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Most Americans would a g r e e  t h a t  t h e  need t o  r e d u c e  t h e  

p r e s e n t  h i g h  i n f l a t i o n  r a t e  i n  t h e  Uni ted  S t a t e s  i s  n e a r  t h e  

top of t h e  p r i o r i t y  issues fac ing  t h e  Nat ion .  The re  is wide  

d i s a g r e e m e n t ,  however,  a s  t o  t h e  causes of our i n f l a t i o n  and 

how t o  b r i n g  it under  c o n t r o l .  Most would a g r e e  t h a t  c o n t r o l  

of i n f l a t i o n  w i l l  n o t  come a b o u t  q u i c k l y  nor w i l l  i t  come a b o u t  

. i n  r e s p o n s e  t o  a s i n g l e  s o l u t i o n .  

As o n e  who h a s  had a long-  i n t e r e s t  i n  t h e  s u b j e c t  of 

p r o d u c t i v i t y  g rowth ,  I am encouraged  by  t h e  i n c r e a s i n g  a t t e n t i o n  

b e i n g  g5.ven t o  t h e  p a r t  which improved p r o d u c t i v i t y  g r o w t h  c a n  

p l a y  i n  t h e  long-term f i g h t  a g a i n s t  i n f l a t i o n .  T h i s  c o n f e r e n c e ,  

s p o n s o r e d  by Sena to r  P e r c y ,  r e f l e c t s  t h a t  growing  i n t e r e s t  

and I commend him f o r  u n d e r s c o r i n g  i t s  impor t ance  as  a key 

f a c t o r  i n  t h e  f i g h t  a g a i n s t  i n f l a t i o n .  

L e t  u s  t ake  a moment t o  look a t  t h e  r e c o r d .  A f t e r  t h e  

N a t i o n ' s  e x p e r i e n c e  w i t h  d o u b l e - d i g i t  i n f l a t i o n  d u r i n g  1 9 7 4 ,  

t h e  r a t e  h a s  c o n t i n u e d  a t  a n  u n a c c e p t a b l e  l e v e l  i n  t h e  6- to 

8 - p e r c e n t  r a n g e .  The price s i t u a t i o n  appea red  t o  worsen  i n  

t h e  f i r s t  h a l f  of t h i s  y e a r  w i t h  b o t h  t h e  Consumer Price Index  
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and t h e  wholesa le  Price Index< r i s i n g -  5 p e r c e n t  i n  a 6- 

month pe r iod .  

Although f i n d i n g  s o l u t i o n s  t o  i n f l a t i o n  a p p e a r s  t o  b e  

as  d i f f i c u l t  a s  i s o l a t i n g  i t s  causes, p r o d u c t i v i t y  g a i n s  

would p rov ide  immediate re l ie f  and perhaps  a long-run cure 

for  a s u b s t a n t i a l  p o r t i o n  o f  t o d a y ' s  i n f l a t i o n .  

P r o d u c t i v i t y  is one of t h e  f e w  economic s o l u t i o n s  which 

b e n e f i t s  a l l  segments of s o c i e t y .  Higher p r o d u c t i v i t y  enables 

workers t o  take  home pay c h e c k s  t h a t  do more t h a n  o f f se t  price 

rises.  

P r o d u c t i v i t y  i n c r e a s e s  enable  t h e  businessman t o  be more 

c o m p e t i t i v e  w i t h  lower pr ices  and t o  compete more e f f e c t i v e l y  

i n  i n t e r n a t i o n a l  markets--helping o u t  t h e  l agg ing  U . S .  trade 

s i t u a t i o n .  I n  summary, p r o d u c t i v i t y  is t h e  one  t h i n g  that c a n  

keep p r i c e s  down and t h e  Na t ion ' s  s t a n d a r d  of  l i v i n g .  up, 

Y e t ,  w i t h  t h i s  p o t e n t i a l  f o r  p r o d u c t i v i t y  t o  combat i n f l a -  

t i o n ,  p r o d u c t i v i t y  achievement i n  t h e  l a s t  decade  h a s  been 

poor .  P r o d u c t i v i t y  g a i n s  have averaged 1.6 p e r c e n t  du r ing -  

t h e  l a s t  decade--a d i s c o u r a g i n g l y  low f i g u r e  compared t o  

t h e  3.2 p e r c e n t  average  of  t h e  f i r s t  two decades  i n  t h e  

postwar pe r iod  and compared t o  t h e  5 and 6 p e r c e n t  f i g u r e s  

o f  o u r  major t r a d i n g  p a r t n e r s .  

This depressed and slow r a t e  of growth of p r o d u c t i v i t y  w a s  

r e c e n t l y  reflected i n  r e s u l t s  of a survey  by t h e  Labor Department 's  

Bureau o f  Labor S ta t i s t ics .  I n  about  t h r e e - f o u r t h s  of t h e  indus- . 

t r i e s  su rveyed ,  p r o d u c t i v i t y  growth was lower i n  1977 t h a n  i n  1976. 
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The rea l  conce rn  -to t h e  U.S. economy of h i g h  i n f l a t i o n  

and l o w  p r o d u c t i v i t y  i s  d r a m a t i c a l l y  v i s i b l e  i n  recent f i g u r e s  

o n  u n i t  l a b o r  costs,  which are  runn ing  a t  a p p r o x i m a t e l y  8-1/2 

p e r c e n t  a y e a r .  S i n c e  w e  now face a s i t u a t i o n  where t h e  

p r o s p e c t s  fo r  p r i c e  m o d e r a t i o n  are n o t  b r i g h t ,  t h o s e  i n c r e a s e d  

l a b o r  costs are p a s s e d  on t o  t h e  consumer  i n  t h e  form of higher 

prices for  t h e  goods  and s e r v i c e s  t h e y  p u r c h a s e .  I f  t h e  

p r o d u c t i v i t y  g a i n  is small ,  t h e n  v i r t u a l l y  all. t h e  i n c r e a s e d  

u n i t  labor costs are  passed forward. If t h e  p r o d u c t i v i t y  in 

t h e  economy were a t  p r e v i o u s  h i s t o r i c a l  rates,  t h e  i n f l a t i o n a r y  

.component of u n i t  labor costs c o u l d  be ha lved .  

O t h e r  c o n c e r n s  c o n t r i b u t e  t o  t h e  b l e a k  i n f l a t i o n  o u t l o o k .  

A l r e a d y  t h i s  year minimum wage and social  s e c u r i t y  tax increases 

have  added almost one p e r c e n t  to l a b o r  cos t s  and o v e r  one-ha l f  

p e r c e n t  t o  t h e  Consumer P r i c e  Index.  Next y e a r ,  wage a g r e e m e n t s  

c o v e r i n g  over 3-1/2 m i l l i o n  worke r s  w i l l  be r e n e g o t i a t e d ,  

F u r t h e r ,  t h e r e  is growing e v i d e n c e  t h a t  a t i g h t  labor  market 

s i t u a t i o n ,  a s c a r c i t y  of s k i l l e d  worke r s ,  and l i t t l e  

excess c a p a c i t y  i n  m a n u f a c t u r i n g ,  may be e x e r t i n g  upward 

pressures on  prices. 

wanted:: a d v e r t i s i n g  r eached  a n  all- t ime peak i n  August .  

And f i n a l l y ,  c o s t - o f - l i v i n g  i n c r e a s e s  w i l l  be working t h e i r  

One i n d i c a t i o n  i s ' t h a t  t h e  index  of : h e l p  

way i n t o  t h e  cost s t r u c t u r e  of b u s i n e s s  a s  c o s t - o f - l i v i n g  

p r o v i s i o n s  of wage c o n t r a c t s  are t r i g g e r e d .  . 

The role  of p r o d u c t i v i t y . i n  stemming i n f l a t i o n  i s  
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-accompanied by i t s  ro le  i n  promot ing  a h i g h e r  s t a n d a r d  of 

l i v i n g .  T h r e e - f o u r t h s  of t h e  l o n g  term e x p a n s i o n  of t h e  

economy h a s  been  d i r e c t l y  a t t r i b u t a b l e  t o  i n c r e a s e d  p r o d u c t i v i t y .  

The s lowing  of p r o d u c t i v i t y  growth  i n  t h e  pas t  1 0  years, 

however ,  has r e s u l t e d  i n  s lowing  economic growth. I f  

p r o d u c t i v i t y  o v e r  t h e  pas t  10 y e a r s  had i n c r e a s e d  a t  t h e  same 

3 . 2  p e r c e n t  a n n u a l  ra te  of g r o w t h  of t h e  t w o  p r e v i o u s  

d e c a d e s ,  t h e n  o u t p u t  per hour  would  have  b e e n  11 p e r c e n t  

h i g h e r  i n  1977. T h i s  d i f f e r e n c e  would have  meant  more t h a n  a 

$ 1 0 0 - b i l l i o n  i n c r e a s e  i n  terms of real. g r o s s  n a t i o n a l  p r o d u c t  

(GNP) a t  t h e  1977 employment l e v e l .  The l a c k  i n  p r o d u c t i v i t y  

growth, therefore, h a s  cost t h e  Un i t ed  S ta tes  immensely 

i n  l o s t  s t a n d a r d  of l i v i n g  improvement. 

I n  a t t e m p t i n g  t o  e x p l a i n  t h e  slowdown of p r o d u c t i v i t y  

advance  i n  t h e  past d e c a d e  and t o  project t o  t h e  f u t u r e ,  econon- 

ists t e n d  t o  c o n c e n t r a t e  o n  f o u r  measu rab le  factors: slowdowns 

i n  t h e  growth  of cap i t a l  s tocks per worker ,  i n c r e a s i n g  

p r o p o r t i o n s  of i n e x p e r i e n c e d  employees,  c h a n g e s  i n  t h e  i n d u s t r i a l  

c o m p o s i t i o n  of employment, and d e c l i n e s  i n  r e s e a r c h  and  

development .  O t h e r  fac tors  b e l i e v e d  t o  have  d e p r e s s i n g  effects 

o n  p r o d u c t i v i t y  i n c l u d e  sharp i n c r e a s e s  i n  e n e r g y  prices, a 

slowdown i n  t h e  pace of t e c h n o l o g i c a l  p r o g r e s s ,  chang ing  

a t t i t u d e s  toward work and l e i su re ,  a q u e s t i o n i n g  of the ro le  

of s c i e n c e  and t e c h n o l o g y ,  and t h e  i n c r e a s e  i n  government  

involvement  i n  t h e  economy. 

While s o m e  of t h e  deve lopments  i n  recent y e a r s  m a y  
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r e v e r s e  t h e m s e l v e s  i n  t h e  y e a r s  ahead ,  t h e  outlook is sti l l  

u n f a v o r a b l e .  Edward Denison of t h e  Brooking5 I n s t i t u t i o n ,  

a r e c o g n i z e d  e x p e r t  o n  t h e  s u b j e c t  of p r o d u c t i v i t y ,  points 

- o u t  t h a t  o p t i m i s t i c a l l y ,  p r o d u c t i v i t y  w i l l  grow a t  no more 

t h a n  2 percent per y e a r .  

f u l l y  o n e - t h i r d  of o u r  p r o d u c t i v i t y  g rowth  and p r o d u c t i v i t y  

is t h e  o n l y  source of an expanding edonomic pie from which  

H e  s ta fes  t h a t  4...we have  lost 

competing social  claims c a n  b e  s a t . i s f i e d . "  
... 

One t h i n g  is now clear t o  u s .  The processes of 

p r o d u c t i v i t y  g rowth  are not a u t o m a t i c ,  and t h e  f u t u r e  could be 

d i s a p p o i n t i n g  i f  fac tors  which s u s t a i n  growth are n o t  s t r e n g t h -  

ened.  L e t  u s  now e x p l o r e  i n  m o r e  de t a i l  some of t h e  major 

factors a f f e c t i n g  p r o d u c t i v i t y  growth.  

Technology,  P r o d u c t i v i t y  Growth, 
and  Capital  I n v e s t m e n t  

The g rea t e s t  hope for.. i n c r e a s i n g  t h e  rate of p r o d u c t i v i t y  

.g rowth  l i e s  i n  advances  i n  t e c h n o l o g i c a l  i n n o v a t i o n s - - r e s u l t i n g  

c h i e f l y  from o r g a n i z e d  research and development--and by increa- 

sing t h e  growth  i n  p r o d u c t i v e  c a p i t a l  t o  keep pace w i t h  t h e  

growth  i n  t h e  l a b o r  f o r c e .  

The re  h a s  been  a f a i l u r e  t o  r e c o g n i z e  t h a t  p r o d u c t i v i t y  

growth  i s  n o t  o n l y  a f f e c t e d  by t h e  e f f i c i e n c y  of labor but  also 

comes a b o u t  by  i n c o r p o r a t i n g  new and more advanced t e c h n o l o g i e s  

( s u c h  a s  computer-aided d e s i g n )  i n t o  new b u s i n e s s  capital .  

G r o w t h  of cap i t a l  i n v e s t m e n t  (which  has  lagged behind  h i s t o r i c a l  

rates i n  t h e  c u r r e n t  economic r e c o v e r y )  and i n c r e a s e d  outlays 
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f o r  r e s e a r c h  and development  a re  c r i t i ca l ,  b o t h  a b s o l u t e l y  

and i n  r e l a t i o n  t o  t h e  r a t e - o f  growth  of t h e  l a b o r  force. 

A p a r t i c u l a r  p o i n t  of c o n c e r n  h a s  been  a r e l a t i v e  d e c l i n e  

i n  r e s e a r c h  and development  o u t l a y s  o v e r  t h e  pas t  d e c a d e  

which w i l l  have  a n  a d v e r s e  impact i n  t h e  ra te  of p r o d u c t i v i t y  

g rowth  i n c r e a s e s  i n  t h e  y e a r s  ahead.  F o r  example: 

--Total r e s e a r c h  and development  spend ing  i n  

1977 is e s t i m a t e d  b y  t h e  N a t i o n a l  S c i e n c e  

Founda t ion  a t  2.2 p e r c e n t  of t h e  gross 

n a t i o n a l  p r o d u c t  compared t o  3.0 p e r c e n t  

i n  1964. 

--The Un i t ed  States spends  o v e r  h a l f  i ts 

r e s e a r c h  d o l l a r s  i n  d e f e n s e  e f f o r t s  while 

t h e  b u l k  of e x p e n d i t u r e s  by o t h e r  major 

i n d u s t r i a l  n a t i o n s  w i t h  b e t t e r  p r o d u c t i v i t y  

r e c o r d s  h a s  been  i n  nondefense  areas. 

--In 197Sr private i n d u s t r y  employed 5 p e r c e n t  

fewer s c i e n t i s t s  and e n g i n e e r s  t h a n  it d i d  

i n  1970.  

--The overal l  U.S. p a t e n t  b a l a n c e  d e c l i n e d  almost 

47 p e r c e n t  from 1966 t o  1975. 

Because o f  t h e  impor t ance  of t e c h n o l o g i c a l  i n n o v a t i o n  

t o  p r o d u c t i v i t y  and o u r  o v e r a l l  economyr t h e s e  i n d i c a t o r s  

are  d i s t r e s s i n g .  Research  e v i d e n c e  deve loped  by t h e  N a t i o n a l  

S c i e n c e  Founda t ion  h a s  concluded  t h a t  t h e  “ c o n t r i b u t i o n  of 
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r e s e a r c h  and development  

is p o s i t i v e ,  s i g n i f i c a n t  

t o  economic g rowth  and p r o d u c t i v i t y  

and high.'! I n  fact ,  a c c o r d i n g  to 

a 1977 C o m m e r c e  Department  report ,  t e c h n o l o g i c a l  i n n o v a t i o n  

was r e s p o n s i b l e  for  4 5  p e r c e n t  of t h e  N a t i o n ' s  economic 

growth  from I929 to  1969. 

I n  o r d e r  t o  measure t h e  role  of t e c h n o l o g y  in produc- 

t i v i t y  and i n  t o t a l  economic growth ,  a s t u d y  was per formed 

of company economic growth  d u r i n g  t h e  25-year period f r o m  

1950 t o  1974 between h i g h  and low t e c h n o l o g y  i n d u s t r i e s ,  

The s t u d y  i n d i c a t e d  t h a t  h igh- technology i n d u s t r i e s  s u r p a s s e d  

low-technology i n d u s t r i e s  a c c o r d i n g  t o  all m e a n i n g f u l  

I/ 

economic i n d i c a t o r s .  The i n d i c a t o r s  show. t h a t  when h i g h  

and low-technology i n d u s t r i e s  are  compared, h igh - t echno logy  

f i r m s  have  

- - p r o d u c t i v i t y  r a t e s  twice a s  h i g h ,  

--real growth  r a t e s  three t i m e s  as g r e a t ,  

- - o n e s i x t h  t h e  a n n u a l  price i n c r e a s e s ,  and  

--nine t i m e s  t h e  employment growth.  

The same k i n d  of f a v o r a b l e  r a t i o  p r e v a i l s  i n  terms of 

i n t e r n a t i o n a l  t r a d e .  The t r a d e  b a l a n c e  for  r e s e a r c h  and 

d e v e l o p m e n t - i n t e n s i v e  manufac tured  p r o d u c t s  h a v e  been  generally 

r i s i n g  t h r o u g h  t h e  p e r i o d  1960-76 and i s  now over $28 b i l l i o n .  

- 1/ 
High-technology i n d u s t r i e s  are  t h o s e  t h a t  u s e  p r o f e s s i o n a l  
and s c i e n t i f i c  i n s t r u m e n t s ,  electrical  equipment  and c h e m i c a l s .  
Low-technology i n d u s t r i e s  i n c l u d e  t e x t i l e s ,  food products, 
wood p r o d u c t s ,  paper p r o d u c t s ,  e tc .  
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’ T h i s  t r a d e  b a l a n c e  fo r  n o n r e s e a r c h  and development- 

i n t e n s i v e  p r o d u c t s  i s  down from a break-even l e v e l  i n  1960 

t o  a $ 1 6 - b i l l i o n  d e f i c i t .  

i n d u s t r i e s  are  i m p o r t a n t  i n  m a i n t a i n i n g  a n  o v e r a l l  favorable 

C l e a r l y  t h e  t e c h n o l o g y - i n t e n s i v e  

trade balance, 

Whi le  t h e s e  t r e n d s  show t h e  impor t ance  of high-  

t e c h n o l o g y  i n d u s t r i e s  t o  t h e  economy, t h e i r  g rowth  h a s  b e e n  

r educed  d r a s t i c a l l y .  As r e c e n t l y  as  1958, 300 t o  400 high-  

t e c h n o l o g y  i n d u s t r i e s  were founded,  b u t  i n  1976 t h e  number 

founded w a s  z e r o .  

The a b i l i t y  of e s t a b l i s h e d  f i r m s  t o  d e v e l o p  p r o d u c t i v i t y -  

enhanc ing  t e c h n o l o g y  is  c o n t r o l l e d  p r i m a r i l y  b y  t h e  i n c e n t i v e s  

t h e y  have ,  b a s i c a l l y  f i n a n c i a l ,  f o r  becoming invo lved  i n  

r e s e a r c h  and development  i n  order t o  g e n e r a t e  . t h e  desired 

l e v e l  of t echno logy .  Many b e l i e v e ,  however,  t h a t  t h e  f i n a n c i a l  

i n c e n t i v e s ,  which i n  t h e  past  encouraged  long-term r i s k  projects, 

no  l o n g e r  e x i s t  d u e  t o  such  factors  a s  t h e  l e v e l  of t h e  

c a p i t a l  g a i n s  t a x ,  env i ronmen ta l  and consumer s a f e t y  s t a n d a r d s  I 

and u n c e r t a i n t y  o v e r  f u t u r e  Government r e g u l a t i o n s ,  

I n  r e c e n t  y e a r s ,  p r i v a t e  sector r e s e a r c h  and development  

h a s  c o n c e n t r a t e d  on low- r i sk ,  s h o r t - t e r m  p r o j e c t s  d i r e c t e d  

a t  improving e x i s t i n g  p r o d u c t s .  Emphasis on  longe r - t e rm 

. p r o j e c t s  t h a t  c o u l d  l e a d  t o  new products and processes h a s  

d e c r e a s e d .  F o r  example,  i n d u s t r y  now s p e n d s  o n l y  25  p e r c e n t  

of i t s  r e s e a r c h  and development  e x p e n d i t u r e s  on  r e s e a r c h ,  

down from 36 p e r c e n t  i n  1957. 
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With t h e  winding down of space and d e f e n s e  programs,  

Government s u p p o r t  of i n d u s t r i a l l y  performed r e s e a r c h  has 

a lso  d i m i n i s h e d .  Throughout  t h e  1950 Is, t h e  Government 

a n n u a l l y  s u p p o r t e d  more t h a n  o n e - t h i r d  of i n d u s t r i a l  research 

a c t i v i t y .  

i n  1962 ,  but has  been f a l l i n g  cons i s t en t ly  and is 2 5  percent 

today .  

T h i s  level  of support  reached almost 40 percent 

O t h e r  governments  are  d o i n g  much more t h a n  t h e  U n i t e d  

States  t o  s u p p o r t  c i v i l i a n  research and development .  J a p a n ,  

€or i n s t a n c e ,  i s  p u t t i n g  $300 m i l l i o n  of government  money 

i n t o  m i c r o e l e c t r o n i c  r e s e a r c h  t h i s  y e a r .  W e s t  Germany is 

p r o v i d i n g  from 50 t o  95 p e r c e n t  of t h e  r e s e a r c h  and  deve lopmen t  

f u n d s  f o r  t h o s e  c i v i l i a n  i n d u s t r i e s  r e q u e s t i n g  a i d  and judged  

t o  be  i m p o r t a n t  t o  t h e  economy a s  a whole.  I n  a d d i t i o n ,  

b o t h  c o u n t r i e s  have s u p p o r t e d  t h e  c r e a t i o n  of specialized 

i n s t i t u t i o n s  r e s p o n s i b l e  for t h e c f  i n a n c i a l  s u p p o r t  of small  

f i r m s  i n v o l v e d  i n  p a t e n t i n g  new p r o d u c t s  o r  creating new 

e n t e r p r i s e s .  

I n  r e s p o n s e  t o  t h e  d e c l i n e  i n  U.S.  t e c h n o l o g i c a l  

c o m p e t i t i v e n e s s ,  t h e  P r e s i d e n t  h a s  r e c e n t l y  established an 

i n t e r a g e n c y  committee t o  conduc t  a d o n e s t i c  p o l i c y  review 

of i n d u s t r i a l  i n n o v a t i o n .  T h i s  a p p e a r s  t o  be a good first 

s t e p  i n  d e t e r m i n i n g  what  Government a c t i o n  is needed and i n  

d e v e l o p i n g  a c o o r d i n a t e d  Government p o l i c y ,  However, b e c a u s e  

of t h e  l o n g  l e a d  t i m e  between t e c h n o l o g i c a l  i n n o v a t i o n  and its 
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impact o n  p r o d u c t i v i t y ,  t h e  r e s u l t s  of t h i s  review n u s t  be 

q u i c k l y  t r a n s l a t e d  i n t o  Government a c t i o n .  

R e q u l a t o r y  reform 

Another  fac tor  i s  . t h e  impact of Government r e g u l a t i o n s  on  

p r i v a t e  sector p r o d u c t i v i t y .  The role of r e g u l a t i o n  i n  . .  

i n h i b i t i n g  p r o d u c t i v i t y  g rowth  is a f a c t o r  which o n l y  t h e  

Government c a n  change.  More t h a n  72  p e r c e n t  of t h e  firms 

r e s p o n d i n g  t o  a GAO s u r v e y  last y e a r  s ta ted that e a s i n g  

Government r e s t r i c t i o n s  and r e g u l a t i o n s  would be a h i g h l y  

des i rab le  way for  t h e  Government t o  c o n t r i b u t e .  t o  produc- 

t i v i t y  improvement. I n  a d d i t i o n ,  t h e  Counc i l  o n  Wage and 

P r i c e  S t a b i l i t y  h a s  e s t i m a t e d  t h a t  new and r e v i s e d  F e d e r a l  

r e g u l a t i o n s  add t h r e e - q u a r t e r s  of a p e r c e n t a g e  p o i n t  t o  

i n f l a t i o n  e a c h  year. 

Although improvements i n  t h e  ru lemaking  process have 

been  made , t h e  c u r r e n t  r e g u l a t o r y  dec i s ionmak ing  env i ronmen t  

is n o t  conduc ive  t o  t h e  open development  of new proposals 

s i n c e  t h e  a f f e c t e d  pa r t i e s  have h i g h  p e r s o n a l  s t a k e s  i n  t h e  

outcome of t h e  p r o c e s s .  

L e s s  r e g u l a t i o n  o r  d e r e g u l a t i o n  may y i e l d  a more 

c o m p e t i t i v e  b u s i n e s s  envi ronment  and lower prices. T h i s  

is what  h a s  r e c e n t l y  happened i n  t h e  a i r l i n e  i n d u s t r y .  A 

broad base of support c o u l d  be b u i l t  f o r  r e f o r m  proposals 

i f  t h e y  w e r e  endor sed  by r e p r e s e n t a t i v e s  of i n t e r e s t e d  

pa r t i e s  i .e. , r e g u l a t o r s  p u b l i c  i n t e r e s t  g r o u p s  t h e  
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r e g u l a t e d ,  and o t h e r  concerned  p u b l i c  and p r i v a t e  par t ies .  

Such endorsement  c o u l d  b e  fo r thcoming  i f  t h e  p r o p o s a l s  

were j o i n t l y  deve loped  by t h o s e  whose s u p p o r t  is  d e s i r e d .  

T h i s  process would d i f f e r  from e x i s t i n g  p r o c e d u r e s  b e c a u s e  

it would be d e s i g n e d  t o  avo id  t h e  a d v e r s a r y  env i ronmen t  and 

t ine-consuming,  a d m i n i s t r a t i v e  and j u d i c i a l  p r o c e e d i n g s  t h a t  

are  now i n v o l v e d .  

Human r e s o u r c e s  
" 

Human r e s o u r c e s  are  a major force behind  p r o d u c t i v i t y  

improvement. E f f o r t s  t o  meet t h e  e x p e c t a t i o n  of w o r k e r s  

fo r  b e t t e r  working c o n d i t i o n s  and t o  make nore e f f e c t i v e  

u s e  of t h e i r  i n g e n u i t y  and c r e a t i v i t y  r e p r e s e n t s  o n e  of 

t h e  s i g n i f i c a n t  o p p o r t u n i t i e s  f o r  p r o d u c t i v i t y  growth .  We 

m u s t  remove t h e  old--and s t i l l  l a t e n t - - i m p r e s s i o n  t h a t  

i n c r e a s e d  p r o d u c t i v i t y  i s  j u s t  a euphemism for b e a t i n g  

more work o u t  of l a b o r  f o r  t h e  same pay ,  

I n  a q u a l i t y  of employment s u r v e y  t a k e n  by t h e  L a b o r  

Department  in 1969 and 1 9 7 2 ,  worke r s  ranked  pay h i g h ,  b u t  

t h e y  a l so  wanted o t h e r  o p p o r t u n i t i e s :  t r a i n i n g ;  bet ter  u s e  

of t h e i r  t a l e n t s ;  greater f l e x i b i l i t y  i n  work p a t t e r n s ,  

l e i s u r e ,  and r e t i r e m e n t ;  h e a l t h  and s a f e t y  p r o t e c t i o n  o n  

t h e  job; and g r e a t e r  c o n t r o l  o v e r  per formance  of work, 

- .  

To a c h i e v e  t h e  tw in  o b j e c t i v e s  of greater  p r o d u c t i v i t y  

and worker  s a t i s f a c t i o n ,  a v a r i e t y  of human r e s o u r c e s  

programs have  been  tested.  Those t h a t  s e e m  t o  show t h e  
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m o s t  p romise  are s y s t e m s  t h a t  t a k e  i n t o  a c c o u n t  v a r i o u s  

aspects of t h e  workp lace ,  i n c l u d i n g  r e c o g n i t i o n  f o r  per- 

formance and t r a i n i n g ,  a v o i c e  i n  p l a n s  and d e c i s i o n s  

a b o u t  how work i s  t o  be done ,  s a f e t y  and h e a l t h  protec- 

t i o n ,  and  appropriate equipment  t o  do  t h e  job. 

The N a t i o n a l  C e n t e r  for P r o d u c t i v i t y  c o n c e n t r a t e d  on 

making employe r s  and u n i o n s  aware of o p p o r t u n i t i e s  fo r  

improving p r o d u c t i v i t y  t h r o u g h  t h e  e s t a b l i s h m e n t  of joint 

labor-management committees. I t  f u n c t i o n e d  e f f e c t i v e l y  

a s  a c a t a l y s t  i n  t h e  f o r m a t i o n  o f  a number of t h e s e  

committees. S i n c e  t h e r e  seems t o  be a grea ter  p o t e n t i a l  

for t h i s  t y p e  o f  i n - p l a n t  c o o p e r a t i o n  t h a n  is g e n e r a l l y  

r e a l i z e d ,  t h e r e  c o n t i n u e s  t o  be a need f o r  t h e  Government 

t o  ac t  as  a c a t a l y s t  i n  t h i s  area. 

NEED FOR A FEDERAL PRODUCTIVITY 
PROGRAM 

As you c a n  see from t h i s  s ampl ing ,  t h e  factors a n d  

policies which a f f e c t  p r o d u c t i v i t y  growth  are complex, 

and t h e  actions needed t o  improve t h e  r a t e  of g rowth  are 

o n l y  p a r t i a l l y  unde r s tood .  However, a t  l e a s t  o n e  t h i n g  

is clear: w e  c a n  no  l o n g e r  a f f o r d  t o  l e t  p r o d u c t i v i t y  

' ' t ake  care o f  i t se l f . ' :  T h i s  p r i n c i p l e  is  r e c o g n i z e d  by 

e v e r y  o t h e r  i n d u s t r i a l  n a t i o n - - a l l  of which u n d e r s t a n d  t h e  

c r i t i c a l  role  of p r o d u c t i v i t y  i n  meet ing  t h e i r  n a t i o n a l  

o b j e c t i v e s  and a l l  of which have  had e x t e n s i v e  n a t i o n a l  
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,programs t o  promote p r o d u c t i v i t y  growth  f o r  many y e a r s .  

These  c o u n t r i e s  have  found ways t o  a c h i e v e  close harmony 

among government ,  i n d u s t r y ,  and academia i n  a t t a c k i n g  

p r o d u c t i v i t y  problems. I n  t h e  Uni ted  S t a t e s ,  by c o n t r a s t ,  

many p e r c e i v e  an  almost a d v e r s a r y  r e l a t i o n s h i p  among t h e s e  

e l emen t s .  A s  a r e s u l t ,  t h e r e  i s  no  e f fec t ive  a r r angemen t  

t o  b r i n g  t o g e t h e r  labor ,  management, and  government  t o  

a t t ack  o u r  p r o d u c t i v i t y  problems.  I n  b r i e f ,  we have  not 

deve loped  t h e  e l e m e n t s  of a c o n c e r t e d  n a t i o n a l  p r o d u c t i v i t y  

program. 

Al though t h e  Congress  es tab l i shed  a N a t i o n a l  C e n t e r  

f o r  P r o d u c t i v i t y  3 y e a r s  ago ,  it n e v e r  r e c e i v e d  t h e  s u p p o r t  

i t  r e q u i r e d  and was c o n s e q u e n t l y  i n e f f e c t i v e .  Given t h e  

P r e s i d e n t ’ s  d e c i s i o n  t o  d i s c o n t i n u e  t h e  C e n t e r  a t  t h e  

end o f  l a s t  month, there  rema ins  a need for  a p r o d u c t i v i t y  

program a t  t h e  Federal l e v e l  t o  h a r n e s s  and d i r ec t  the many 

a c t i v i t i e s  and f u n c t i o n s  o f  t h e  Federal Government t h a t  

a f f e c t  p r o d u c t i v i t y .  

I b e l i e v e  a Federal  program t o  improve n a t i o n a l  

p r o d u c t i v i t y  i s  needed t h a t  i n c l u d e s  t h e  f o l l o w i n g  10  

f u n c t i o n s :  

1. Develop periodic needs  a s s e s s m e n t s  t o  d e t e r m i n e  

t h e  n a t u r e  and e x t e n t  of p u b l i c  and pr ivate  

sector p r o d u c t i v i t y  problems.  

2. A c t  as  a f a c i l i t a t o r  i n  b r i n g i n g  t o g e t h e r  

v a r i o u s  g r o u p s  o n  n e u t r a l  ground t o  d i s c u s s  
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widesp read  i n d u s t r y  p r o d u c t i v i t y  problems. 

3.  Operate a p r o d u c t i v i t y  c l e a r i n g h o u s e  t o  

p r o v i d e  n a t i o n a l  and i n t e r n a t i o n a l  data  

and knowledge o n  v a r i o u s  aspects of 

p r o d u c t i v i t y  t o  a l l  sectors of t h e  economy. 

I n  p a r t i c u l a r ,  w e  need t o  p r o v i d e  p r iva t e  

i n d u s t r y  w i t h  more knowledge a s  t o  develop-  

m e n t s  i n  f o r e i g n  c o u n t r i e s  which may have  

a p p l i c a b i l i t y  i n  t h e  Un i t ed  S t a t e s  o r  

which may impact o n  o u r  c o m p e t i t i v e n e s s .  

4. Promote a bet ter  u n d e r s t a n d i n g  of a l l  t h e  

factors  a f f e c t i n g  p r o d u c t i v i t y ,  i n c l u d i n g  

human r e s o u r c e s ,  c a p i t a l  t e c h n o l o g y ,  

r e s e a r c h  and development  t r a n s f o r m a t i o n  

of knowledge i n t o  p rac t ica l  t e r m s ,  and 

t h e  impor t ance  of p r o d u c t i v i t y  t o  o u r  

n a t i o n a l  economy. 

5.  P r o v i d e  f o r  a p e r i o d i c  j o i n t  a s s e s s m e n t  

by  t h e  J o i n t  Economic C o m m i t t e e  of t h e  

Congress ,  t h e  Counc i l  of Economic  

A d v i s e r s  t o  t h e  P r e s i d e n t ,  and t h e  F e d e r a l  

R e s e r v e  Board o f  t h e  p r o d u c t i v i t y  impact 

of f i s c a l ,  monetary ,  t a x ,  and r e g u l a t o r y  

pol ic ies  o n  t h e  p r i v a t e  sector. 

6 .  Take t h e  l e a d  i n  d e v e l o p i n g  improved 

and a c c e p t a b l e  m e a s u r e s  of p r o d u c t i v i t y .  
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7.  

Our c u r r e n t - p r o d u c t i v i t y  s t a t i s t i c s  are 

weak and d o  n o t  a d e q u a t e l y  reflect  t h e  

role  which cap i t a l  i n v e s t m e n t ,  improved 

t e c h n o l o g i c a l  processes, and i n n o v a t i o n  

c a n  p l a y  i n  improving p r o d u c t i v i t y .  The 

B u r e a u  of Labor S t a t i s t i c s  and t h e  

N a t i o n a l  Academy of S c i e n c e s  have done 

good work, b u t  more more n e e d s  t o  be done ,  

Adopt pol ic ies  which will s t i m u l a t e  

a d d i t i o n a l  i n v e s t m e n t s  fo r  r e s e a r c h  and 

development  by t h e  p r i v a t e  sector t h r o u g h  

t a x  and other i n c e n t i v e s  and encourage  

i n d u s t r y  t o  r e c o g n i z e  t h e  impor t ance  o v e r  

t h e  l o n g  t e r m  f o r  R&D r a t h e r  t h a n  f o c u s i n g  

o n  i n v e s t m e n t s  which w i l l  y i e l d  high  s h o r t -  

term r e t u r n s .  T h e  new t a x  bill w i l l  help 

b u t  t h e  q u e s t i o n  is  whether  it g o e s  f a r  

enough. Extending  t h e  i n v e s t m e n t  t a x  c r e d i t  

s p e c i f i c a l l y  t o  r e s e a r c h  and development  

o u t l a y s  migh t  p r o v i d e  f u r t h e r  a s s i s t a n c e .  

H o p e f u l l y  t h e  Domestic P o l i c y  R e v i e w  of 

I n d u s t r i a l  I n n o v a t i o n ,  s chedu led  t o  report  

t o  t h e  P r e s i d e n t  n e x t  y e a r ,  w i l l  r e s u l t  i n  

a new, c o o p e r a t i v e  approach  t o  i n d u s t r i a l  

i n n o v a t i o n .  
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8. P r o v i d e  new -and b e t t e r  ways for  measur ing  

t h e  costs and b e n e f i t s  of b o t h  e x i s t i n g  

and new r e g u l a t i o n s  which c a n  impact o n  

p r o d u c t i v i t y .  The R e g u l a t o r y  A n a l y s i s  

Review Group, e s t a b l i s h e d  by the P r e s i d e n t  . 

t o  r e v i e w  s e l e c t e d  new r e g u l a t i o n s ,  i s  a 

s tep  fo rward ,  b u t  t h e  e n t i r e  r e g u l a t o r y  

process n e e d s  t o  be s u b j e c t e d  t o  a 

r i g o r o u s  d i s c i p l i n e  of costs and b e n e f i t s  

a n a l y s i s ,  p a r t i c u l a r l y  those r e g u l a t i o n s  

which have  been d e s i g n e d  to  d e a l  w i t h  

h e a l t h ,  s a f e t y ,  and t h e  environment .  

9 .  Cont inue  F e d e r a l  management-labor cooperative 

programs f o r  upgrad ing  t h e  s k i l l s  of t h e  

l a b o r  force w i t h  added emphas is  t o  s e r v i c e  

t r a d e s  which now make up 60 p e r c e n t  of 

t h e  t o t a l  labor f o r c e  and which i s  e x p e c t e d  

t o  grow to  75 p e r c e n t  by  t h e  end of t h e  

c e n t u r y .  

10.  And, f i n a l l y ,  t h e  F e d e r a l  Government s h o u l d  

accelerate its e f f o r t s  t o  measure and 

improve p r o d u c t i v i t y  w i t h i n  t h e  F e d e r a l  

Government and t a k e  a s t r o n g  l e a d e r s h i p  

role  i n  a s s i s t i n g  S ta t e  and loca l  

governments  t o  reduce  t h e i r  costs t h r o u g h  
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improved p r o d u c t i v i t y .  A r e c e n t  s tudy  

estimates t h a t  20 t o  30 p e r c e n t  of S ta te  

and local government  employment growth  

between 1967 and 1976 r e s u l t e d  f r o m  l o w  1 

p r o d u c t i v i t y .  Underscor ing  t h e  importance 

of t h i s  p o i n t  i s  t h e  f a c t  t h a t  S t a t e  

and local governments  now employ 80 

p e r c e n t  of a l l  government  employees in t h e  

Na t ion .  

The F e d e r a l  p r o d u c t i v i t y  e f f o r t  s h o u l d  be l e d  by a 

N a t i o n a l  P r o d u c t i v i t y  Counc il c o n s  i s  t i n g  of repre s e n  ta- 

t i v e s  of selected F e d e r a l  a g e n c i e s  hav ing  p r o d u c t i v i t y  

r e l a t e d  m i s s i o n s .  I have  recommended t h a t  it be c h a i r e d  

by t h e  S e c r e t a r i e s  of C o m m e r c e  and Labor, not the O f f i c e  

of Management and Budget ,  a s  p l anned .  T h e r e  s h o u l d  also 

be a n  e x t e r n a l  a d v i s o r y  g r o u p  r e p o r t i n g  t o  t h e  C o u n c i l  

made u p  of r e p r e s e n t a t i v e s  from i n d u s t r y ,  l a b o r ,  and t h e  

g e n e r a l  p u b l i c .  The a d v i s o r y  g roup  would suggest to t h e  

Counc i l  pa r t i cu la r  p r o d u c t i v i t y  i s s u e s  t o  a d d r e s s ,  

I n  a d d i t i o n  t o  a p r o d u c t i v i t y  program, t h e r e  is also 

a need for  i n c r e a s e d  awareness  i n  all segments  of t h e  

p o p u l a t i o n  of t h e  magni tude  of our p r o d u c t i v i t y  problems, 

A t  a r e c e n t  c o n f e r e n c e  i n  N e w  York on  p r o d u c t i v i t y  and 

i n f l a t i o n ,  o v e r  200 b u s i n e s s  leaders a g r e e d  there is 

l i t t l e  a p p r e c i a t i o n  of the impor t ance  of p r o d u c t i v i t y .  
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I t  w a s  p o i n t e d  o u t  t h a t  b u s i n e s s  i s  m o r e  conce rned  w i t h  

steps t o  i n c r e a s e  p r o f i t s  i n  t h e  s h o r t  r u n  t h a n  a produc- 

t i v i t y  i n c r e a s e  which w i l l  d e t e r m i n e  p r o f i t s  i n  t h e  long 

run .  'Labor, l i k e w i s e ,  i s  more concerned  w i t h  s h o r t - t e r m  

wages t h a n  t h e  long-term c o m p e t i t i v e n e s s  o f  t h e i r  f i r m s  

and i n d u s t r i e s .  

I 

The s u c c e s s  of any  n a t i o n a l  e f f o r t  t o  improve 

p r o d u c t i v i t y  w i l l  depend o n  t h e  s u p p o r t  i t  receives 

f r o m  t h e  P r e s i d e n t ,  t h e  Congress ,  and t h e  p r i v a t e  sector 

and t h e  a w a r e n e s s  i t  c a n  d e v e l o p  t h r o u g h o u t  the Nation 

r e g a r d i n g  t h e  impor t ance  of p r o d u c t i v i t y  t o  o u r  economy, 

1 hope t h a t  you h e r e  t o d a y  r e c o g n i z e ,  a s  I do ,  how 

i m p o r t a n t  it is  fo r  government  and t h e  p r iva te  sector 

to work i n  closer u n i t y .  Any h o n e s t  a p p r a i s a l  of how 

America c r e a t e d  t h e  s t r o n g e s t  economy i n  t h e  wor ld  must 

c o n c l u d e  t h a t  t h i s  s u c c e s s  was a c h i e v e d  by pr iva te  and 

government  c o o p e r a t i o n .  

I n c i d e n t a l l y ,  p e r h a p s  o n e  of t h e  best examples  of 

t h i s  s u c c e s s  may be found by examining how t h e  Department 

of A g r i c u l t u r e  h a s  worked w i t h  American fariners t o  create 

t h e  m o s t  p r o d u c t i v e  a g r i - i n d u s t r y  i n  t h e  world. B y  

d e v e l o p i n g  j o i n t  mechanisms €or r u r a l  deve lopment ,  

r u r a l  e l e c t r i f i c a t i o n ,  world-wide m a r k e t i n g  and commodity 

programs,  p l u s  a h o s t  of o t h e r s  i n c l u d i n g  capi ta l  

f o r m a t i o n  and u n q u e s t i o n a b l y  t h e  m o s t  e f f e c t i v e  R&D base 

. .  
, - _  
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and t e c h n o l o g y  d i f f u s i o n  c h a n n e l s ,  U . S .  a g r i c u l t u r e  

n o t  o n l y  feeds America, b u t  a l s o  a major p o r t i o n  of t h e  

f ree  world. I n  f ac t ,  w e  see t h i s  model cop ied  o v e r  and 

o v e r  i n  o t h e r  n a t i o n s . w h i c h ,  i n  many i n s t a n c e s ,  have  
1’ 

expanded t h e  a p p l i c a t i o n  t o  t h e i r  m a n u f a c t u r i n g  base as  

w e l l .  N o  d o u b t  t h i s  h a s  c o n t r i b u t e d  t o  t h e i r  more 

advanced p r o d u c t i v i t y  growth  ra tes .  

C l e a r l y ,  t h e r e  is a good p r e c e d e n t  fo r  o u r  government  

t o  c o n t i n u e  t o  p r o v i d e  t h e  fraiaework and t h e  i n c e n t i v e s  

w i t h i n  which t h e  e n e r g i e s  of American know-how were 

u n l e a s h e d  and a l lowed  t o  a t t a i n  r e m a r k a b l e  s u c c e s s .  T h i s  

is t h e  p a r t n e r s h i p  t h a t  n e e d s  t o  b e  renewed to  improve 

o u r  p r o d u c t i v i t y  growth  and s t r e n g t h e n  o u r  economy. 

The simple b u t  basic p o i n t  n e e d s  t o  be b e t t e r  under- 

stood by all--price rises w i l l  SlOF? down i f  A m e r i c a  c a n  

g e t  a larger o u t p u t  of goods  and s e r v i c e s  from t h e  same 

or lower i n p u t  o f  l a b o r ,  c a p i t a l ,  and energy .  T h i s  

t r a n s l a t e s  i n t o  a h i g h e r  s t a n d a r d  of l i v i n g ,  more 

c o n p e t i t i v e n e s s  i n  i n t e r n a t i o n a l  m a r k e t s ,  and a s t r o n g e r  

economy. 

I t  is t h r o u g h  m e e t i n g s  l i k e  t h i s  t h a t  w e  c a n  help 

i n c r e a s e  awareness  and,  .I hope,  b e g i n  t o  rees tab l i sh  t h e  

p r i v a t e  s e c t o r / p u b l i c  sector p a r t n e r s h i p  w e  need. I 

hope you w i l l  take t h i s  message back t o  your f r i e n d s  

and associates. We have  no t i m e  t o  lose. 
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August 30, 1978 
CG- 73-340 

Mr. Gutmann 
Mr. Scantlebury 

iStgneaj E.B.S* 
Comptroller General 

Discussion Group 
on Product iv i ty  
Chicago, October 18 

The a t tached  I s  self-explanatory. It a l l  got s t a r t e d  by ny having s e n t  
Percy a copy of my Los Angeles speech before  the Society of Manufacturing 
Engineers which he placed i n  the  Congressional Record. 
asking m e  t o  c h a i r  one of t he  five discussion groups on the  subjec t  of 

You w i l l  no te  he is 

product iv i ty .  

Sometime i n  the  next couple of weeks, I would l i k e  t o  meet with you t o  
see what f u r t h e r  points  we might make on t h e  subjec t .  This sounds l i k e  a 
good audience t o  g e t  support of what w e  have been attempting t o  b r ing  about, 
namely more congressional and administration i n t e r e s t  i n  t h e  product iv i ty  
problem 

As you know, I'm scheduled t o  t e s t i f y  on September 14 before t h e  House 
Banking, Finance and Urban Af fa i r s  C o d t t e e  on productivity.  Perhaps this 
would be a good takeoff po in t  f o r  my remarks i n  Chicago. 

Attachment - Copy of 8/25/78 letter from Senator Charles E. Percy 




