they have during recent years, hospital
revenues would be permitted to increase by no more than
9 percent per year.

8. Antitrust laws would be strictly enforced in order to
prevent companies from setting their prices at artificially
high levels.

9. Federal purchasing policies would be changed in
order to prevent companies from earning excessive profits
on Government contracts.

Recently, President Carter announced that because the
economy seemed to be expanding sufficiently, additional
stimulus was not needed. Therefore, he withdrew his
$50-cash-rebate proposal. This action was not a part of
Mr. Carter's anti-inflation plan, but he asserted that he
believed the adoption of the rebate proposal at this time
would be inflationary. Therefore, he concluded that his
withdrawal of the rebate proposal would help to restrain
rising prices.

The Energy Plan

President Carter's energy plan is a hodgepodge of taxes
and tax credits for conservation, of price increases, and of
further Government regulation. The most widely discussed
provision of his plan is a standby tax on gasoline.
According to this proposal, if gasoline consumption
during a given year were to exceed a target amount by 1
percent or more, a five-cents-per-gallon tax would be
placed on gasoline during the following year. The
maximum increase allowed during the period of this
standby tax would be 50 cents per gallon; the objective is
to reduce gasoline consumption by 10 percent by 1985.
Most — if not all — revenues collected from this tax would

be rebated to taxpayers and, by direct payments, to
Americans who do not pay taxes.

Other prosposals in the energy plan include the
following:

1. A "gas-guzzler" tax would be placed on automobiles
that operate Below a minimum number of miles per gallon
determined by the Government. Also, cars that average
more than the minimum miles per gallon would qualify for
a rebate. The minimum rate would increase from 18 miles
per gallon for 1978-model-year automobiles to 27.5 miles
per gallon for 1985-model-year cars. The taxes and rebates
would be graduated so that the highest tax was on the least
efficient automobiles and the largest rebate was on the
most efficient cars. Cars for which the mileage was equal to
the minimum rate would pay no tax and receive no rebate.
The taxes and rebates would be applied against the manu-
facturers, not the consumers. However, no manufacturer
would be permitted to receive more in rebates than it paid
in taxes. The objective of this proposal is to foster the
production and use of more fuel-efficient automobiles.

2. A tax would be imposed on the wellhead price of
domestically produced crude oil. This tax would increase
in three stages, so that within 3 years the price of
domestic oil would equal the 1977 average world price of
$13.50 per barrel. After 1980 the tax would increase at
the same rate as the world price of oil, unless the
President waived the increase because he believed that
general price levels had not increased as rapidly as had oil
prices. As with the gasoline tax, revenue from this tax
would be rebated to the public. Users of home heating oil
would be the first to receive rebates; any remaining
revenue then would be distributed to others.

3. On January 1, 1978, the ceiling price for "newly
discovered" natural gas would increase from the current
$1.45 per thousand cubic feet to $1.75 per thousand
cubic feet. That ceiling rate would apply to natural gas
sold within the state in which it is produced as well as
that sold in other states. Presently, there is no Federal
price ceiling on intrastate natural-gas sales. When existing
contracts end, the ceiling price for "old" natural gas
would be $1.45 per thousand cubic feet and $1.75 per
thousand cubic feet, respectively, for interstate and
intrastate gas. The President would have the authority to
allocate supplies of natural gas during an emergency.

4. Industry and utilities would be prohibited from
using natural gas or petroleum in new boilers. Further-
more, existing facilities that are able to burn coal, as well
as natural gas or petroleum, would be required to use coal
unless granted a specific exemption. By 1980, no utility
would be permitted to burn natural gas. Current
pollution-control standards would not be eased. The
financial burden of assuring that a facility forced to
switch to coal met the pollution standards would be
borne by the company.

5. Beginning in 1979, industrial users of natural gas,
other than fertilizer manufacturers and agricultural users,
would be taxed for using natural gas. The tax would be
related to the price of distillate oil, so that the cost of
using natural gas would be the same as that for using oil.
Utility users of natural gas would be taxed beginning in
1983. Also, beginning in 1979 and 1983, respectively,
industrial and utility users of petroleum would be taxed
at a flat rate. Industrial users would pay a tax of $.90 per
barrel and utility users $1.50 per barrel. The purpose of
this provision is to foster the use of coal, and revenues
collected from these taxes would be used to help
utilities convert to that fuel.

6. Americans that insulate their homes between
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April 20, 1977 and December 31, 1984 would be
granted a tax credit of 25 percent of the first $800
and 15 percent of the next $1,400 of the cost to do
so. In addition, utilities would be required to provide
financing programs to customers for insulating their
houses. If the President believed that this "voluntary"
program was not successful, he would mandate that any
home sold must meet a Government insulation standard.
Regardless of other considerations, new residential and
commercial buildings would be required to meet this
standard by 1980. Businesses that invest in conservation
measures would be eligible for a special 10-percent tax
credit.

7. Construction of a fast breeder nuclear reactor in
Tennessee designed to use plutonium would be halted.
However, U.S. capability for producing enriched uranium,
the fuel for current nuclear reactors, would be increased.
The United States again would take orders for such
uranium, after more than 2 years of not doing so. Stricter
safety measures at nuclear power plants, to include
unannounced inspections, would be required.

8. Utilities would be required to charge the same
electric rates to large and small users. Currently, many
utilities charge lower rates to large users of electricity.
Utilities also would be required to give customers a lower
rate for electricity consumed during low-demand periods.
Businesses that purchase equipment to generate their own
electricity would be granted a 10-percent tax credit.

9. Mandatory efficiency standards for home appliances,
such as air conditioners, refrigerators, furnaces, and water
heaters, would replace the current voluntary targets.

10. Beginning April 20, 1977, home owners that invest
in solar heating would be eligible for a tax credit of 40
percent of the first $1,000 and 25 percent of the next
$6,400 spent for such devices. Businesses that invest in
solar heating equipment would be eligible for a 10-percent
tax credit.

11. The price of gasoline would be decontrolled
beginning in the fall of 1977. Gasoline prices currently
are below the ceiling price.

12. The Government would stockpile one billion barrels
of oil for protection against another oil embargo. Such a
stockpile reportedly would permit the U.S. to withstand a
"serious supply interruption" for about 10 months.

Readers should note that the "inflation" and energy
plans presented here are President Carter's proposals, not
laws. What Congress approves or rejects remains to be
seen. Our analyses of these proposals will be presented in
a second part to this article.

STATISTICAL INDICATORS

No new data were received for any of the primary
leading indicators, 58 percent of which are appraised as
expanding cyclically.

Among the primary roughly coincident indicators,
constant-dollar personal income originating in manu-
facturing industries increased during March to a recent
highj which extended the cyclical expansion of this series
through that month. All six of the coincident series
appear to be expanding cyclically.

In the absence of any new data for the lagging
indicators, the percentage of such series appraised as
expanding cyclically remains 100.

That seven of the twelve primary leading indicators
apparently are expanding cyclically and only two
apparently are contracting cyclically suggests that general
business activity will continue to expand during the next
few months.
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SUPPLY
INDUSTRIAL PRODUCTION

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

Steel 1972 1973 1974 1975 1976 1977
Ingots (million tons)
1 week: April 23
4 weeks: April 23

Automobiles
Vehicles (thousands)
1 week: April 23
4 weeks: April 23

Electric Power
Kilowatt-hours (billions)
1 week: April 23 31.5 32.4 32.7 33.3 35.6 37.2
4 weeks: April 23 125.8 133.3 134.6 135.9 142.3 148.1

Percent change from 4 weeks a year earlier: +4.1
p Preliminary.

DEMAND
RETAIL SALES

Estimates of retail sales during the most recent week
and 4 weeks compare with such sales during the
corresponding periods a year earlier as follows:

Period Percent change
Week ended April 23 +12
Four weeks ended April 23 +11

BUSINESS
CONSTRUCTION

Note: All data are seasonally adjusted.
According to the Department of Commerce, the total

value of construction put in place during the 3 months
ended in February was $36.0 billion. This amount was
1.8 percent less than that during the preceding 3 months
but 6.3 percent more than that during the 3 months
ended in February 1976.

The composite index of construction costs prepared by
the Department of Commerce was 204.9 during February
(1967=100). This level was 1.3 percent more than that 3
months earlier and 6.1 percent more than that a year
earlier. The first accompanying chart shows the percent
change in this index and in the consumer price index
from a year earlier. As the chart shows, construction costs
recently were increasing at about the same rate as that of
consumer prices. In contrast, from 1971 through
mid-1975, the rate of increase in the construction-costs
index was continuously larger — sometimes markedly
so — than that of broadly based price indexes. From
about mid-1975 through mid-1976, increases in con-
struction costs were smaller.
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CONSTRUCTION INDICATORS
(Seasonally ^Adjusted)

VALUE PUT IN PLACE*

(Annual Rate, Billions of Dollars)
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•Three-month moving averages of constant-dollar series.

An estimate of the physical volume of construction
activity can be derived by dividing the current-dollar value
of construction put in place by the index of construction
costs. This estimate is the value of construction put in
place in constant dollars. During the 3 months ended in
February, the physical volume of construction activity so
estimated was 3.6 percent less than that during the
preceding 3 months but 0.2 percent more than that a
year earner. Most of the recent decrease in this series
occurred during January, when unusually severe winter
weather conditions disrupted construction activity in
many areas. Therefore, the trend of this series still
appears to be upward from a cyclical trough reached in
the first half of 1975.

The 3-month moving averages of the constant-dollar
value of construction put in place and of the index of the
value of new construction contracts (also deflated by the
index of construction costs) are shown in the second ac-
companying chart. That the recent recovery of the physical
volume of construction activity from its most recent cycli-
cal trough has been gradual, and that the recent volume of
such activity remains substantially less than that during
most of the preceding decade are clearly revealed in the
chart. The record volume of such activity during early 1973
was 36 percent larger than the recent level. That the record
will be exceeded soon seems highly improbable.

In spite of erratic fluctuations, trends in the index of
new construction contracts seem to change in advance of
changes in the trends of the value of construction put in
place; therefore, they may provide some indication of the
future trend of construction activity. Although the
new-contracts series has decreased during recent months,
its overall trend still appears to be upward. Moreover, the
recent increases in total construction activity have been
attributable entirely to residential construction. A sub-
stantial portion of residential construction probably does
not involve contracts and thus would not be included in
the index of new construction contracts.

The accompanying table shows the current-dollar value
of construction put in place during the 3 months ended in
February at seasonally adjusted annual rates for the various
categories of construction. Also shown for each category is
the change in the physical volume (constant-dollar series)
from the preceding and year-earlier 3-month periods. As the
data show, single-family houses comprise the largest
component of construction activity. Recently they
accounted for about 31 percent of the value of all
construction put in place. In early 1973 that proportion
was only 23 percent. Other types of private construction
activity have continued to contract or have changed little,
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VALUE OF NEW CONSTRUCTION PUT IN PLACE
(During 3 months ended February)

Amount* Percent Changef From
Preceding 3 Year-Earlier 3

Month Period Month Period
Private

One-famUy houses $45.3 +4.2 +19.4
Multi-family houses 8.4 -3.0 +33.9

New Housing

Other residential

Residential
Nonresidential bldgs.
Other private

Total Private

Public
Public buildings
Highways and streets
Other public

Total Public

Total Construction
* In billions of current dollars, seasonally adjusted annual rates.
t Percent changes based on constant-dollar values.

and the trend of public construction in constant dollars has
been gradually downward since 1968. The recent level of
constant-dollar public construction was 42 percent less than
that during 1968. Thus, the recovery of residential con-
struction in general, and single-family house construction in
particular, more than offset decreases in other types of con-
struction and accounted for all of the increase in total con-
struction activity since the 1975 trough.

The recovery of construction activity from the 1975
trough probably will remain gradual, at least until private
and public nonresidential capital outlays increase. Even if
the latter soon were to occur, the 1973 level of real
construction activity probably would not be exeeded for
some time.

PRICES
COMMODITIES PRICES

1976 1977
Index Apr. 19 Apr. 11 Apr. 18

Spot-market, 22 commodities* 526 571 577
Commodity-futures 661 897 864
Steel-scrap $90.83 $72.17 $72.17

Gold
*For the preceding Tuesday.

Apr. 29 Apr. 21 Apr. 28
$127.90 $148.10 $145.60

BREIFLY NOTED

A recent headline in the Wall Street Journal read,
"Bolivia Ends 50-Year Gap With Foreign Debt Sale."
[Our emphasis.] The significance of the article was not
the amount of the securities offered, but the use of the
word "gap." That a nation has not had to sell securities
in foreign markets for 50 years would seem to be a
praiseworthy accomplishment. However, the word "gap"
connotes the absence of something expected, as though
Bolivia should have issued such debt earlier. We hope that
the leading financial newspaper is not going to promote
the notion that nations must avoid a debt gap of the type
referred to here.
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