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Los variados intentos gue en la Argentina se han efectuado en ma-

PRI

teria de regulacidn de precios y salarios por el Gobierno, han fracasado
toda vez gue han jm'p"licado controles estrictos -de precios y salarios. Mas
.aﬁ_n han creado sensibles }_nequidades a través de cambios .en los precios
" relatives en contra de las empresas sujetas a control; a favor de y los

gque pueden escapar del mismo. Ademas, ha habido desabastecimiento de los
bienes y servicios controlados; v, en importante medida, se puede pre$u¥
mir, que fueron los que eludieron los controles, 'Y no los . consumldores =
qulenes a la postre, resultarian beneficiados por dicho establécmlento

de prec:los maximos.
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del tema, efectuar aigunos comentarios sobre la aplicacidn de \éontroles - e

. Hemos creido convenlente, como una simple contribucid

EE.UU. - de Amerlca en 1971, con intencidn de reducir un brote 1nflac10nar10.

La experiencia se fundd® Juridicamente en una ley de estabilizacidn econdmi

ca (Economic Stabilization Act); y en su aplicacidn por el Poder Ejecutivo,

' . siendo presidente Richard Nixon, a través de la implementacién por un Con-
7 sejo de Costo de Vida (Cost at Living Council), en adelante "CCV". Se ane-

xa 81 texto original tomado para el estudio. {*)

1O -

K" 3 Como podra aprec;larse de la lectura del original; y, especialmente
de su Ultima se «cidn de conclusiones ("The Po’lirc':y Process" - pag. 82/83),
el proceso de formulacién de politica puede analizarse en dos niveles.
Primero, el Consejo de Costo de Vida, debid articular los amplios alcan-—
ces de su trai)ajo, conforme a determinaciones legales y reglamentarias.
Fundamentalmente determinar y definir la naturaleza del congelamiento y el
grado de restriccidn que imponia sobre la economia.

En esta tarea se avanzd con rapidez e intensidad, las politicas re=

sultantes apa:recieron como internamenie consistentes y otorgaban igual trea
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tamiento a todos los sectores aeila economia; eh otras-éa}abras:"gl modelo
cerraba". Adi&ionalmente se proveian 1os.principios generales péra guiar al
piblico en el cumplimiento del programa de estabilizacién.':"Esta primera ge
neracidén de politicas se refleja _con el entusiasmo del discurso del presi-
dente, cuando los controles fueron impuestos y la simple solucidn para hacer
los efectivos™. "Ninguna referencia fue hecha acerca de las enormes comple
Jjidades o inequidades individuales que podia general el "congelamiento". La
segunda generacidn de polftica , fueron determinaciones del "CCV" al encon—
trarse ante casos especificos, cada uno con sus propias complicaciones polit

ticas y cuestiones de equidad.

Los problemas tecnlcos fueron enormes en relac1on con la planta de

funcxonarlos. Adlclonalmente como tamblen se lee en la pagina 83 la difi-

cultad en sostener politicas generales uniformes crecia geométricamente en

la medida gue el congelamiento avanzaba.

Pox fltimo se afirma gue en términos de consistencia, rapidéz y res-
puesta a los objetivos generales del programa de estabilizacidn, las politi

cas probaron ser adecuadas a su propdsito,

Condicionamiento de los Resultados:

Las conclusiones del trabajo, si bien difieren para un anfilisis bos—
terior la generacidn de posibles probiemas de ajuste o equidad, parecen con-
centrar las dificultades a nivel de la implementaci®n del congelamiento, lo
gue estd ampliamente probado a lo largo del trabajo; pero, arrojam un Julclo
favorable, con respecto a una respuesta adecuada de las medidas a los propd-

sitos del programa de estabilizacifn.
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Este final - 1nesperadd'pero 1mportante, en ‘términos ‘de la expe—
riencia argentlna en materia de congelamlentos nos’ 11eva al andlisis de
dos tipos de ‘condicionamientos:

L}

I)- 1los del propio "congelamientc” segun fue apllcado en la exper1enc1a

T -

estadounidense en estudio; y ) ? i‘.,': _ .

- -

II)- los que emanan de los sistemas econdmicos diferentes de los EE.UU. -

de América y de ia Argentina

1)- Condicionamientos propiocs ‘del “congelamiento" estadounidense .

En primer luga setrabajé a nivel presidencial de los
E.E.U.U. (en Camp David} con rapidéz y "en secreto". filo involucrd que
politicas especificas y regulaciones detalladas no se habian elaborado
cuando el plan fue lanzado; pero, lo gque a nosotros nos parece muy impor
tante es el secreto, toda Qez gue no dio pie a expectativas gue pudieran
derivarse en 'Yemarcaciones anticipatarias . de 10 gue vendra". . Las diséu—

siones del programa en Camp David con el pfesidedté; trataron _acerca de

sus iniciativas econdmicas mé&s importantes; dando pequenia atencidn a las -

cuestiones de detalle.

50lo 2?2 decisicnes habidn sido resueltas Ppor decreto presidencial

(Executive order 11615, Federal Register, Vol. 36 (17/8/1971):

La primera consistia en la exclusidn de los productos de 1la agri-

cultura, no elaborados; 1la segunda fue la forma para la determinacidn de

\

los "techos" para salarios, precios y rentas.
\ -

La transcripcidn en el trabajo en anilisis del apartado a) incorpo

rado en la primera seccidn del decreto, nos revela la intencidn de "pre-
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ver todeo", "que nada gue no deba e5caparsé se escape”-, pretens;on ra

.
- e

zonable de 1mprobab1e cumpllmlento, segun lo demuestran multlples expe .

- - -4 . e 7
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riencias, incluso la que anallzamos .ahora (l)— iy

Se lee en la aludida norma: "Precios, rentas, sueldos y-salarios

seran establllzados por un periodo de 90 dias desde la fecha estableci-

r

: *da (15 8- 71}, a nlveles no mayores que los mids altos registrados en ~uﬁ' .
sustanc1a1 volumen de . traﬁsacc1ones reales de cada 1ndlv1duo, c0merc10,'7ﬁ
: firma v otra entidad de cualqu1er clase durante el periodo de 30 dias
., que termind el 14 de agosto de 1971 (o en 105'30 dlas 1nmediatos ante-
riores si no se'reqistraran transacciones én el lapso que'éoncluyé el 14
de agosto ) . Inmediatamente las normas se extienden a toda forma de
pagos de rentas, precios, o_salarios, a guien recibé los pagos:; y, a gquie

nes los efectian. -

Una tercera disposicidn emand del texto de la ley: el estableci-
miento no soloc de un “"techo®™ gino también de un "piso" para los salarios,
que.ho podian ser menores gue loé alcanzados el 25 de mayo de .1970. Asimié;
mo si los precios de uné'hercadefia habia dé&linaéo e;treiel 25 de mayé de
1970 y el dia de lavimposicién del c0nge1amien£o ‘el mayor precio seria el
determinante del “techo”". Esta iltima medida proteglaﬂi;“;;51élon de varios -
alimentos, 'cuyos precios habian bajado, desde el 25 de mayo de 1970.

Mas alla de lo hasta ahora agui seﬁélado; los elaboradores de la;poli~
tica ("Policy maker") no tuvieron otra guia que la indicacidn de " ssuprimir
la inflacifn”, en el sentido de que tenian amplios alcances enrla‘formulaciﬁn

i

(1) Estos encomillados son .nuestros .
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‘De alli que resulten de

da mayor 1mportanc1a, las medldas que,

‘en ausencia de dlrectlvas especificas ha adoptado el CCV articulando Pro

*

w

gr951vamente una c0mpren51va, -51ino - rlglda ap10x1mac1on a la politica re--

querida. ) Lot e w‘-' - T . :‘

aod

_Los criterios del Consejo - _ -

4l

" Son & nuestro juicio fundamentales para el andlisis de la poli-

tica. : ' P . _ N

1)2 que el"congelamiento" debia ser estrlcto Yy solo permitir minimos movi

mientos en salarios, precios y rentas-

La tendencia hacia la "intocabilidad" refleja los objetivos estrategi-

cos del .congelamiento. Es axiomatico gue la economia de EE.UU. de

América es altamente compleja y que todo esfuerzo para manejarla duran
. “te los 90 dias del congelamiento, podri. terminar fracasando. Al menos -

que rigurosas pOlltlcaS fueran aprecxadas significativos movimientos

.
. = e LRI —

. Se produc1r1an. Ello crearla, en el mejor de los casos, incredibilidad

cen el programa; en el peor, reduc1r1a el c0ngelam1ento ~'a una- nadexla 0

Consecuentemente, el objetivo operacional d€él congelamiento fuej provo-

car un dramitico impacto scbre la economia, poniendo un freno a cambios .

en precios y salarios (2) . - . - s

.

5i las presiones bajo la "tapa" fueran 1rrelevantes, habrla que presio- -
nar mas duro hasta determlnarla. Empero, esto no 51gn1f1ca que los ‘con
troles no fueran levantados sino hubiese una amenaza -de calamldad econo
mica. Durante el curso del c0ngelamlento se hicieron esfuerzés para am1

norar el efecto del régimen sobre la oferta de bienes vitales. -

(2)- La versidn en inglés es mds fuerte pues en vez de usar el sustantivo "freno"

emplean "tapa". (iid)}.-
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2)~ en la formulacién de la polftica se puso celo en mantener firmemente

uniformidad v consistencia.

Un congelamiento procura detener los pProcesos de ajuste gque tienen
lugar en el tiempo cuardo, por ejemplo, los rentistas modifican las
rentas que perciben por el alguiler de bienes, en funciéh de incre-
mentos en las tasas impositivas; .

Afin - a2 riesgo de algunas inequidades, dado el corto lapso de aplica-
cibn dgl congelamiento, se interpretd que, una severa restrieccidn _
de la equidad podria ser mejor lograda tratando con uniformidad a /
todos los operadores econdmicos. si se pPreodujeran casos de ineqﬁi~-
dades ellos serian mas bien :el- fin no querido detla ley, que 1la

consecuencia de juicios ligeros "de ‘los funcionarios.

La "uniformidad" y la "consistencia® devinieron asi en 1a defensa

general contra alegatos de desconformldad ¥ se eligieron en prin- .
e L TOWA N

cipios rectores en la formulacidn de la politica. & N
L3
. _? Blﬁﬂufhﬁ i’ "
; 0 Br. thenss 3
z &
. O\ Belgrans / .°
2) - se did.importancia.sustantiva. a-un requerimiento~de s ﬁlctgad‘gn Jﬁﬁ/

la naturaleza de normas y reglamentaclones. ﬂ§§hxmg;g#ﬁ¢/

.

Aparte de otras consideraciones, 1la simplicidad fue una necesidad ope

racional que rflejd el disefio de todo el programa.

Cuando el presidente pronuncid la imposicidn del congelamiento, puso
especial énfasis en sefalar que se'buscabaxeécencialmente "consenti-
miento voluntario” mias que una "compulsidn agresiva". No solo se tra
taba de una necesidad técnica, sino que también se relacionaba con la
relativa modestia cuantitativa del "staff" y la corta duracidn del'cqg

gelamiento,
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. chho consentlmlento voluntarlo requerla demla compren51on, a nlvel

S e S, R " —

.'f"* re

popular de las reglas de Juego y para ello 1as reglas deDen ser - &

,.,

sencillas, "No deberlan pues enfatizar con51derac1ones sobre situa™

ciones partlculares;-y en cambio, 1nd1car medldas generales ("genev

i P = * - N

ral standards”") de aplicacidn amplia. | e . . e

No escapa a la senciliéz buscada,la posibilidad 'de gue se preodujeran
ineguidades y. distorsiones té&cnicas; pero este defecto fﬁe transfor-
mado en una virtud desde gque el nivel de genefalidad -consistente. /
con la Senciile%J reforzara el deseo de consistencia. - -

Aungue algunos errores fueron cometidos,juna amplia politica fue de-
sarrollada en un corto lapso. Asi, reglas para casos de considera-
ble complejidad, pudieron ser contempladas desplles gque el impacto ini

cial del congelamiento habia pasado. | . _ s

La elaboracidn de medidas durante el "congelamiento” fue hecho con

rapidez algo desequilibrante. La mayor parte de ella fueron deter-

.minadas por el C.C.V. wen 1as;dos prlmeras Semanas de func1onam1eno.

Ello 51gn1f1c0 qgue algunas fueran propuestas por un’ 1nadecuado tra- -

o .

bajo: de los funcionarios.

El articulo en andlisis prosigue con decisiones importantes de
técnico e ilustrasimisme sobre algunos conflictesde objetivos con o-

dreas del Gobierno.

. : - < A
Sin embargo, nuestro trabajo concluye agul; no obstante y a

raiz de haber leido la totalidad del mismo, porgue, a nuestro juicio ya

se han reunido aspectos que permite aproximar conclusicnes referidas al

caso argentino.
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Ademas, el estudioso interesado en continuar la investigacién

podrd hacerlo,

leyendo el originai del trabajo gue se anexa.

II) Condicionantes en el caso argentino

En resumen los condicionantes de 1la apllcaclon del congelamien

to en Estados Unldos por 90 dias, desde el 15 de agosto de 1971 fueron los

siguientes:

oW o

wn
|

g8 -

Secreto (eliminacidn de expectativas)

Corto lapso de aplicaci®n. '

Ampiio aspecto de variables y sectores alcanzados.
Iﬁpronta - de rigidez en la aplicacidn, no exenta de flexibi-
lidad frente a eventuales amenazas de calamidad econdmica, que
no se produjo; y con referencia a aigunos precios de alimentos

vitales.

Bisgquedad de unidad y consistencia como premisas fundamentiles

fortalecidas con,

conciencia de la limitacidn de medios administrativos, que al

favorecer la adopcidn de simplicidad en la implementacidn del

programa,

=" facilitd el logro del consentimiento social voluntario que se

necesitaba,a partir de la facilidad con que pudieron ser asi
miladas las reglas del juego y

Diferimiento para un lapso posterior al del "shock” del conge
lamiento y la adopcidn de normas para €asos .excepcionales, en
que,la generalidad debiera ceder, -ante la equidad relaciona
da con efectos no deseados, de grave posible repercusidn en el

sistema econfmico.
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La experiéncia argengina, salvo la mds reciente es'decir, la_
que aplica la actual conduceidn econdmica y la"tregua” de.l§79 no se refi-
rib a cortos lapsos de aplicacién. En ninguna oportunidéd.se cumplid el
secreto, con gque se roded el momento de la decisidn de empezar; y, el aspec
to de variables y sectores alcanzados no fue, ni en los hechos ni formalmen—
te,tan amplio en el caso argentino. La disciplina en la aplicacidn aparece
directamente relacionada con la corta duracidn del programa. La biisquedad
‘de unidad y consistencia no ha procurado en la Argentina el logro de consen
‘timiento colectivo, por lo gue tampoco hubo esmero en qué se asumiera, a
nivel popular la convicciSn que facilitara el conocimiento de sencillas re—
glas de juego por parte de la sociedad. Finalmente, se discute -de conti-

» ™ao, con los sectores controlados, sin gue se goze por parte del gobierné
y de la sociedad, en el corto lapso que depara el asombro de la sorpresa,
alcance v efectividad politica a nivel social, del programa lanzado. Debie-
ra ademas analizarse si las excepciones gue otorga la autoridad de aplicacidn, .
se relacionan con ia gravedad de la aplicacidn de las medidas en el orden ge

neral

Buenos Aires, 9 de agosto de 1984,

(*) La experiencia fue tomada del libro "In pursuit of price Stability" cu-
YO autor es Arnold R. Weberx. The Brooking Institution - Washington,lé73.
La fotocopia de la parte que se creyb pertinente fue tomada en vista de

que en el libro no se menciona prohibicidn alguna.para hacérlo.



i

o hcaha il

oAb, m&wwmwwuw P

Setting Policy: First Principles

The strategic decision to impose a wage-price frecze was made in the con-
teat of an overall plan for dealing with current economic problems. Beyond
» this basic detepmination, however, the Cost of Living Council began its
task with a nearly clean slate. Because of the short time available for plan-
ning aud the secretive manacr in which the r=w economic policy had taken
shape, no specific pelicies or detailed regulations had been drafted when
the frecze was anpounced. Indeed, even though the freeze went into effect
{he night of August 15, the executive order which gave the program its
rmal legal status was oot signed until late on August 16. The discussion
of the program at the Camp David meeting had focused primarily on the
major elcments of the President's cconomic initiatives and had given little
attention to operational details. , : '
Ouly two policies had been determined by statute or executive order
‘when the freeze commenced. The first provided for the exemption of raw
agricyltural products.- The second policy established the general formula
for determining thc._c'e.il'iﬁgs on wages, prices, and rents. This one stiver of
detailed policy, ihcbr'ﬁoratcd in the first section of the executive order,
stated: ’

(a) Prices; rents, wagss, and salaries shall be stabilized for 2 period of 90
days from the date bereof at levels mot grefiter than the highest of those pertain-
ing to a substantial volume of actual transactions by each individual, business,
firrn, or olher entily of aay kiad during the 30-day peried ending August 14,

1911, for ke of similar commodities or services, 1f no transactions occurred in
{hat period, the ceiling will be the highest pricé, fent, selary, of wage in the

“hearest -dov penod in

K ! which transactions did occur. No person
.ah:ﬂ.l charge, assess, OF receive

srindirectly in any tramsaction prices of
-eats in any form higher than those permitted hereunder, and no person shall,
directly or indirectly, pay or agree to pay in any {ransaction wages or salaries in
apy form, or to use any mcans to obtain payment of wages and salaries in any
form, higher than thosé permitted hereunder, whether by retroactive increase
or otherwise. ' :

A third policy, in effect, established a floor as well as a ceiling price ot
e T * —— ) L] . .
wage. Thatis, under the terms of the Economic Stabilization Act, price and

1. Executive Order 11618, Federal 'Eicg:"srer. Yol. 36 (August 17, 1971}, . 15727,

50
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wage ceilings could not be less than the levels that prevailed on May 235,
1970. If the price of a commedity had declincd between May 25, 1974,
and the date of the imposition of the freezc,_ga_c_l"_jigﬂg_pricc was duter-
minate in fixing the cciling. This provision was apparcnll_},r_inu_oduééd H

'Wmon of varioiis food products whose prices hod
dropped since May 25, 1970 '

~ The fact that the policy makers had little gutdance other thaa the
admonition to suppress inflation meant that they had wide latituce in

formulating the principles that would govern the freeze. In the absence of

;" specific dircetives, the Cost of Living Council progressively articulated a

. comprehensive, if not rigid, approach to policy making.
.  First, there was a general agreement within CL.C that the frecze should
" be Suingent and should pemit only mirimal MveHerL B SaGes L
Snd rents, This peachant for “toughness™ e ccled the strategic objectives
of the freeze. The purpose of the frecze was not to explore ot to manipulate
subtle interrelations between economtic variables. I_L_:_IS_.Q._Q:_LES_!}__I | to gote that

_+ ihe American economy is highly complex, and aay effort to “inan age” it
i during the 5

My frecze period was likely to fail. Morcover, the forward
«* nature of many commitments and transactions created a ponderous me-
' mcnmm in the movement of prices and wages. Unless rigorous policies
‘were broadly applied sinmﬁcaﬂmevemm%‘igzs,a@_wagesgpuld
- continue to occur. At the Ieast, this development would perceptibly impair
the credibility of the freeze, At the worst, it would reduce the freeze to a
. watery nullity. Consequently, the_operational objective of the freeze was
, kwwwﬂ_ﬁd -on wage and
_ price changes.
) " If the pressures under the lid were unrelicved, the approptiate reaction
- would be to press harder rather than finding ways to veni this pressire.
t " This approach did vot mean that the controllers wouid be uprelenting zven
- “if economic calamity threntcg_cdww?_ﬁqs

w. "% an efiort to monitor the Imps i le vital com-
S S A e s s 0 -,

! ‘o modities; Nonetheless, the Cost of Living Council accepted the dictum that
< [ . for 90 days it was: mofeimportant (o reserve the integrity of the freere

. 7} S . L ) T . - 3 0
o gﬁ than to rectily marginal distortions In resource aliocatioft.
4

m_ﬂlc process of policy Fformulation was carried forth with a
' ggaﬁ_mg_:én_ce?ﬁ for.cinsistency. It was re Nized from the outset of te
“treeze that such a prograd would be inherently inequitable for some indi- .
v viduals. A freeze literally:sgeks to stop the processes of economic adjustd
5&, 'Mkb place over time, 25 when 2 landlord raises rents to cover
P = -

h‘ T

;\‘;‘;
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. 4. The Definition of the Unit for Caleulating Transactions. The defini-
t

IN PURSUIT OF PRICE STARBRILITY

ments was essentially the same for wages, prices, and rent and that a com-
mon rule should be established as a matter both of fairness and of political
prudence. Ultimately, the council adopted a uniform approach to labor,
comimadity, and rental housing transactions by promulgating a “delivered”
goods and services concept. This mcant that a transaction had not taken

place unless the employees actually had worked at the higher rate, the
rental unit had been occupied, or the goods had been shipped by the scller.
“This approach effectively suspended wage and rent increases scheduled to

be instituted during the frecze. Similarly, most companies could not charge

the planned higher prices because they had not actually shipped 10 percent
of their goods at this new price in the 30-day period prior to August 15.
The ban was maintained even though bills.of sale specifying the higher
prices had been sigued before the freeze.. '

ton cf the unit which administrators would use in calculating transactions
buttressed the restraints that had been laid down when interpreting “a sub-
Staniial volume of transactions.” It was important to forestall any aggrepa-
tion or selection of units that would raise the wage of price ceilings above
the level that otherwise would be permitted by cumulating 10 percent of
the transactions within a single established unit. For instance, a national

retail chain might seck to raise the price of a particular commodity to the

highest level that prevailed in any individual market area before the freeze
even though local pricing arcas bad been recognized by company execu-

tives in the past.
Although the unit for calculating transactions was nuver compreben-
'sivcly defined, the general principle adopted was to use themost Limited
unit that could be identified on the basis of established practices at the time
that the freeze was imposed. In this manncr, the unit calculating trans-
actions in the product market generally was limited to the individual plant
or retwil outlet unless it could be dem d that broa its such as
¢ firm or a regional market arca were traditionally employed. Similarly,

was the contractual or administrative unit defined by past practice. This

A e unit of transaction for the determination of wage and salary ceilings
A

might be company-wide, plant-wide, or related to particular occupational
groups. : ' .

" In thé case of teachers, the individual teacher was considered to be the
unit of transaction because the scheduling and nature of his or her activities
are usually determined by the terms of an individual contract. In addition,
the use of this extremely narrow unit of transaction blocked efforts to win

\

SETTING POLICY : 59

higher wages for all teachers in a particutar school district on the grounds

- that a few had started to work at higher salary lcvels there in the weeks
“immediately preceding the imposition of the frecze. As indicated else-
where, the consequences of this ruling were extremely controversial and
precipitated complicated legal proceedings in various state and federal
courts. Nevertheless, the technical definition of the unit of transaction in
this case was consistent with the political judgment that so large and visible
& group as teachers should not be insulated from the frecze because of the
unique nature and timing of the employment relationship:

A special unit-by-unit rule was applied to rental housing. Under this
provision, each apartment was considered a unit in ils own right for pur-
poses of defining the appropriate base period and ceiling price. This inter-
pretation was highly restrictive and meant, for example, that if a landlord
had raised the rental on nine out of ten apartments in an aparlment com-
piex before the freeze, this would not provide a legal basis for increasing
the rent in the remaining, tenth apartment. In effect, the actual rent that

© "vas paid on the apartment in the base period preceding the freeze became

the applicable price during the freeze.
This stringent approach to the determination of rental transaction units
reflected several considerations. First, there was an appreciation of the

* - keen political sensitivity to increases in rent. Although rent constituted only
.5 percent of the consumer price index, this charee was a substantial pro-

portion of the monthly expenditures of those who did not own their own
residences. Second, the unit-by-unit rule had been.applied during World
War I1. Thigd} the formal justification for this principle was the contention
that each rental unit was distinctive and therefore constituted a separate
“product.” The unit-by-unit rule was subjected to legal challenge in the

~ courts but was uphcld in several cases.*

5. The Definition of Allowable Pass-Through of Cost Increases. The
recze had its most forceful effect on those enterprises which incurred ris-
ing costs before priece adjustments could be made and in cases in which the
price of uncontrolled items such as raw agricultural products had risen
after August 15, The obvious effcct of these increases in costs was to nar-
row profit margins. Anguished petitions for relief were soon forthcoming

4. The leading case was United States v. Lieb, 333 F. Supp. 424 (W.D. Tex.
1971}, The status of the unit-by-unit rule was affirmed by the Temporary Emerpency
Court of Appeals, 462 F.2d 1161 (1972), TECA baving been established to handle
cases arising under the stabilization program. The Lieb case involved a suit initjated
during the freeze, o v
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Setting Policy: First ?ﬁnciplés_

The strategic decision to impose a wage-price frecze was made io the con-

T

teat of an overall plan for dealing with cursent economic problems. Beyond Y
this basic determination, however, the Cost of Living Council began its 4

task with a nearly clean slate. Because of the short time available for plan- '
ping aud the secretive manner in which the raw economic policy had taken
shape, no specific policies or detailed regulations bad been drafted when
the freeze was annouvnced. Indeed, even though the freeze went into effect -
on the night of August 15, the executive order which gave the program its*
formal legal stats was not signed until late on August 16. The discussion
.f the program at the Camp David meeting had focused primarily on the
major elcmenis of the President’s cconomic initiatives and had given little
attention to operational details. '

Ounly two policies had béen deternined by statute or executive order - W

when the freeze commenced. The first provided for the exemption of raw
;grwg;y}e second policy established the general formula
for determining the ceilings on wages, prices, and rents. This one sliver of
detailed policy, inc0r'55§;atcd in the first section of the executive order,

stated: g ) : .

{a) Prices, reats, wag{:;;‘, and salarics shall be stabilized for 2 period of 50

days from the date bereof at levels not grehiter than the highest of those pertain- ¥ -

ing to a substantial volume of actual transactions by each individual, business,
firme, or other entity of apy kind during the 30-day period ending August 14,
187}, for li
w,_tgif%gg will be the highest prick, rent, salary, or wage in the ™
fearest preceding - -dav period in which transactions did occur. No person
shall charge, ussess, of receive dircclly OF inGircctly 1 any transaction prices of
rents in oy form higker than those permitted hereunder, and no person shall,
‘!irccrly_ or indirecily, pay or agree to pay in any transaction wages or salaries in
any form, or (0 use any mnieans 10 obtain payment of wages and salaries in any
form, higher than those permitted hereunder, whetber by retroactive increase
or otherwise.? T -

A third policy, in effect, established a floor as well as a ceiling price or
wage, Thatis, under the.terms of the Economic Stabilization Act, price and

-~

{. Exccutive Order 11615, Fedzral Register, Vol. 36 (August 17, 1971), p. 15727,
50
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wage ceilings could not be less than the levels that prevailed on May 23,
1970. If the price of a commedity had declined betwzen May 25, 1970,
and the date of the imposition of the fresze, the higher price was deter-
minate in fixing the cciling. This provision was apparently introduced in
Emmﬁon of varjous food products whose prices had
dropped since May 25, 1970. '
The fact that the policy makers had litle guidance other than the
admnonition to suppress infiation meant that they had wide latitude in
formulating the principles that would govern the freeze. In the absence of
specific dircctives, the Cost of Living Council progressively articulated a
comprehensive, if not rigid, approach to policy making.

-

First, there was a general agreement within CLC that the irecze should
hat the trecze 2RO

be ‘s:t‘r'i—ngent and should permit only minimal movement in wages, prices,
s rens This penchant for "ToVEhAGSsFeflocted the strategic ObjeCives
of the freeze. The purpose of the freeze was not to expiore or 1o manipulats
subtle jnterrelations between cconomic variables. Itis a truism to sots that
the Afmerican economy is highly complex, and any effort to “manage” i
d"d\;':i‘ng,thc GU-day trecze period was likely to fail. Moreover, the forward
nature.of many commitments and transactions created 2 ponderous mo-
mentum in the movement of prices and wages. Unless rigorous policies
were broad’fx aggiiedﬂgmlmmmmuﬂggs would
continue to occur. At the least, this development would perceptibly impair
the credibility of the freeze. At the worst, it would reduce the freeze to a

watery nullity, Consequently, the operational objective of the frecze was _

to have a dramatic impact on the_ecopomy by putting a }id-on wage and
p}ice changes.

If the pressures under the hid were vnrelicved, the appropriate reaction
would be to press harder rather than finding ways to veni this pressurc.
This approach did not mean that the controilers wouid be upreleniing :ven
if economic calamity threatened. During the couise of the freeze thers was
an effort to monjtor the imp le supply of vital com-
modities, Nonetheless, the Cost of Living Council accepted the dictum that
for 90 days it was morc important 10 preserve the integrity of the freeze
than to rectify marginal distortions in resource aliocatiorl.

Secortd, the process of policy formulation was carried forth with a
zgalﬁ_\ggoncem for consistency. It was recoguized from the outset of the
“freeze that such a Qroncrﬂwumm%Wi-
viduals, A freeze literally sgeks to stop the processes of economic adjust-

ment which take place over time, as when 2 landlord raises rents to caver

W et
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Ls8 o, IN PURSUIT OF PRICE STABILITY
ments was essentially the same for wages, prices, and rent and that a com-
mon rule should be established as a matter both of fairness and of political
prudence. Ultimately, the council adopted a uniform approach to labor,
comunodity, and rental bousing transactions by promulgating a “delivered”

\ goods and services concept. This nicant that a transaction had not taken

placc_unless the employces actually had worked at the higher rate, the

« reatal unit had been occupied, or the goods had been shipm:d by the seller,

This approach effectively suspeaded wage and rent increases scheduled to

4 Dbeinstituted during the frecze. Similarly, most companies could not charge
the planned higher prices because they had not actually shipped 10 percent
of their goods at this new price in the 30-day period prior to August 15.
The ban was mzintained even though bills-of sale specifying the higher
prices had been signed before the freeze.,

4. The Definition of the Unit for Calculating Transactions, The defini-

nt of the unit which administrators would use in calculating transactions
Luitressed the restraints that had been laid down when interpreting *a sub-
Stanijil volume of transactions.” It was important to forestall any aggrega-
tion or selection of units that would raise the wage or price ceilings above
the level that otherwise would be permitted by cumulating 10 percent of
the transactions within a single established unit. For instance, a national
retail chain might seck to raise the price of a particular commadity to the
highest level that prevailed in any individual market area before the freeze
even though local pricing arcas had been recognized by company execu-
tives in the past. '

Adthough the unit for caleulating transactions was ncver.comprehen-

Asively defined, the general principle adopted was to use t}lw

unit that could be identified on the basis of established practices at the timé

that the frecze was imposed. In this manner, the unit for calculating trans-

actions in the product market gencrally was limited to the individual plant

or tetall outlet unless it could be dem d_that bro its such as

e firm or a regional marcket arca were traditionally employed. Similazly,
/\4 unit of transaction for the determination of wage and salary ceilings
]

|was the contractual or administrative unit defined by past practice, This
! ¥ might be company-wide, plant-wide, or related to particular occupational
I groups. - o :

In the case of teachers, the individual teacher was considered to be the
unit of transaction because the scheduling and nature of his or her activities
are usually determined by the ferms of an‘individual contract.'In addition,
the use of this extremely narrow unit of transaction blocked efforts to win

SETTING POLICY : 59

higher wages for all teachers in a particutar school district on the grounds

- that a few had started to work at higher salary levels there in the weeks

hnmediately preceding the imposition of the frecze. As indicated elsc-
vihere, the consequences of this ruling were extremely controversial and
precipitated complicated legal procecdings in various state and federal
courts. Nevertheless, the technical definition of the unit of transaction in
this case was consistent with the political judgment that so large and visible
a group as teachers should not be insulated from the frecze because of the
unique nature and timing of the employment relationship:

A special unit-by-unit rule was applied to rental housing. Under this
Frovision, cach apartment was considered a unit io its own right for pur-
poses of defining the appropriate base period and ceiling price. This inter-
pretation was highly restrictive and meant, for example, that if a landlord
had raised the rental on ninc out of ten apartments in an apartment com-
plex before the freeze, this would not provide a legal basis for increasing
the rent in the remaining, tenth apartment. In effect, the actual rent that
was paid on the apartment in the base period preceding the freeze became
the applicable price during the freeze. :

This stringent approach to the determination of rental transaction units
reflected several considerations. First, there was an appreciation of the

- keen political scnsitivity to increases in rent. Although rent constimtcd'dﬁly
."5 percent of the consumer price index, this charec was a substantial pro-

portion of the monthly expenditures of those who did ngt own their gwn
residences. Second, the unit-by-unit rule had been applicd. during World
War IL Third the formal justification for this principle was the contention
that each rental unit was distinctive and therefore constituted a separate
“product.” The unit-by-unit rule was subjected to legal challenge in the
courts but was upheld in several cases. i

5. The Definition of Allowable Pass-Through of Cost Increases. The

frecze had its most forceful effect on those enterprises which incurred ris-

ing costs before price adjustments could be made and in cases in which the
price of uncontrolled items such as raw agricultiral products had risen
after August 15. The obvious cffect of these increases in costs was to nar-
row profit margins. Anguished petitions for relicf were soon forthcoming

4. The leading case was United States v. Lieb, 333 F. Supp. 424 (W.D. Tex.
1971). The status of the unit-by-unit rule was affirmed by the Temporary Emergency
Court of Appeals, 462 F.2d 1161 (1972), TECA having been established to handle

cases arising under the stabilization program. The Lieb case involved a suit initiated

during the freeze.
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a bona fide promotion, if an employec had completed prescribed educa-
tional requirements or an apprentice program, or if increased contributions
for fringe benefit programs were paid to cover higher costs without a
change in the benefit levels.

Overall, the basic policies governing the freeze imposed formidable
restraints on upward price and wage movements during the freeze. The
concept of a transaction and the determination of the base period sharply
minimized the discretion of most businesses in their wage and price deci-
sions. The general prohibition of cost pass-through meant that no weight
would be given to changing economic conditions. The exceptions made to
these rules provided for only limited adjustments, and they had to be based
on demonstrable historical practices, Other special circumstances, such as
an increase in costs because of higher taxes, because of safety or ecological
standards imposed by the government, or because of rising prices for raw
materials, were all explicitly disallowed as a basis for exception. For 90
days the economy would function within the narrow boundarios defined by
these fundamental policies. L

o
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Setting Policy: Second Principles

The policies .formutated by the Cost of Living Council were not self-
cffectuating. Rather, they established general guides to administration in
particular cases. It is axiomatic that the American CCONCIMY encompasses
a _coni[:nlcxit;,r of special circumstances that cannot be accommodated by
broad statements of policy. As the 90-day period progressed, the problems
of interpretation and administration became increasingly varied, if not
arcane, and complex reasoning often became necessary (o preserve the

overall integrity of the basic policies. Whereas in the first month of the -

cze the Cost of Living Council had to determine the extent to which
seasonal factors would modify the basic policy governing the definition of
the base period, by the middle of October the CLC staff was giving sober
consideration to whether or not Halloween candy adorned with a special
wrapper met the requirements of the scasonality rule. And once a policy
was adopied permitting the limited pass-through of an import surcharge,
the council had to decide whether the added dollac volume of sales per-’
mitted by this pass-through could be used in caleulaiing salesmen's com-
nissions or rental charges for retail stores which were based on sales
volume.

As an administrative reality; it was impoSsible to formulate and apply
policies only at ihe general level; inevitably, the momentum of controls and
the cumulative occurrence of special situations forced the policy makers
and staff to give attention to the trees in order to preserve the forest, It is
true, of course, that the fate of the Republic or even the outcome of the
battle against infation did not hinge upon whether or not Halloween candy

&[iﬁcd under the seasonality rule or whether cucumbers are a raw or

cessed agriculiural product, But for those who produced and sold

Halloween candy or cucumbers, these decisions had a profound financial _

effect and warranted serious attention, U ike. other Macro-econqmic
policies, controls must give consideratiorg to specific cases and the due
process that this implies. / ‘
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LI

Definition and Identification

3

The first set of administrative problems involved questions of definition
and {dentification. Although the operational concept of a “wage” or a
“price” was broadly conceived from the outset, specific cases soon pro-
liferated that were not obviously covered by the existing definitions. When
one university was blocked from giving a scheduled salary increase, it
offered to provide faculty members with interest-free loans instead. These

interest-free loans were subsequently ruled to be wagés and therefors could

not be extended under the terms of T .

Equally exotic eascs arose on the price side. One firm was proscribed
from raising the deposit or down payment on the purchase of a commodity

on the grounds that this action constituted an increase in price. More con-

troversial was a determination that municipai charges for water and sewer-
age services were a “price” and therefore could not be increased dL{r\i'hg_tIfe
freeze. Local practices in defraying the costs of such services varied widely.
I'n some municipalitics, the costs were paid from general tax funds: in other
cascs, individual charges were made for services on (he basis of use.

The Cost of Living Council adopted a literal approach to determining

whether or not a price was involved. Where a_fee for the service was

charged, this was considered to be a price and could not be increased. On
the other hand, if the services were financed through taxcs, taxes could
be raised to cover increased costs or to generate additional revenues. Al-
T —— 0 : .

though some philosophical argument could be made that taxes constituted
a form of a price, a “price” was presumed to exist for purposes of the
stabilization program only in relation to the specific purchase of a good or

. aservice and only where the incidence of the charge was to an individual or

cotporate user. This distinction was not casily perceived by the public, and
throughout the freeze the Cost of Living Counci ived a steady stream
of complaints calling for the applicatio he freeze to taxes,

In a similar case, the state of Pennsylvania had passed a law requiring
all persons who purchased liquor to have an identification card. A flat
dollar charge was to be paid for the identification card. A complaint was
lodged alleging that the institution of a charge for the identification card
constituted the imposition of a price where no charge had been made in the
past. The Cost of Living Council staff backed out of this corner by classify-
ing the identification card as a “license” designed to regulate the consump-

1 . .
1
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tion of alcoholic beverages by particular classes of the populationlrather
than a “price” for a service. Thus taxes and licfcnse fef:s were ouLs:fic the
scope of regulation, while fees charged for specific services were subject to
limitation.

Armbiguities had to be 1esolved in the rental area also. For example,
owners of cooperative or condominium apartments usually pay monthly
charges to cover costs associated with the general maintenance of t_he
builduing. In many instances, these monthly charpes were scheduled to in-
crease during the 30-day period. If these charges were viewed as compara-
blé to rent, the increases clearly could be prohibited by the terms of the
frezze. Ho’wever, the particular form of ownership in a cooperat_ive or
condominium meant that these maintenance charges were, in effect, operat-
ing costs incurred by the individual owners. Consequently, they were ex-
en;pted from the freeze. More subtly, when the condominiljlm Iw.as managed
byl azent, the agent's charges levied on the owners of individual ap‘art-
oy 3 \:cr-: irozen, whereas the charges incurred for maintenance services
could be increased. In sirictly cconomic terms, the distinction between
mainlznance services and management services is difficult to defend, if not
to {athom. Nonetheless, this distinction bowed to the legal nit?faties of the
situation white assuaging condominiure ownerswho incvitably believed
that they should receive the best of both worlds.

The diffzrence in the rules applicable to prices and rents lent consider-
able significance to rulings on whether a charge was identified as a price or
a rcnta:i fee. As noted above, prices were subject to the 10 percent rule in
determining a substantial volume of transactions, while the rent ceilings
;x'erc establishcd on a unit-by-unit basis. Bothi analytically and admin-
istratively, the problem of deciding which rule applied was particularly
troublesome if lodging was intertwined with other services. This issue
arosc in two importani categoiies of cases: charges for hospital rooms
and charges for room and board as part of college tuition.

Analytically, some part of the total charge for a hospital room goces for
th m itself, and another part is related to the medical services and over-
head asscciated with the room. It was technically possibie to segregate the
housing costs from the medical costs and to apply the reatal rules to .thc
former and the rule governing prices to the latter. Any penchant for Pur:s‘m
was quickly overwhelmed, however, by the predictable admmiﬁr‘att\fe dif-
ficultics. In addition, estimates of the distribution of costs clearly indicated
that a prepondcrani proportion of the charge for a hospital foom was for
medical services rather than lodging. Accordingly, hospitaliroom charges

Y
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were classified as a price and therefore were covered by the applicable
rules. '

The problem of dealing with coliege room and board charges was com-
plicated by the Cost of Living Council’s earlier ruling on college tuition. It
will be recalied that colleges generally were permitted to raise tuition even
though the educational services had not been delivered. Here the reasoning
was that through the conveyance of a deposit a transaction had been com-
pleted before the new school year commenced. The Cost of Living Council
glumly recognized that it was bound by a policy that was awkward at best
and inconsistent with the general transaction rule. This unease was ac-
centuated when trying to distinguish between room and board fees in
dermitorics operated by the educational institution and the rents charged
for student housing units operated by ageats or private owners. Under the
rules applicable to residences in general, the rents could not be raised if a
unit had not been occupied at the higher rate. However, if dormitory fces
were treated like tuition charges, the payment of a deposit would have been
sufficicnt to consummate a “tragsaction,” thereby permitting the higher
rate to become effective. After considerable bureaucratic rwﬂlli_rlg, the
CLC staff attempted to straddle the issue. If the dormitofy or housing
facility was opcrated by tm or university and if a deposit had been
provided by the student before the freeze, then the higher charge could go
into effect. If the housing unit was owned or operated by a private party,
then the unit-by-unit rule governing other renta) propertics was applicable.
Inteflectually, this distinction made littie sense; but it did serve to preserve
a narrow coasistency with the initial ruling concerning tuition and pre-
served any goodwill that had been created with college administrators
through the carlier determination. i ‘

An analogous problem arose i‘h determining the status of “points”
charged for obtaining a mortgage. Under this widespread practice a flat
charge, based on a percentage of the mortgage, was levied on the borrower,
Numerous complaints were received that lending institutions had raised the
pefcentagc rate for these charges. If the points were viewed as a price, they

were frozen at pre-existing levels: if they were considered to be a com-
ponent of the actual interest on the loan, they were ej(c“mpled. In this case,
the council staff followed obvious economic logic and classified such peints
asEHMMMCMOIS. T

In addition to the extremely detailed problems of trying to disentangle
joint products or services, the Cost of Living Council had to make atrost
metaphysical judgments concerning ‘certain phenomena. that were easily

o R .
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understood in principle but extremely ‘.bstrusc in application. For example,
council regulations specified that when a “new product” was offered for
sale the ceiling would be deterinincd by the price “realized on the same or
_comparable preduct or service by thc most nearly comparable competi-
tor.”t A parallel concept was used in dealing with new apartments and
family housing units. »

Though this principle was simple in concept, its administrative feasi-

- bility was determined by the definition of a “new product.” After a wide
2 search of the litecature and consultation with industry representatives, the -

CLC staff affirmed that “‘a product or. service is new if it is substantially
different from omewﬂw
nology or if its use results in a substantially different outcome. "2 Obviously,
so abstract a definition would have to be refined as it, was applied to specific
cascs. Nonetheless, the council was anxious to promulgatc some standard
in order to prevent systematic evasion of the price ceilings by allegations

t rticular product was new orsignifica m established |

| products. Because of the short duration of the freczc few cases of this
‘naturc arose, and the ambiguity in the definition was not ngorou'ily tested
or revealed. )

Even v.here definitional problems were minimal, thc process of admin-
istration (requently was complicated by questions of identification and data
collection. In this respect, at an early stage of the program, the Cost of®
Living Council ruled that futures contracts in commodities markets should
be subjzct to the freeze. Even though this decision could hardly be justificd
_ in economic terms, the step was taken to defend the administration against
charges that “speculators™ were free to reap profits durmg the freeze. Fol-

lowing this decision, CLC ryled that the ceiling price for futures contracts

would be determined by the spot prices tmmfwm
exchanees fof the particular commodity during thb ﬂw

fior to Aueust 15, 1971, Once this net was cast, the problem of imple-
mentation wos formidable. First, it had to be determined whether there
would be separate prices for individual traders or for the exchange in pen-
eral. Second, responsibility for computing the ce1lmg price had to be as-
signed. Third, if no spot. prices were available for the base period in the
. particular commodity at the individual exchange, what futures prices
‘would be applicable? - t

1. OEP Economic Smbi}'izatipn Circular 102 {October 20, 1971), sec. 402(2).

2, Ibid., sec. 401{1).
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Ultimately, operational answers were given to all of these questions, The
ruling was passed down that the ceiling price should be calculated on an
exchange-wide basis by the exchange itself; and if base period spot prices
were not available, the futures price that prevailed on the date nearcest the
beginning of the base period should be used to determine the ceiling, But
as thc program progressed, it was clear that the problems of obtainiag,

_classifying, and organizing the data were so great that no onc was quite

sure what the actual ceiling price she-1d be in an individual case. Like the
emperor's clothes, a fabric of regulatlons was spun out no matter how
vaporou‘tﬁc—lodl might be. : : '

1

Problems of Implementation

" The difficultics of identifying the cciling price for futures contracts was
indicative of a broader problem of administration. The comprehensive,

- coverage of the freeze dictated that the policics be equally comprehensive
" in scope. But in many instances it soon became obvious that effective con-

trol was a practical impossibility because of the nature of the commeoditics
under consideration or technical problems of enforcement beyond the
capabilitics of the existing staff. Thus commoditics sold at auction or sub-

" jectto compcuuvc{@fis were formally included in the frecze, Explicit rules

covering these cases were duly promuigated for the guidance of the public.”}
I-Iowcvar the tenuous nature of this action was illustrated by the rule stat-

“ing that the ce Mling price of a work of art was the price for the most * ‘com-

parabic work” sold in the base period. Nonetheless, the Cost of Living
Ceuncil sought to maintain the public fiction that such comumoditics were
su'F'—ﬁr/’%!ccttm'chmhon'ﬂle gencral stratcgy was to create sufficient restraint,
lt not uncertainty, so that the sellers would have a bias in favor of the status

- quo and lower prices rather than higher prices. It was almost an act of

whimsy when, in response to an JAmpassioned plea from the American
Philatelic Seciety, the council solemnm:nce of used stamps
bounht and sold by collectors was was subject to the price freeze and could not
be increased. Obviously, no effective mcasures could be taken to enforce
this strichure, _ S

In some instances, this combmatlon pﬂ {]goyeus policy formﬁlhnon and_
administrative evasion could not be susta fied, and spccxﬁc decisions had
to be made to resolve problems posed by the-initial policy judgment. For
example, although the communications and entertainment media had been

+
»
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excmpted from previous ventures in price control, they were covered by -

~ the 1971 stabilization cffort. In particular, the freeze was imposed shortly
before the onsct of the new television season when the networks were in
the process of determining the applicable advertising rates. To implement
the freeze, a judgment had to be made whether the cciling for advertising
rates was related to specific time periods or to individual programs as
priced in the fall of 1970. In practice, advertising rates reflccted the ex-
pected audience s-;le, which depended on both the time slot and the attrac-
tiveness of the specific program. Because the populdrit?'ﬁffnew program
was uncertain, the rate charged for it would ordinarily be influenced by the
time slot. On the other hand, a program with demonstrated drawing power
might command high rates in various time periods. ' ‘

. The formula adopted by the Cost of Living Council allowed the net-
W

orks a measure of discretion to take account of the fact that the comple-
mentary effects of a particular program and a particular time slot on the
expected zudience could not be preciscly determined. The network was

given an option in choosing the ceiling for advertising rates; if the program -

had played previously, the cciling could be either the rate charged for the
same program during the base period or the rate charged for the same time
siot during the base period, which could be modified by the scasonality rule
when applicable. Each network or station had to use cither the “program”
or “time slot” approach consistently in setting the rate schedule for estab-
lished programs. For new programs, the ceiling on adverlising rates was
set by the rate charged for the time slot last season. '
Perhaps the most conscquential problem of implementation involved the
seasonality rule. The application of this policy presented no administrative
- difficulties in well-defined, traditional cases such as Labor Day rates for
hotels and the introduction of new automobile models. In other situations,
however, eligibility for the Scasonality rule was not clear. The status of

b gt |

.apparel was particularly ambiguous. Again, the timing of the frecze had a

diréct impact on the prices that could be charged for new fall and winter
apparel coming on the market in Auvgust and September. New fashions
could qualify for the seasonality rule, but practice in the industry was suf-
ficiently varied so that a blanket ruling could not be made. Morcover, with
the introduction of the fall and winter styles taking place continuously
throughout the freeze, it was not possible to handle the problem in a once-
and-for-all manner. Consequently, except for dealing with a few flagrant
cases, only limited efforts were made to refine an? apply the scasonality

rule rigorously to the apparel trade. Both the incidence of consumer com-

Q‘th'."-:‘_’
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plaints and movements in the apparel component of the consumer price
‘index indicated that the inability to sharpen the application of the sea-
sonality rule resuited in price increascs that probably exceeded the amounts
that would have been permissible under a strict interpretation of the policy.

The varicty and complexity of collective bargaining practices also neces-
sitated mﬁﬁﬁﬁm policies concerning
nma_ga Increases. Under the transactions rule, a wage increase
was permissible under a collective bargaining agreement if the agreement
had bgw@mw. As a practical matter, the collective
bargaining process did not always lend itself to a definitive judgment of
when an agreement was actually “reached” for purposes of the stabilization
program. In the telephone industry, for example, an agrcement was
rcached between the Communications Workers of America and major
components of the Bell Telephone System on Monday, July 13. The
agrecrment could not be formally ratified until a referendum vote of the
union’s members had becn taken. The results of the referendum were not
announced until after the freeze had becn in effect. In another case, the
Screen Actors Guild had negotiated an agreement with the motion picture
firms in July 1971. However, the agrecment was not formally approved by
August 15 because a mail poll of the members, who were dispersed
throughout the world, was necessary.

In each situation, a formal determination had to be made whether, in
fact and in law, the agreement had been “reached” and was in cflect prior
to August 15. The Cost of Living Council used a rule of rcason such that if
a new contract had been agreed to by negotiation but had not been tech-

~ nically ratified, it was considered to have been reached. Following this ap-

proach, the wage increases negotiated by.the Communications Workers
and the Guild were approved.

Problems of Adjustment and Equity

In addition to problems of technical interpretation, the process of policy
implementation was conditioned by questions of adjustment and equity.

* Although the theory of the freeze posited an unremitting approach to pos-

sible price or wage increases, this position was impossible to Sustain on a
compiehensive basis. Even the most inflexible administrator was forced to
conce-e the need for adjustments because of past economic events or over-
whelming inequities. At the same time, there was, little disposition to ap-
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prove those changes in business practices which could be construed as
efforts to circumvent the general policics governing the stabilization pro-
gram. X

The limits of the freeze were teqted in determining thc extent to which
prices, wages, and rents could increase in accordance with established
formulae. In the insurance industey, rates hormally were adjusted on the

basis of actuarial expericute. Many employees were covered by compensa- .

tion plans whetc .y earnings fluctuated with output, sales, or profits, And
irf some public housing vnits, rents could be increased in 'tccor'da.nce with
.changes.in the tenant’s income.

v

As an extreme application of the freeze, any wage or pricc increases

under the operation of these formulae could have been proscribed. This -
alternative was rejected on the grounds that the price or wage was fixed by

t rmuiae and that as long as the formulas were unchanged the frecze
had not been violated. The decisive consideration was the knowledge thata

fiat ban on formula-related increases would effectively render inoperative '

incentive plans which tied compensation to output. Accordingly, insurance

premiums could be increased on the basis of actuarial etpenencc butno

upward adjusiments could be made because of increases in administrative
costs. Stmilarly, carnings werce perimitted to rise under thq normal opera-
ton of incertive, commission, and profit-sharing plans,as long as the
formulae and the base wage rates were not modificd. In ong unusual case,
gold miners in Idaho were entitled to a bi-weekly bonus based on fluctua-
tions in the price of gold. This practice was permitted to contmnc

A different approach was taken where increases were linked to the com-
pleticn of service requirements, probatienary periods, ortapprcntrccs‘h]p
waining programs, In some situations workers receive substantial wage in-
creases upon completion of certain stages of apprenticeship or following a
probationary period of employment. Many employers a.l.so_ provide for
“step increases” based on longevity of service. The latter practice is

c.ially prevalent ameng teachers and government employees in general.

As a ganeral matter, the Cost of Living Council rejected thé notion that the
assage of time alone or the completion of service constltuted an aceept-
aple basis for wage increascs. This position had been taken in dealing with

dbferred wage increases scheduled to take effect during the frecze, and the

principle was extended to cases involving individuals. A distinction was

made, however, between wage increases related to simpie lscrvice reguite-

ments acd those linked to completion of an apprentice program or the

earning of an advanced college degree, as was the case in m::my educational
]

i
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systems. Here, completion of the program or attainment of the degree was

" viewed as a proxy for a promotion or an increase in productivity, and the
‘wagc raisc was pcrmlttcd

Probationary increases fell between the two principles. On the one hand,

wage increases were given after the completion of a preseribed period of

time and were not directly refated to the completion of any formal training
program. On the other hand, it was recognized that a probationary period
served 2s the occasion for intensive on-the-job training and evaluation of
the new employee by the employer. These two considerations were ar-
bitrarily balanced: by allowing probationary increases when the proba-
tionary period did not exceed three months. If the period exceeded three
months, the increases were viewed as analogous to longevity increments;
up to that time, greater weight was given to the training and evaluation

- aspects, Whether or not these rulings were defensible on a theoretical level,

they did provide a practical basis for permitting some adjustments that
otiterwise would have been foreclosed by the general policies of the freeze.

The effort to preserve a logical and uniform structure of rules also
faltered when the implications of these rules were manifestly onerous or

" inequitable. As noted previously, the ecouncil had stated that scheduled

raises in wages or bencfits could not take place during the frecze. This
¢conomic blackout had a heavy impact on individuals whose status during
the frecze would detcrmine the flow of benefits at the conclusion of the

{reeze. Pension benefits for an employee are frequently fixed by the level..
of earnings of the cruployee at the time of his retirement. In the normal’

course of events, many workers reached retircment during the 90-day
periad: If 2 wage increase scheduled for sometime between August 15 and
the retirement date of the employee was blocked by the freeze, the wage
base for the calculation of the employee's pension would be reduced ac-
cordingly. The economic impact of this action on the individual worker
would, of course, far transcend the freeze. In addition to this egregious

‘situation, some benefits, g}_ghaa-m:dic&kinsurancc, could be elected only

once a year. If an employee was denicd the right to exercise this option,
another twelve months would have to pass before the opportumty was
available again.

 When these circumstances came to light through inquiries and com-
plaints, the existing rules were hastily modified, and cases decided under
the old rules could be reopened. Employees could accrue increases in
benefits during the freeze where ¢lection was limited to particular dates.
Similarly, the hlgher wagerate, could be used as the basis for calculating an

L]
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f/ employee’s pension even though this rate did not becoma cffective until the

4 freezc had ended.

The effort to maintain consistency precipitated an even greater outery

frem the affected parties when the general policies were applied to the
operation of vacation plans. Using-the “time is not eno b’ eriterion, CLC

the freezécou

i compensation. The purity of the principle involved was 'Incomprehensi-
ble 10 the normal worker; and those who presumed to understand it found
it to be grossly inequitable. After the council staff was assailed by a
barrage of complaints and severat rounds of reconsideration, this rule was
relaxed to permit eligible employees to take the’additional vacation time.

T i . v
ruled that employees who became cligible for additional weeks of paid
vacation becaus¢ they met specified ength-of-service requirements during '

1ot exercise this right because it repi - sented an increase

The pressures to modify or relax the general policies were most acute -
Qre celicetive bargaining was involved. The effect of collective bargain- -

Ing was (o accentuate equity considerations while formalizing practices that
otherwise would be hard to validate. One of the more contentious issues

dealt with by the Cost of Living Council had to do with the status of retro-

active wage increases, When a labor contract expires in collective bargain-
ing, the employees often will continue to work as the result of an agreement
that any wage increase subsequently negotiated will be retroactive to the
expirativn date of the contract, Similarly, there may be an agreement to
pay retroactively even if negotiations break down at some point and a
strike takes place. N '

When the freeze was imposed on August 15, these circumstances existed
in several cases. That is, the bargaining agreement had expired prior to the
freeze. A new agreement reached durin g the freeze provided for retroactive
pay at the increased wage rates back to the date of the contract expiration.
Under normal practice these higher rates would, of course, be paid, but the
cases referred to fell within the time boundaries of the frecze, and this
Dghetice ran afoul of the council's policies because under existing rules
t™Wsactions had Tiot taken place at the higher wages in the base period.

]'Mo_reover, some council members feared that pcrrnitting]retroactivc in-

creases (o continue throughout the freeze period would open the door for
sysiematic evasion. These arguments were countered by thecon ion that

tetroactivity was a highly co ctive practice merican industrial re-

I2tions and contributed significantly to the maintenance of ixidustrial peace.
—— - ¥ \J

- - The isstie came to the full Cost of Living Council as a narrow question

of whether or not a higher wage that was retroactive to & date prior to

RN e
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August 15 would be permitted to continue in effect during the (reeze. The
council formally considered the question on four different occasions, and
the solution decided upon was awkward at best. The council specified that
wage increases could be applied retroactively for the time before August
15 {but not for the time after August 15) if it was demonstrated in specific
instances that retroactivity was a past practice and had not been agreed to
in order to offset the effect of the frecze. Thereafter, through the duration
of the freeze, the wage rate in question would be reduced to the level that
was in effect before the retroactive increase was added. Ironically, this
proposal was actively supported by the Secretary of Labor and opposed by
other members of the council even though the consequences of the decision

Wwere nonsensical or disruptive in the context of American industrial rela-
tions.

The equivocal position of the Cost.of Living Council toward established
bargaining arrangements contrasted noticeably with the firm reaction to
changes in business practices which might result in price increases.
Whether these changes were altempted in innocence or as an adaptation to
the jimits imposed by the freeze, the council's response was o restrict the
firm to past practice or to direct compensating adjustinents if the change
resulted in price increases. For example, complaints were received during
the freeze that some retail outlets had discontinued the use of trading

" stamps. The trading stamps were determined to be “things of value,” apd

their discontinuance raised the net price to the customer. The council ruled

- that retail outlets could discontinue trading stamps if the value of the

stamps was passed on to the customers in the form of lower prices in ¢ither
of two ways. They could reduce the prices of all goods sold by the value of
the stamps, or they could deduct the value of the stamps at the cash register
from the prices of those items for which trading stamps would have been
given. The value of the stamps was assessed at the market value at which
they could be redeemed and not at the cost to the retailer.

Other firms attempted more complex changes in pricing methods to
compensate for restrictions dictated by the freeze. In the meat packing in-
dustry some firms purchase carcasses and break them into various cuts for
sale to retailers or the final customer. Normally, the particular cuts are
priced individual_ly. Because shifts in demand for the different cuts occur,
the price ratios between the cuts are altered periodically in order to maxi-
mize the sales value of each carcass. When the freeze was imposed in the
summer, the demand for steak—and the resultant price—was at a scasonal
peak. Other cuts, such as roasts, were relatively lower prioed because of
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similar seasonal factors. After Labor Day the demand for steaks usually
decreascs, and prices soften; while the demand for roasts increases, and
priccs move upward. As the frecze progressed, these shifts in demand
started to take place, but the price ratio between steak and roasts could not
be changed because of the ceiling price that had been established for roasts
during the base period when the demand for this cut was slack. Con-
sequently the sales value per carcass was reduced.

Some processing firms reacted . to. this constraint by sceking to expand
the pricing unit from individual cuts to a whole carcass. In this manner, the
firm could vse the decline in the price of steaks as an offset for an increase
in the price of roasts, thercby maintaining the total revenuc derived from
the carcass. This modification of pricing methods was prohibited by the
council. Those firms that sold beef by the individual cut during the base
p.d could not shift to sales by the carcass during the freeze. Those firms
that had priced and sold on a carcass basis during the base period could
continue this practice. ,

Similar efforts were made to aggregate the unit of {ransaction in order
to provide wide discretion in delermining the ceiling price. The American
Telephone and Telegraph Company (AT & T) bases advertising rates for
the Yellow Pages on the nutnber of telephones in a designated geographical
arca. The resultant rate schedule is highly detailed, nationwide in applica-
tion, and revised continuously. However, cach company in the system ad-
ministers the rate schedule in its area and arranges publication of the
Yellow Pages on its own initiative. As the freeze commenced, a new,
higher rate sehedule had been introduced by some, of the individual com-
panies in the system. AT & T explored the possibility of applying the new
rate schedule throughout the system on the grounds that it had been intro-
duced by particular companies. The councit staff replied that, since the
established unit for determining a substantial volume of transactions was
the individual company rather than the system as a whole, the higher rates
c.j not be extended to the units of the system that had not yet modified
their schedules. '

The most severe chc was exerted on those firms that were
caught between an increase in the price of raw materials, on the one hand,
and the policy prohibitiag the pass-through of costs, on the other, Where
the margin between cost and price was narrow, profits were squce;ed, and
some companies might be forced to maintain a price that was below cost,
This economic pincer was felt in many sectors of the steel fabricating in-
dustry. As noted previously, the large stecl companies had raised the price
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of basic steel immediately before the frecze in response to the substantial
wage icrease that had been negotiated with the United Steelworkers of
America. In almost all cases, the steel fabricators had not had time to re-
flect this increased cost in their prices before August 15. The prohibition
of cost pass-throughs meant that the additional cost of the basic stecl
components would have to be absorbed by the fabricator.

Some of the fabricators sought to extricate themselves from this pre-
dicament by shifting the incidence of the cost to their customers. Normally,
the fabricator bought the steel from the basic steel producers and quoted a
price to the customer that included the cost of the raw material and the
fabrication operation. After the price of steel was increased, some fabrica-
tors informed their customers that they would charge only for the fabrica-
tion but that the customer would have to purchase the stecl and supply it
to the fabricator. The conscquence of this proposed arrangement would
be to shift the higher cost of the steel to the final customer. The customers
reacted to the obvious arithmetic of this change arid filed a complaint with
QEP. After consultation with the council staff, OEP informed the fabrica-
tors that they could elect to stop selling any product, but if they continued
to sell, they had to provide the fabricated steel under the same arfange-
ments as in the base period. Most of the fabricators apparently chose to
absorb the cost while abiding by OEP’s ruling.

_r-;--""""'

Conflic: with Other Government Policies

The most recurrent problem in the conduct of the freeze was the con-
flict between the stabilization policies and other public policies, such as the
minimum wage and agricultural price support programs, that increased
wages or other costs and thus exerted upward pressure on prices. As a
legal matter, the Justice Department indicated that the Cost of Living
Council had the authority to modify the application of these policies. But
this alternative was infeasible in many cases and in other situations would
probably entail greater political costs than the administration could be ex-
pected to bear. Within the framework of severe restraint, the general reac-
tion of CL.C was a mixture of principle and pragmatism.

Both the federal government and most states have adopted minimum
wage laws, No extensions in coverage or increases in the minimum were
scheduled under the federal statute. In Maine and Connecticut, however,
the state minimum wage was scheduled to be raised during the 90-day
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.. petiod, The counci| permitted these increases to take effect because they
refiected a general social judgment concernin € minimum income standards

. for the labor force.

A diferent approach was taken to statutes govcrning; the minima for
workers in specific industries or occupations. As a result of the contro-
versy casuving from President Nixon's suspension of the Davis-Bacon Act,
mzetioned in Chapter I, the major construction unjons had agreed to par-
Ucipate in the Construction Industry Stabilization Commitice (CISCy,
the tripartite body set up under the authoritr of the Economic Stabiljza-
ton Act. With the formation of CISC, Davis-Bacon was reinstituted.
Hence the applicability of the Davis-Bacon Act was a highly sensitive issue
in both economis and potitical terms. ,

CLC reacted to this situation by adopting a position which gave e.ﬁéct
to the operation of Davis-Bacon while preserving some semblance of wage
dﬁnlinc: Wage increases resulting from thc-appliqation' of the prevailing
rat®concept were 2llowed durin g the frecze. The technjcal justification for
this decision was that the Wige raie applied to a particular occupation and.
the prevailing rate survey conducted by the Department of Labor was
merely a lageed method of certifying the existence of 2 rate that was al-
ready in cxistence. But ig making the determinations the Department of
Labor could use only those wage rates in effect in the base period prior to
August 15. Presuniably, this prevented the use of Davis-Bacon as a lever
to further increase construction wages during the frecze. In fact, the
Secretary of Labor and Cost of Living Council were p]acing the greatest
reliance on the effectiveness of CISC to limit construction wage increases.

A less tolerant policy wag adopted toward increases in state-prescribed
ninima for specifie occupations. In several states, the legislature estab-
ishes a minimum salary level for certain occupational groups, especially
eachers. Shortly before the freeze, a few states had enacted laws raising

igher minima were blocked by.CLC. The distinctions betweea the posi-
orgaien on Davis-Bacon and the state occupational minim3 were some-
hat™trained but did have credibility. First, CLC already had ruled that
creases for state and local government employees could not take effect
‘en when they were authorized by legistative bodijes. Second-, the Davis-
acon Act used a prevailing rate concept which extended efisting wage
vels. Raising the entire salary structure for an occupation could not be
mstrued as maintaining an existing level. It wag tecognized that in many

ses emplovee organizations sought to interpret minimurn-pay laws so as
gain a general wage increase. |
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On a related matter, the council did permit adjustments in wages where
the increascs were necessary to remedy illegal practices. For example, both
the federal government and various states have equal pay laws banning
wage discrimination based on sex or race. If it were found that an employer
had paid a lower, discriminatory wage to womer in the same job classifica-
tion as men, the wages of women could be raised ‘without violating the
freeze,

In contrast to the rule of reason applied to statutory wage increases,
little flexibility was shown when compulsory changes in production
mcethods resulted in higher costs for the businessman. Cost increases aris-
ing from government regulations were treated as being no different than
any other cost increases, The basic policy denying the pass-through of costs
Wwas considered to be so eritical to the success of the stabilization program
that adjustments were allowed only in unique or severe circumstances that
could be distinguished clearly from other petitions for relief. Many en-

“ployers had incurred additional costs because of the requirements of the

Occupational Safcty and Health Act of 1970 and various anti-pollution
statutes. Under CLC rules, price increases to cover the additional costs
were denied. For example, when a public utilityj;g@tc’rldcd that it had to
use more expensive, higher-quality coal to mce’it;shc}-siandards of a state

B . . . 2 . . .
anti-pollution law, this circumstance was not considéred a sufficient justig-

cation for superseding the general prohibition -;f:'ti-‘cz)st;'p%ss-(hroughs. The .

request was rejected, '

The freeze also conflicted with public financing reqiirements. The city
of Los .:ngeles had Aoated a bond issue to ﬁnance\an-fipgp:jpvement in the
municipality's sewerage system. The prospectus for the bond issue stated
that use rates wonld be jncreased to finance the improvement, and buyers
had purchased the bonds on this expectation. The increase in rates was
scheduled to take effect after August 15 and was blocked by an OEP rul-
ing, later sustained by the council. It was recognized that this action might
pose a major preblem to the city and, indeed, could precipitate a Jawsuit by
the bondholders. Noncthcless, a hardline position was adopted in the ex-
pectation that rates could be rajsed on November 14,

Perhaps the most vexing problem of balancing the stabilization program
with the objectives of other government programs involved agricultura]

- price supports and related subsidies, Under some support programs, prices

could be increased on the basis of predetermined formulae. In other in-
stances, the combined effect of the freeze and a support program was to
Compress profit margins or to create wi s for individual producers.
While the Cost of Livine Couneil imttiallao o 4 a0 . o o

|
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domes;lc raw sugar was raised to the same level as imported sugar. How
ever, this action had littie o il pri the ‘
r no effect on retail prices, b i
e, . ecause the high
ric ady i | e
pnJ es al(rje;d) prevailed for imported raw sugar. This case involvedgthe
only modification of a CLC ruling i
ruling in response to explici iti
oly ma : icit poli -
sures over the entire course of the freeze el poliical prs
Schoo i c ,
e ‘! lunch prices posed an equally convoluted set of circumstances
uring the 1970-71 school year, some schools provided lunches f ¢
a reduced price to student i i s ot
s. This practice was mad i !
Ju _ e possible because of -
Su " * . 0
: bsidies provided by Congressional action. For the school year 1971-72
owe' N . . . -
o 11(: Zr, Ljne idmuns&ratxon announced that funds a. atlable for subsidie;
rould be significantly reduced and eligibili i
ibility requirements tigh
schoo! administzators react is ¢ B
h ed to this change b intaini
s . ge by maintaining the low pri
for needy students while raisi i o s
! ing the price for all oth ie hi
f need g other students. The higl
rice v J ivi i . orice
fn fee iolated the Cost of Living Council’s rules. The fact that the ;rice i
L‘dS-C was caused by a reduction of the subsidy was disregarded because .7
i i ¥y
’s \fcs \?fcre c.ons:dcred as cost factors and an increase in cost cavsed by
atermination of a subsidy could not be passed on ’
This ruli i i o 2
o du]u}g f:aused immediate consternation among school administra-
o and, within the administration, in the Office of Management and
udzet. ci i s
; C.;d (iIn[ r;duu.;g the expenditures for school lunch subsidies, OMB ex
ecied that the subsidies could continue f : .
- ¢ for the needy stude
pected tiat the subidies . ¥y ents through the
: n:uo\.’.\ﬁ] L:et;lcmhs gencrated by charging higher prices to the othfr ‘stu
enis, With this alternative blocked, th i v i
{ , the only remaining option
place ihie subsidy with local fund § dicrable politicl
s—-a prospect with predictab iti
phace : n . able political
nsequences. The problem dissolved—to the relief of everyone b:t OMB

oftcials—when Congress rodé to the rescue and provided appropriations ' .

for sche c sidie :
or scheol lunch subsidies that were at approximately the same level as in

197071, -

Exceptions

u‘).rfu:c Spé‘ilﬁc policies were determined, the affected parties could peti

on for an “exception,” or a wai I i
! ver of the applicable regulation i

ticular cases. This right was implicit i emomic Statit.

. ght was implicit in the section of th i

! [ ¢ Economic Stabiti

‘ iti-

z t:ﬁn Aci which str.lted that “orders and regulations may provide for the

ma_1'ng ’c,); such adjustments as may be necessary to preven.t gross io

: r -

equities.”* Over the courss of the frecze, 2,435 requests for an exception

-

3. P.L.91-379 (August 15, 1970), sec. 202,

it e s O —— o —— *

REFINING POLICY , 81
were received by the regional offices of OEP.* Of this total, 49 percent of
the requests involved prices, 33 percent wages, and 18 percent rents.

As in other policy arcas, statutory guidance for cxceptions was ex-
tremely limited. Relief could be granted “to prevent gross inequities,” but
this concept lacked both precision or any amplifying legisiative history. As
it turned out, over 75 percent of the non-wage requests for exceplions in-
volved situations in which costs had increased before the freeze and the
business was precluded from raising prices. This category of cases had by * -
implication becn abstractly considered when CLC promulgaied the general
policy -arring cost pass-throughs. In principle, as a result of that general

 decision, a cost increase clearly did not qualify asa “oross inequity” unless

other considerations were present. In this respect, the most powerful claim

for an exccption was the allegation that, unless an increase in prices was

permitted, the petitioner would be forced into bankruptcy.

_ The binding cas¢ concerning the weight to be given (o an allegation of

i impending bankruptcy as a basis for finding the e¢xistence -of a gross in-

equity was decided by the full Cost of Living Council. On August 2, 1971,

the Kentucky Transport Corporation had agreed to a new labor contract

which increased hourly wages from $3.97 to $5.19. On Aungust 13, A&P,

: Kentucky Transport’s sole customer, agreed to an increass in raics 10 COVEr

the higher labor costs. The agreement was filed with the Interstaie Com-

merce Commission to become effective on August 22, 1971. Because of the

imposition of the freeze, the company was caught in a situation in which

wages had been increased but the rates it charged A & P were frozea at the

existing level. The company alleged that, unless the rate increases that had

been negotiated with A & P were allowed to go into effect, it faced im-
minent bankruptcy. : - .

At the request of OEP, IRS investigated the casc and reported that
though Kentucky Transport appeared to be well managed, it operated ona
parrow profit margin, and the allcgation of impending bankruptcy was
real. Much of the company’s difficulty arose from the fact that it had re-
duced rates in February 1971 in the expectation that certain economies
would be realized, but they had failed to materialize. QFEP and the CLC
staff recommended that an exception be graated; however, the request was
denicd by the full council. The denial reflected ihe contention (1) that
Kentucky Transport had contributed to its own €conomic difficulties and

4. OEP also reported receiving 1,508 requests for exceptions. Many of these re-
qucs:s_probably duplicated those submiticd to the regional offices, but the exact aum-

ber is not knowo.

.
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(2) that Ly accepting inefficiency as a contributing factor to a determina-
tion of a gross inequity a major breach in price control would be created.
Imperding bankrupicy per se, therefore, was not allowed as a justification
for an exception. Ins:ead, the petitioner had the burden of proof in demon-
strating that he had oot contributed to his difficulties and that all other al-
ternatives had been exhausted. As a footnote to the case, Kentucky Trans-
port avoided bankruptcy when it was granted a loan by A & Pon favorable
terins. -

With this tough line laid down in the Kentucky Transport case, only five
exceplions were granied during the frecze, and they inveived governmental
bodies exclusively. For example, in Texas, the state was permitted to put

into effect a paid insurance pldn when it was shown that many of the em-

ployees had canceled individual policies in the expectation that they would
bz cavered by the new plan. Cresco, Iowa, to cite another example, was
given permission o raise water and sewerage rates when IRS reported that

at

In bandling the other cases, the hard linc prevailed. The Ford Motor
Company was denied a request to equalize the price of domestically pro-
duced Pintos with those produced in Canada and shipped to U.S. dealers.
Under CLC rules, the price of the Canadian Pinto could be higher to re-
tleet the cost of the import surcharge. The state of Hawaii was also turned
down when it requested relief for the prices of certain consumer goods
shipped from the mainland during the course of a prolonged longshore-
nien’s strike. Because the strike had blocked the regular shipping channels,
the state government had chartered two ships at higher costs to carry food-
stuffs, animal feeds, and paper products to the island from Vancouver,
Canada. A special survey by IRS showed that, since only a few shortages
had developed, it was not necessary to defray the higher costs to insure an
adequate supply of essential goods. Overall, it was apparent that the ex-
ceptions route was not an easy way out of the freeze, '

p

The Policy Process

Notwithstanding diversions forced by the pressure for immediate deci-
sions, the process of policy formulation essentially went forth in two stages,
First, the Cost of Living Council articulated the broad principles that
would determine and define the nature of the frecze and the degree of

L o - ———— e ——

,cwn was already in default on bonds to build a new sewage disposal
a
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restraint imposed on the economy. This task was .ca‘.rried out.with consider-
able speed, and, by and large, the resulting policies were internally con-
sistent and afforded equal treatment to different sectors of the cconomy.
i addition, they provided the necessary general principles to guidF the
public in co'mplying with the stabilization program. Thi-s first generation of
policies reflected the enthusiasm stjmulated by the P‘rcsngierft‘s_ speech whcn
controls were imposed and the simple resolve to be effective. No aue.mgt
was made to comprehend or deal with the enormous complexizics or indi-
vidual inequities that could be created by the freeze. N _
In the second wave of policy determinations, the Cost of meg.COL‘mcd
was forced to cope with specific cases, cach with its ?wn complications,
political pressures, and questions of equity. The techmcla.I problem's alone
were formidable with the limited staff available. In addition, the difficulty
of sustaining uniform general policies increased gcom.et.rically as L.he frecze
progressed. By the end of the 90 days, the Cost (?f Living _Counc:l wpas al-
most running out of thumbs to plug the dike. Nonct'helc':ss, in terms of con-
sistency, speed, and responsiveness to the overall objectives of the stabiliza-
tion program, the policies proved to be adeq'uatr:: to the task.. If they
“engendered significant problems of further adjustment or equity, these

would be left to Phase I1. |
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yublished and August 15. This truncated basc period applied to both wages
nd prices. Indeed, the treatment of wages determised the treatment of
yrices. For example, if wages had increased by 10 percent on August 13,
his higher ceiling was maintained for the duration of the freeze, If this ad-
ustment of the base period had not been permitted, there was a strong
ikelihood that wages would ha\rc to be rofled back becausc a “substantial

yolume of transactions” had not taken place at the higher rate during the
normal 30-day base e period. Although the same principle was extcnded to
‘banges in publisbed prices, the rule did not always provide additional
-oom for price movements; for if goods had not actually been shipped at
he higher price, then bona fide “transactions” had not taken place under
he government's definition. As indicated previously, this rulc afforded
some relief for the steel industry, which had ‘raised prices |following the
ne.ﬁtion of a substantial wage increase with the steelworkers union on
August 1, 1971. OEP analysts estimated that about 60 percent of the steel

oroducts on which published prices had been increased in the two weeks |

prior (0 August 15 dctually qualified for a higher cciling price. The re-

maining commodities had not yet been marketed and so did not figure i

a erolume of transactions.” For these, the applicable ceiling
Wis gov erned by by the earlier, lower price. .

The third modification of the rule applied in those cases in which par-
ticular goods had pot becn produced or sold during the standard 30-day
period. This situation was most likely to arise in the production and sale of
specialized parts or commoditics sold on a sporadic basis to industrial
customers. Under these circumstances, the base penod was slipped back in
30-day increments ux_m_t_xl_a_ge:nod was reached when the good { had been
sold. The price that prevailed at the time constituted Thc ceiling price. e. In
one cxtreme case, a large manufacturing firm had to calculate back two
years before the date of the freeze—wlien the last transaction in a special-
ized commodity had taken place—to establish a base period. |

‘ The Definition of a “Substantial Volume of Actual T ransactions.”

The definition of a “substantial volume of actual transactions probably

had the most decisive effect on the nature of the freeze. meed
mnod the actual ceiling price would be determined by defining the
acceplablc “transactions” for this purpose. Because transactions involving
the same category of goods or services often took place at dlffercnt prices
and the term “transaction” was itself imprecise, the deﬁmh.on posed im-
portant coaceptual and technical problems. ,

The substaatiality test adopted by the Cost of meg Council was rela-

q
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tively liberal. 1t stated that 1Q percent of the transactions that took place
within the base period qualified as “a substantial volume.”™ This rulc was
adopted from past experience with controls during the Korean War and
permitted the firm to use the highest prices charged during the basc period
for determining the legal ceiling.

It_was the definition_of a ‘“transaction,” however, that had the most
profound unpact on_the permissiblc upward movemcnt _of wages _and
prices. The overriding problem in defining a transaction wac ! »w to classify
those increases in prices and wages which were schéduled to take effect
sometime during the freeze. At the outset of the freeze, many agreements
already had been reached prowdmg for wage hikes during the 90—d1y
‘Beriod, rent increases, or_the delivery of goods at prices higher thaa those

“that had prevallcd during the base peried. In many instances, legal docu-
‘ments, such as leases and collective bargaining agreements, had been

signed, and these cloaked the commitments with the “sanctity of contract,”
1f these commitments were viewed as completed transactions, it was clear
that sigoificant increases in prices, rents, and wages would cccur and
severely undermine the eredibility, if not the economic effectiveness, of the
stabilization program. On the other hand, the fact-that these agreemcnts
had been reached in good faith prior to August 15 presented a special claim
for a permissive policy. Thus the definition of a “transaction” was a
critical element that would determine whether the frecze would set its own
glacial pace or be carried forward by the momentum of previous events.
To a large extent, the problem of dealing with future commitments had
been resolved inadvertently by the Cost of Living Council. During the ficst
week of the freeze, CLC considered the status of deferred wage increases.
This issue was especially pressing because many unions and employers had

. ‘megotiated contracts as much as two years before August 15, 1971, that

_provided for_wage increases to become effective during the freeze. The
Cost of Living Council decided the deferred wage increase issue mdcpcu-

---—_-—r-"_"_-—
denlly of the relatetd pricc and rent issues and dctcrmmed that such in-

_creases would not be permitted during the Treeze, In the following two

weeks, a clamor arose from landlords and businessmen to permit scheduled
rent and price increases to go into effect. Renters and buyers were equally
insistent that the implementation of these scheduled increases would pro-

" vide windfalls to a few and would discredit the program.

Belatedly, the council recognized that the problem of future commit-

3. Economic Stabilization Regulation 1, August 20, 1971.

o
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or auality would be difficult to deteet or to control, this policy was formally

‘enupciated to provide a basis for action against any violators who might be
identified. In fact, the policy was invoked in a few cases where firms that
had been caught wiih rising costs attempted to mitigate the pinch of the
ptics freeze by withdrawing established services.

A net price was used in determining the applicable ceiling. This meant
that promotions, allowances, and other discounts were included in calcu-
fating the effective ceiling price. No weight was given to published prices
or to the normal pricing practices of the firm. If a firm was engaged in a
promotional campaign in the base period preceding the freeze, the effec-

-tive transaction price had to be used in determining the ceiling price, In
some instances, particutarly the wholesale groceries trade, the ceiling price
was at or below cost because heavy promotional campaigns had been in
effect during the 30 days prior to the freeze. Despite a concern that this
approach might dry up the supply of certain goods, thece is no evidence
that such a shortage occurred on a widespread basis. Apparently, most
wholesalers continued to provide the commodities at the promotional price
in orderto retain the goodwill of their cuslomers. '

Rent was treated in the same manner as prices. The rent ceiling assumed
the maintenance of services and also took account of any allowances or dis-
counts. As noled below, the definition of rents became even more restric-
tive when it was linked to the unit-by-unit rule which, in effect, established
a scparate ceiling price for each rental unit rather than categorics of units.
in a multiple-unit residence,

2. The Definition of a Base Period. The definition of a base period was
a critical factor in setting the limits of the actual price and wage ceilings.
Generally, the shorter the base pcrioa for the calculation of the ceiling, the

more likely that the ceiling would reflect extreme conditions such that the

standard might be excessively high or excessively low in terms of “norrmal”
market conditions. In the initial draft of the exccutive order instituting the
freeze, the base period was set at onc week. This period was expanded to
30 davs 1o encompass a wider range of prices for those commaoditics that
were characterized by significant short-term fluctuations.

The determination of the length of the base period was made by top
officials at the Camp David mecting. They recognized that the duration of
the base period would have a significant impact on the cciling prices that
were applicable to two major industries, steel and autos, In the case of steel,
the industry had initiated a substantial price increase for many prociucts in
the two-week period between the effective date of the new labor agreement

’

i
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with the United Stcel Workers on August | and the commencenent of the
freeze on August 15. The automobile industry, on the other hand, was
scheduled to introduce new models with higher prices in the month follow-
ing the imposition of the freeze.

Administration officials rejected any suggestion that the base period be
adjusted to minimize the impact of the frecze on these indusiries. However,
the antomobile industry subsequently obtained a measure of relief under
the terms of the seasonality rule which provided an alternative to the low
ceiling that would be established by end-of-the-model-year prices that pre-
vailed in August. The steel industry also gained some latitude as a con-
sequence of a ruling that where a price had been raised within the base
period, the determination of whether or not a substantial volume of trans-
actions had taken place would be measured from the date on which the
_ price had been increased.. This rule was applicable to wage increases as
well and refiected the Cost of Living Council's lack of authority and dis-
position to induce widespread rollbacks of wages or priccs.

The 30-day base period deﬁmuon was subject to modification in three
sets of circumstances. First, under the “scasonality rule” the ceiling price
for a product with demonstrated scasonal characteristics could be deter-
mined cither by the price that prevaited during the 30-day base period or-

' by the price that prevailed at the time the relevant seasonal event last oc-
curred. To qualify under the scasonahty rule, a seller had to demonsirate

! that the price or wage under consideration underwent a distinct fluctuation

--at a specific, identifiable point of time and that such fiyctuations had taken

piace in cach of the past three years.
Within the period of the freeze, the scasonality rule was most applicable
to hotel and resort rates during the Labor Day weekend, wages for seasonal
' aoncultural workers, and the ccﬂmc price for 1972 automobiles. Undet
the terms of the seasonality rule, for example, automobile manufacturers
and dealers could select as a ceiling price either the price that prevailed in
the 30-day period prior to August 15, 1971, or the price that was ¢ charoed _
for the equivalent models when they were introduced in the fall fall gf 1970,

‘This rule had economic credibility because, in fact, new avtomobiles gen-
_._‘_wq_.__,___-___;—-—l—'”_'_—'—"‘-ﬂ'—'———'—'—-«— —— ———
aratly commanded higher prices at the beginning of the sales year than at

' "the cnd, and the price of hotel accommod&&onﬁ."dsd nsc'durmg peaL_

petiods of dem: and. =

s a second modification of the baiélc rutc/w;;,\d?erc had been an in-
crease in published prices within the: *rcuular*’*BO-‘aay penod the new basz
was defined as the period between the. rj’mc thatthe new pnce list had been
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e COsis O indreased 1axes, 4 producer of finished producls increases
prices 1o cover increased labor Costs, a company raises wages to maintain
traditional relations with wages in other firms, and 5o on. All such decisions
based on technical factors or venerable considerations of self-intercst and
equity would ba transformed into social or even moral questions if they

were d\.am during the freeze. Instead, CLC adhered to the view that

during a short period of severe restraint equity could best be achicved by
trcatm all of the _cconomic participants uniformly. If jnequities were
cn endered ia :ndmdual cases, they rc.prcsent\.d random occurrcncm

90 days “and Cﬂ]OYCd public acceptance made this dialectical approacb
feasible. “Umform:ty and “consistency” became the general defense
against 1!Ieganons of unfairness and the guiding principles of of policy formu-
lation. )

- Third, the policy makers gave hcavy weight to the need for simplicity ia

the nuture of the rules and regulations. Aside from any inherent advan-

mnes simplicity was an operational necessity in the overall design of the
program.” When the F.esident announced the imposition of the frecze, he
stated \that primary reliance would be placed on voluntary compliance

rather than aggressive enforcement. This approach was a lechmcal neces-
sity as well as a bureaucralic si strenoth Thr.. absence of an extensive field
staff and the short duration of the freeze meant that volu ntary compliance
was the only realistic means. Volunta tance, in turn, was largely
dependent upon public understanding of the rules of the game. Other things
being équal; The more simple the rules, the greatet the public understand-
ing and presumably the greater the extent of voluntary compliance. In

pmumo, this implied that the result:mt policies were less likely to take ‘

au.(\unr of the specml c1rcumst1nccs that mmht e\ust m partuular in-

seneral standards applicable across the board rather than differential cate-
sories of palicies that reflected special circumstances. To the extent that
this approach was followed, inequities or technica! distortions might result;
however, this defect was transformed into a virtue since the level of gen-
crality consistent with simplicity was clearly reinforced by the desire for
consistency.

Fourth, policy making during Lbe frecze proceeded with what by normal
government standards was giddy speed. Most of the major policies were
determined by the Cost of Living Council in the first two weeks of the

——
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“frecze. This rapid pace meant that some of the policies were formulated on
‘the basis of inadequate staff work. On the other hand, the o

ced for speed
and comprchensive guidance to the public put a premium on general rather
than specific policies. Although several missteps were made, a broad policy
framework was developed in a short period of time so that ruli ulings c ngs could be

made in individual cases of considerable complexity once Lh&. mmal shock

& the freeze had passed.

—Agdmst this background, the chardctcr of the ireeze was determined by

the disposition of’lg,kgy_isics. These decisions dealt with techaical
matters such as the definition of the base period and the economic unit to

which the ceiling prices applied. Together, the resultant policics constituted

the linkage between the strategic objectives of the freeze, the
Economic Stabilization Act, and permissible market behavior.
1. The Definition of Wages, Prices, and Rent. In the administration of

erms of the

the freeze wages, prices, and rent were defined in the broadest possible

term§ to insure comprehensive coverage and to minimize the extent to
which the program would have a diffcrential impact on different seciors of
the economy. In this manner, the operationat definition of “wages'" in-

cluded all forms of compensation. Because they constituted elements of

labor cost, all types of fringe benefits were encompassed by the freeze.
Similarly, “wages" was interpreted to mean any system of compensaiion
rather than only the genzral level of wages. Therefore merit and longevity
increases, job cvaluation plans, profit sharing, and other incentive arrange-
ments all fell within the scope of the freeze. The sweenmo lanvuag‘. of the

" pertinent QEP regulation stated: T

“Wages and Salaries” includes all forms of remuneration or inducement to
employees by their employers, including but not limited to: vacation and holi-
day payments; bonuses; layoff and supplemental unemployment insurance
benefits; night shift, overtime, and other premitms; employer contributions to
insurance, savings, or other welfare hunefity; employer contributions to pension
or annuity fuads; payments in kind, job perquisites, cost-of-living allowances,
expensc accounts, commissions, discounts, stock options, payments for deferred
compensation, and all other “fringe” benefits.

In addition, there may be no changes in working conditions which result in
more pay per hour worked (for example, a schedule which shortens the work
week without a proportionate decrease in pay) .2

The definition of a “price™ was equally broad, expljciﬂy incorporating 2

_price-quantity-quality relationship. Although subtle variations in quantity

2. OEP Stabilization Program Guideline 4.0814,
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