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The Deficiencies of Trade Deficits

The Japanese current account deficit
is reported to be $4.5 billion to date this
year. The British deficit is £2.5 billion.
Canada’s is projected to be $7.0 billion
in1979. And in the United States, every
month now for more than three years
the value of imports has exceeded the
value of exports, which is to say that it
too has a current account deficit.

The value of U.S.imports over exports
in 1978 was $28 billion; in 1979 the dif-
ferential is expected to be $22 billion.
Five of the past 11 years have registered
such a differential.

The current account deficit is the
measure of payments for goods and
services purchased abroad over and
above payments received from abroad
for goods and services purchased in
America. The difference must be bor-
rowed or financed by drawing down
reserves of gold and foreign cur-
rencies. If the deficit persists, reserves
will run out and borrowing must start.
This borrowing is reflected in the
capital account.

What is the relationship of the deficit
to the value of the currency abroad and
at home? What does it say of the health
of trade patterns? The public discus-
sion is generally surrounded by sounds
of distress—distress over our ability
to maintain living standards and jobs
in the face of what appears to be an
irreversible slide into the slough of
economic despond. The New York Times

of August 29 says of the deficit:
Exports...continued to be sluggish as
American industry struggled to be
competitive with other industrial

Don Redekop, an attorney, is assistant
to the president of the Toronto Stock
Exchange.

by Don Redekop

nations.... American exported goods
have not been competitive, either for
lack of marketing effort or because
their prices have gone up with inflation.
At the same time, American consum-

“The government’s
activity in the foreign
exchange market
changes the floating
exchange rate into a
‘dirty float.”

ers have continued to buy foreign goods
despite their higher prices.

All is lost. Or is it? A quick examina-
tion of the current and capital accounts
is in order.

Some simple observations about
these accounts:

1. The current and capital accounts
are a form of double entry bookkeep-
ing. Together with the reserves held
by the Federal Reserve (a catch-all
accounting item), they make up the
balance of payments. The balance of
payments must balance by definition.
(Usually when journalists refer to a “bal-
ance of payments deficit,” they are refer-
ring to the current account deficit.)

2. The current account is divided into
goods and services accounts (or visi-
bles and invisibles). These items can in
turn be divided further into any num-
ber of classes. A typical breakdown
is merchandise, travel, interest and
dividends, and freight and insurance.
A “deficit” then may refer to the cur-
rent account or some component of it.

The New York Times is correct in its
observation that American consumers
have continued to buy foreign goods
despite their higher prices. Oil is a
case in point and is an often selected
example of American inelasticity of
demand in response to price. Oil, in fact,
has caused most industrial nations in
recent years to undergo a current
account deficit.

What is the result of an increase in
the price of oil? Although the quantity
of oil imported falls, the inelasticity of
demand means that expenditures on
oil will rise. The increase in expendi-
tures increases the current account
deficit to the extent that OPEC nations
build up their reserves of American
dollars rather than purchase American
exports. Since the OPEC governments
want a diversified portfolio of assets,
in the short run they have more dol-
lars than they want to hold. In their
attempt to get rid of these dollars in
return for other currencies, they drive
down the value of the dollar in terms of
these currencies. That is, the exchange
rate falls. It falls until it reaches the
point where the amount of dollars
people want to hold equals the amount
of dollars in existence. The adjust-
ment of the exchange rate solves the
deficit “problem.”

The self-equilibrating nature of
this process means that policy geared
toward correction of the symptoms of
a rising current account deficit is mis-
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EDITORIAL

Reply to the Voice

The October 22 Village Voice carried a story critical of
“free enterprise” think tanks and of the academics

whose research they finance. Entitled “The Counter-
Intelligentsia: The ‘Free Enterprise’ Think Tanks and
the Holy War on Government,” the article leaves the
reader with the impression that something sinister
is going on. It deserves an answer.

The author, Peter Stone, tries to discredit the free
market by casting aspersions on the economists who
argue for it and on the foundations that finance much
of their work. He quotes approvingly a Nader asso-
ciate’s claim that these economists are “corporatist
academics” who are “trying to give legitimacy to the
corporate worldview.”

What is the “corporate worldview”? The term con-
notes a world run by giant soulless corporations that
swallow up the individual. But that is simply Mr.
Stone’s view of where the free market would lead.
Those of us who write the analyses Mr. Stone cri-
ticizes have a different view of the free market. We
believe that the individual has a better chance to fulfill
his potential when he is free to engage in voluntary
exchange than when the government tells him what
exchanges he may make and on what terms he may
make them.

We have much evidence for this belief. We can point
to the minimum wage, a program that prices many
poor people out of the labor market (see “The Min-
imum Wage” in this issue). We can point to Inter-
state Commerce Commission (ICC) restrictions that
prevent people from entering the trucking business
and that lead to higher freight rates. We can point to
the military draft, which forced unwilling people into
uniform and excluded women who really wanted to
be in the military. We can point to the harmful effects
of many such restrictions on freedom.

Mr. Stone obviously doesn't believe that the indi-
vidual will fare well in a free market. But rather than
countering the arguments and evidence of the mar-
ket’s proponents, he dismisses them as paid hacks.
I doubt that many of them are paid hacks. Most are
people with particular viewpoints who are hired by
foundations to articulate those views. The validity of
their arguments does not depend on the source of
their funding. We cannot dismiss their arguments be-
cause they were paid to make them anymore than we
can dismiss Mr. Stone’s arguments because he was
paid to make them. But in Mr. Stone’s case, there is
nothing to dismiss. He gives no arguments.

What about the firms that support this research via
foundations? Mr. Stone gives the impression that they
stand to gain from the foundations’ general free-
market orientation. But again, the issue of whether

their motives are narrowly self-interested or genuinely
idealistic has no bearing on the worthiness of their
cause. By way of analogy, Hugh Hefner may give
financial support to defend freedom of the press and
he may do this entirely to save the freedom of his
own publication. But can we conclude on this basis
that freedom of the press should not be defended?

Mr. Stone gives the impression that research critical
of government regulation is done only by academics at
a handful of universities. But such research is much
more widespread. People who accept his implica-
tions as good coin would be surprised to see a list
of research papers from the economics departments
of the 20 foremost universities. And even academics
who do not themselves actively engage in research
critical of government often accept the conclusions of
those who do.

Belief in the free market cuts across traditional
ideological lines. Many modern liberal economists are
among the most vociferous critics of government reg-
ulation. For instance, Paul MacAvoy, a McGovern
supporter in 1972, spent most of his time on former
President Ford’s Council of Economic Advisers fight-
ing regulation. Charles Schultze, the current chair-
man of the Council, is a strong critic of price supports
in agriculture. Walter Heller and Arthur Okun, chair-
men of the Council under Presidents Kennedy and
Johnson respectively, signed a statement at President
Ford’s 1974 economic summit calling for the elimi-
nation of (1) controls on the production and pricing
of oil, (2) price controls on natural gas, (3) ICC restric-
tions on entry and rates in surface freight transpor-
tation, (4) CAB restrictions on entry and rates in air
transportation, (5) Federal Maritime Commission reg-
ulation of shipping rates, (6) restrictions of interest
payments on checking accounts, (7) federal carteliza-
tion of agriculture markets through marketing orders
and price supports, (8) import quotas, (9) FCC regula-
tion of cable TV, and a number of other regulations.
Twenty-one of the 23 economists who attended the
summit signed the statement. Among the other sign-
ers were Paul Samuelson, formerly an adviser to
President Kennedy and Robert Kennedy, and cur-
rently an adviser to Senator Kennedy; and Andrew
Brimmer, former head of the Federal Reserve Bank
of New York. Only John Kenneth Galbraith and the
AFL-CIO’s Nathaniel Goldfinger were nonsigners.

Those who are pessimistic about the chances
for individualism should take heart from Mr. Stone’s
article. His approach suggests that he knows he
cannot answer our arguments. If his article is typical
of what we are up against, then our chances look very
good indeed. |
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Trade DefiCitS (Cont. from p.1)

guided. To subsidize exports and to
discourage imports, for example, in
order to control a current account defi-
cit will camouflage those signals. The
equilibrium that would have been
achieved will not be achieved.

But precisely such measures are
often suggested to government in
order to deal with the following mutu-
ally exclusive fears:

1. The fear that the exchange rate
adjustment will be ineffective in chang-
ing people’s demands.

2. The fear that the effect of a shift
in the exchange rate is too abrupt and
too costly in terms of alternately accel-
erating and breaking the signals govern-
ing domestic production and, with it,
domestic incomes.

The picture of alternative policy aims
is further complicated by such other
variables as interest rates, growth of
the domestic money supply, and Fed-
eral Reserve operations to support the
dollar at a given level in terms of other
currencies. Government control over
each of these variables is exercised to
accomplish other goals antagonistic to
the floating exchange rate equilibrium.

The two fears about exchange rate
effectiveness in “’balancing’” trade
lead to mutually antagonistic policy
proposals for “solving” the deficit. When
other government-controlled ingredi-
ents are thrown into the public policy
batter, the results can be highly indi-
gestible. The government’s activity in
the foreign exchange market changes
the floating exchange rate into a
“dirty float.”

False alternatives presented in the
debate are familiar:

Should interest rates be high to sup-
port the dollar and discourage present
consumption, or low to alleviate drains
on income and facilitate the expan-

“The very idea that
there ought to be a
balance in any sector
is sterile.”

sion of firms to build export capacity?
Should money be tight to force a less
profligate economic life-style, or loose
to facilitate spending?

Should the dollar fall to levels that
will encourage exports by making our
goods cheaper abroad, or should it be
supported to minimize the dislocative
impact of currency fluctuations? Should
trade and monetary adjustment be
abrupt to minimize the costs of dis-
equilibrium, or slowed to minimize
the costs of adjustment?

More fundamentally, should govern-
ment spending be used to encourage
exports and sponsor “Buy American”
projects, or should the government
directly manipulate the exchange
rate in order to effect an acceptable
trade balance?

Whatever alternative is chosen, it can
only be said with equal certainty that
the choice will be misguided because
the market is not left free to adapt to
the exigencies of trade patterns.

The prescription of a market free
of interventions, free to seek its own
level, is a much more difficult disci-
pline than it sounds, for it does not
in fact avoid the following difficulty:
What is the market or “natural” level of
exchange and interest rates, when this
machinery is encrusted with public
policy barnacles and corroded by infla-
tion? Only if the government were
completely absent from the money mar-
ket would we know the market level of
exchange and interest rates. Since the
government is not likely to stop inter-
vening soon, no second-best solution
is compelling.

Two other problems may illustrate
the difficulty in understanding a cur-
rent account deficit.

1. There is a sense in which the fear
of current account deficits is justified.
Deficits in the current account must
be matched by surpluses in the capital
account. A capital account surplus
means that we borrow more from for-
eigners than they borrow from us. Who
is responsible for the borrowings that
finance present consumption by for-
going future income? If individuals or
corporations are doing the borrowing,
the process is rapidly self-limiting.
Debt capacity becomes strained, and the
cost of credit becomes a disincentive
to further debt. The possibility of bank-
ruptcy prevents such borrowers from
becoming hopelessly overextended.

If the borrower, on the other hand, is
a government, the discipline of dimin-
ishing means is far removed. True,
its creditors may become wary, but

(Cont. on p. 4)
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Tl‘ade DeﬁCitS (Cont. from p. 3)

the result is a higher interest rate paid
by the government to overcome such
skittishness. Another result may be
the drawing down of the reserves of
government-held gold and foreign
currencies. A budgetary deficit, which
is not unlike a permanent nonincapaci-
tating state of bankruptcy, may also be
incurred —an event translated sooner
or later into domestic inflation. The gov-
ernment borrower in either case does
not find its means constrained until
its capacity to collect taxes is jeopard-
ized, a notoriously distant eventuality.

We should find, in that case, the
proportion of the capital account that
is governmental borrowing, whether
by federal, state, or city institutions, ris-
ing. And we do find that the growth of
the private sector portion of the cap-
ital account has been outstripped by
the public sector growth in debt held
outside the country.

2. Policymakers are often tempted to
segregate further the components of the
current account to isolate the factors
that “caused” the deficit. This effort
wrongly proceeds on the assumption
that the cause of the deficit is the
largest dollar components of the cur-
rent account deficit, or the largest shifts
in the ratio of exports to imports of
a particular industry or product. This
error then leads to proposals for policy
that will attack identifiable sectors,
often on the assumption, as in the
Times article quoted, that only a more
strenuous marketing effort is required
for that domestic sector to improve
its performance.

To attempt to avoid sectoral imbal-
ances is, more fundamentally, to mis-
understand the necessarily dynamic
nature of an economy. Technologies are
born and they die. Industries appear
and disappear. To avoid a sectoral
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imbalance in the manufacture and
export of buggy whips is to freeze tech-
nology and tastes forever. To avoid a cur-
rent account deficit in tourism is to rec-
ommend that we impose higher costs
on tourists in the United States and
that we prevent Americans from spend-
ing freely abroad, an idea that does not
sound ludicrous enough to have pre-
vented efforts to implement it!

The very idea that there ought to
be a balance in any sector is sterile.
America most assuredly “suffers” a defi-
citin’bananas, but “enjoys” a surplus in
wheat. The concepts are meaningless.

The first step to combat the simplis-
tic recommendations that we, by fiat,
buy less and sell more in the world’s
markets is a recognition that a readi-
ness to intervene on behalf of dimly
perceived solutions will only aggravate
the “problem” (if it is one) of a current
account deficit. =

The Minimum Wage

Senator Kennedy: Of course, having
on the market a rather large source of
cheap labor depresses wages outside of
that group, too—the wages of the
white worker who has to compete.
And when an employer can substitute
a colored worker at a lower wage —and
there are, as you pointed out, these
hundreds of thousands looking for
decent work — it affects the whole wage
structure of an area, doesn't it?

Mr. Mitchell (Director, Washington
Bureau, NAACP): I certainly think that
is why the Southern picture is as it is
today on the wage matters, that there
is a constant threat that if the white
people don’t accept the low wages that
are being paid to them, some Negroes
will come in[to] work for a lower wage.
Of course, you feel it then up in Con-
necticut and Massachusetts, because
various enterprising people decide to
take their plants out of your states
and take them down to the areas of
cheap labor.

— From Senate Hearings on
Minimum Wage Protection, 85th
Congress, 1st session, 1957.

by David R. Henderson

The minimum wage is scheduled to
rise from $2.90 to $3.10 an hour on Jan-
uary 1. Whenever federal government
spokesmen announce an increase, they
claim it will raise the wages of all work-
ers currently working for less than the
minimum. Their claim is untrue. Many
of these workers will find their wages
reduced —to zero —since they will lose
their jobs. The government’s estimates
ignore the fact that the number of
people working is inversely related to
the wage employers must pay.

Imagine an employer deciding
whether to retain a worker currently
working at the $2.90 minimum. If he
keeps him, he will be forced to pay him
$3.10. If the worker is productive
enough to be worth at least $3.10, the
employer will retain him and the
worker will be better off. This is the
simple story that many proponents of
minimum wages tell, and their story
ends here.

But alas, the true story does not end
here. His hourly output is probably not
worth $3.10. It is probably worth about
$2.90, the current wage. If the em-
ployer had tried to pay the worker less
than his value, a rival employer would
have spotted a profit opportunity in
luring him away with a slightly higher
wage and making a profit equal to the
difference between the value of the
worker’s output and the wage. As long
as there is such a difference, there is a
profit opportunity for a‘rival employer.
Therefore, the wage will be bid up
until no further profit opportunity
remains. The wage will equal the value
of the worker’s output. In economists’
jargon, competition by employers
drives workers’ wages to equality with
the value of their marginal product.

Since the value of the worker’s prod-
uct is about $2.90, the employer will
fire some workers rather than retain
them at $3.10 and lose money. Some,
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but not all. Laying off some workers
raises the amount of capital per worker,
making remaining labor more produc-
tive. Who is fired and who is not is
often an arbitrary decision. This will
happen throughout the economy. The
effect on employment of an increase in
the minimum wage is unambiguous.
Many marginal, unskilled workers will
lose their jobs. Thus my contention
that the new law will reduce many
workers’ wages to zero.

Most studies of the effects of mini-
mum wages have found a disemploy-
ment effect. Every time the minimum
wage rises, the employment of mar-
ginal workers drops, and then rises
slowly as inflation and increases in
worker productivity ameliorate the
law’s effect. Some studies have failed
to find this effect of the minimum
wage on unemployment, but this is
a consequence of the way unemploy-
ment is measured. A member of the
labor force is officially unemployed if
he is out of work and actively seeking
work. Many low-productivity workers
who lose their jobs because of the
minimum wage become discouraged
and drop out of the labor force. That
these workers are not counted as unem-
ployed is small comfort to them;
they have still been put out of work by
the minimum wage.

This analysis does not turn on the
employer’s being unable to afford the
minimum wage. The employer could
be Rockefeller and he would still fire
workers whose productivity was less
than the minimum wage. The disem-
ployment effect of minimum wages
results not from the poverty of employ-
ers but from the low productivity of
some workers.

The minimum wage also turns jobs
that combine low wages with on-the-
job training into higher wage, dead-
end jobs. An employer offering a wage
of $2.30 an hour plus on-the-job train-
ing costing $0.80 an hour, will eliminate
the on-the-job training if forced to pay
$3.10. A recent study by Harvard
economist Martin Feldstein reports a

[J Many policy-makers in Washington blame our inflation on this year’s 50% rise
in the real price of oil. However, only a small part of our inflation can be attrib-
uted to this increase. Since we import 8.5 million barrels a day, the price increase
caused an income transfer from us to foreign oil producers of about $28 billion
per year. This is small compared to our $2.3 trillion gross national product. It rep-
resents a 1.2% decline in real output of the U.S. economy. A decline in output
causes an increase in the price level of about the same relative size. A 1.2% de-
cline in real output corresponds to about a 1.2 % increase in the price level. There-
fore one-and-two-tenths percentage points of this year’s inflation are due to the
oil price increase. This is a small fraction (about 10%) of the 1979 U.S. inflation.

{1 In an article entitled “What Do We Know About the Great Crash” (National
Review, Nov. 9), economist Alan Reynolds lays to rest the idea that the 1929
crash was due to a wild speculative mania unrelated to real economic factors.
He points out, as did Judé Wanniski in The Way the World Works, that stock prices
closely tracked the probability of passage of the Smoot-Hawley tariff —a general
tariff on thousands of products — which could be expected to lower U.S. real
output. Stock prices could then be expected to fall, to reflect the decreased real
income of firms.

Reynolds also points out that stocks collapsed in the last hour of trading on
the day 16 antitariff senators switched sides and voted to double the tariff on cal-
cium carbide from Canada. The next day was Black Thursday. On October 28,
a delegation of senators appealed to President Hoover to help push a tariff bill
through quickly. The next day was Black Tuesday, with a record loss of 38 points
on the Dow.

Reynolds follows Smoot-Hawley and stock prices through many more turning
points, showing the close correlation between them. His article casts strong doubt
on the idea that a major expansion and subsequent collapse of the money stock
caused the crash, especially since M, (currency plus checks plus savings
accounts) rose by 2.4 percent in 1927, 3.8 percent in 1928, and not at all in 1929.®

significant “dead-end effect.”

These adverse effects of the mini-
mum wage are serious, especially for
young blacks. A significant fraction of
the current generation of blacks will
never have a career because of the
minimum wage.

In light of these effects, why have so
many politicians advocated increasing
the minimum wage? Is it due to their
ignorance? Probably not. Whenever
hearings are held on minimum wage
increases, economists of varied ideo-
logical stripes point out the adverse

consequences. But there is one effect
politicians from the Northern states
are very much aware of: the impact
of the minimum wage on industrial
competition from low-wage Southern
states. Senator Jacob Javits echoed the
NAACP’s Mr. Mitchell when he said:

I point out to Senators from industrial
states like my own that a minimum
wage increase would also give industry
in our states some measure of protec-
tion, as we have too long suffered from
the unfair competition based on sub-
standard wages and other labor condi-

(Cont.on p.7)
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V4 Washington Update

\/ The Congress hopes to- finish busi-
ness by December 14, but a prodi-
gious amount of legislation remains
for both the House and the Senate.
Among the major bills before the House
are the second budget resolution (which
Congress should have passed by
September 25—as required by law),
the Energy Security Corporation, the
Chrysler bailout, the windfall profits
tax, welfare reform, and hospital cost
containment. The Senate also faces all
these and much more. Target date for
convening the second session is Janu-
ary 22, 1980. Veteran Congress watch-
ers await the last few hectic days with
some trepidation: The Congress usually
pushes through some Christmas trees
in the waning hours, and this year it
may be an entire forest.

\, “Sunset” legislation is likely to be on

the 1980 calendar. Senator Muskie of
the Governmental Affairs Committee
is the prime mover—his bill would
require congressional review of federal
programs every 10 years. A similar bill
passed the Senate last year and died
in the House.

\, The House’s resounding rejection of
the sugar bill in October led to a sharp
decline in sugar prices. Economists
believe that the price had been bid up
in anticipation of passage of the bill,
which would have raised price sup-
ports. The events were a classic exam-
ple of how congressional action
directly and significantly affects prices.

\,The phantom recession continues,
and economists are becoming more
perplexed than ever over the conflict-
ing signs in the economy. Meanwhile,
the Federal Reserve, ostensibly tighten-
ing the money supply, has tripled its
loans through the discount window at
interest rates well below the prime
rate. Spokesmen for the Fed deny that
this indicates a liquidity problem for

some banks, but the Comptroller of
the Currency warned the American
Bankers Association that we must be
prepared for the failure of major banks.

‘/ A bill to end the Secretary of the
Treasury’s power to compel delivery of
all privately held ‘gold bullion, coins,
and certificates to the Treasury was
acted on by a Subcommittee of the
House Banking Committee in October,
and will probably have been passed by
the House by December. The law has
been on the books since 1934.

‘/ NOW accounts, share draft accounts
at credit unions, and automatic trans-
fer accounts are threatened by a fed-
eral court ruling that they are illegal.
Congress has until the end of the year
to change the law, but the Senate
has combined the needed change
with a bill incorporating many substan-
tive changes in the banking system.
The delay and the dispute between
the House and the Senate over the
matter could end NOW accounts held
by thousands in New England and
New York.

\, In other matters, the House Banking
Committee reported out a solar energy
bill early in November—a sign, per-
haps, that the sun is shining on solar,
even though the banking system
stumbles on in deepening twilight?

“ Congress performed a neat trick when
it voted on the continuing appropria-
tions resolution. Because of the failure
of the Senate to enact several appro-
priations bills for fiscal year 1980 (which
began October 1, 1979), the Congress
passed a stopgap appropriations reso-
lution during October. The resolution
provided funds for most agencies until
November 20, but the expiration date
was omitted from the section appro-
priating money for Congress. Among
other things, that relieves Congress

from voting again on its 5.5 percent
pay raise.

\/ The White House is lobbying inten-
sively —and illegally — for price controls
on hospitals, the so-called hospital
cost containment bill. It is the center-
piece of the Administration’s program on
inflation, and both President Carter
and Vice President Mondale have
entered the battle by personally calling
members of Congress.

‘,Many House members are receiving
increasing amounts of mail against
the creeping deregulation of the truck-
ing industry now being carried out by
the Interstate Commerce Commission.
Virtually no mail has been favorable to
the Commission’s actions. Ironically,
chances for passage of a law deregu-
lating trucking are improving; one may
be on the books by next summer, since
the organized truckers and the Team-
sters now feel that they can get a better
deal from Congress than from the ICC.
The Carter-Kennedy plan would end
hauling and route restrictions and
would make market entry and rate
changing easier.

\, In a spectacular display of idiocy, the
Department of Energy is planning to
buy domestically produced crude oil
and store it in salt domes in Louisiana
and Texas. OPEC has forbidden any
further purchases of its oil for such
storage purposes, so the DOE plans
to buy crude from domestic produ-
cers and to drain the Naval Petroleum
Reserve. The Strategic Petroleum
Reserve, which was mandated by Con-
gress in 1975, now has pumps to get
the oil out of the salt domes where it
has been poured (91 million barrels of
it). Unfortunately, there is no distribu-
tion system, but the government can at
least get some of the oil to the surface,
an improvement in the system since
last summer. |
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Minimum Wage (Cont. from p. 5)

tions in effect in certain areas of the
country — primarily in the South.

Those who argue for the minimum
wage on the grounds that it helps poor
people should be aware of this fact:
When the minimum wage law was

challenged before the Supreme Court
in Adkins v. Children’s Hospital, in 1923,
one of the plaintiffs was a woman thrown
out of work by the law. a

David R. Henderson is the editor of Policy
Report.

Editor’s Column
Lets Look at the Record

and other agencies.)

“In 1932, American voters threw
President Hoover out of office because
of a feeling that the federal government
wasn't doing enough to pull the econ-
omy out of the Great Depression.”

— Arlen ]. Large, in the
Wall Street Journal, Oct. 10, 1979

The implication of this quotation is
that the 1932 electorate, offered a clear
choice between Hoover’s policies and a
Democratic Party platform committing
the federal government to do more
“to pull the economy out of the Great
Depression,” voted for the latter.

The record on this score, however,
was set straight back in 1935 by James
P. Warburg in his Hell Bent for Election.
The following excerpt from that work
provides some illuminating facts as to
what the 1932 voters were offered (and
by whom), what they voted for, and
what they got.*

Let us have a look at some promises
made in 1932.

Unemployment and Labor Legislation

1. A federal appropriation of
$5,000,000,000 for immediate relief for
those in need, to supplement state and
local appropriations.” (This promise
seems to have been adequately fulfilled
by the FERA.)

“2. A federal appropriation of
$5,000,000,000 for public works and
roads, reforestation, slum clearance,
and decent homes for the workers, by
federal government, states and cities.”
(This promise seems likewise to have
been fulfilled by the PWA and CCC

*From the book Hell Bent for Election, by James P.
Warburg. Copyright 1935 by James P. Warburg.
Published by Doubleday & Company, Inc.

“3. Legislation providing for the
acquisition of land, buildings and
equipment necessary to put the unem-
ployed to work producing food, fuel
and clothing and for the erection of
housing for their own use.” (Something
of this sort is being tried in various
experimental communities in one of
which Mrs. Roosevelt has taken a great
interest; likewise the Under Secretary
of Agriculture, Rexford Tugwell, is
working along these lines.)

“4. The six-hour day and the five-
day week without a reduction of wages.”
(The Black bill for the establishment
of a thirty-hour week was not passed
by Congress.)

“5. A comprehensive and efficient
system of free public employment
agencies.” (A comprehensive system
has been established; its efficiency is
a matter of opinion.)

“6. A compulsory system of unem-
ployment compensation with adequate
benefits, based on contributions by the
government and by employers.” (The
Social Security Act provides for such
a system, with additional contributions
by employees.)

“7. Old age pensions for men and
women sixty years of age and over”
(Provided by Social Security Act for
those over sixty-five years of age.)

8. Health and maternity insurance.”
(Provided by Social Security program.)

9. Improved systems of workmen's
compensation and accident insurance.”
(See Senate bill 2793, introduced May
9, 1935, by Senator Wagner.)

”10. The abolition of child labor”
(See NRA and proposed constitutional
amendment.)

“11. Government aid to farmers and

small home-owners to protect them
against mortgage foreclosure, a
moratorium on sales for nonpayment
of taxes by destitute farmers and
unemployed workers.” (This promise
was more than fulfilled, since a mor-
atorium was extended not only for
nonpayment of taxes but also for non-
payment of interest and principal of
mortgage debts.)

“12. Adequate minimum wage laws.”
(These were established by the NRA.)

Note: The NRA and the Frazier
Lemke Mortgage Moratorium Act were
subsequently declared unconstitutional
by the Supreme Court, but this does
not alter the fact that Mr. Roosevelt
tried to fulfill the promises involved in
these two pieces of legislation.

So far, on the face of it, the above
lookslike a pretty complete record of ful-
fillment—in fact, an excellent record.

Why is it not, then, an excellent argu-
ment for Mr. Roosevelt's reelection?

Because it is a record of fulfillment,
not of promises made by Mr. Roosevelt
or by the Democratic party, but a rec-
ord of fulfillment of the promises
made by the Socialist candidate, Mr.
Norman Thomas.

The twelve points I have just enu-
merated are word for word the first
twelve planks in the platform of the
Socialist party on which Mr. Thomas
ran for President in 1932 and polled less
than nine hundred thousand votes.

Does that surprise you?

And now let us see what the Demo-
cratic platform had to say on these sub-
jects. Here are the planks on which Mr.
Roosevelt polled almost twenty-three
million votes:

“1. An immediate and drastic reduc-
tion of governmental expenditures
by abolishing useless commissions and
offices, consolidating departments
and bureaus and eliminating extrav-
agance, to accomplish a saving of not
less than 25 percent in the cost of
federal government; and we call upon
the Democratic party in the States
to make a zealous effort to achieve a
proportionate result.”

”2. Maintenance of the national
credit by a federal budget annually bal-
anced on the basis of accurate execu-
tive estimates within revenues, raised
by a system of taxation levied on the
principle of ability to pay.”



““To be governed...”

And who has been paying all along?

Prime Minister Margaret Thatcher’s
Conservative government detailed deep
public-spending cuts that will sig-
nificantly curtail Britain’s welfare-
state services....

Parents and students will have to
start paying for school meals, milk and
transportation in many places. Nation-
al Health Service patients will be
charged higher dental fees and about
$1.50 instead of about 50 cents to fill
a prescription.

—Washington Post, Nov. 2,1979

“Fair is foul and foul is fair...”

A new Carter crackdown on oil com-
panies? Adviser Eizenstat quotes King
Lear: “I will do such things, what they
are yet I know not, but they shall be
the terrors of the earth.”

—Wall Street Journal, Nov. 2, 1979

The friendly skies

Some proponents of airline deregu-
lation who expected it to produce lower
regular fares have been disappointed.
Instead, due in large part to inflation
and higher fuel costs— and possibly
insufficient competition on many
routes — regular ticket prices have
increased 27.5 percent this year.

Offsetting this, however, have been
the many discounts, including $99
flights between New York and Los
Angeles, and $20 flights between Hous-
ton and New Orleans. About half of all
travelers use some kind of discount.

When all the fares are put together,

regular fares and discounts alike, the
cost of air travel has risen more slowly
since 1977 than the cost of living index.

—New York Times, Oct. 25,1979

Unfortunately, yes

Ronald Reagan, who will formally
announce for President in less than two
weeks, said Thursday he is becoming
less and less amused by reports that
his advisers are trying to create a “new
image” for him.

“I am what I am,” the 68-year-old
former California governor told report-
ers at International Airport, “and I think
all of you know what my positions
are on the basic issues.”

—Los Angeles Times, Nov. 2, 1979

How sweet it is

A consumer-minded House of Rep-
resentatives dealt the sugar producers’
lobby a defeat today by refusing to
raise sugar-price supports. By a vote of
249 to 158, the House turned back an
attempt to guarantee sugar growers a

minimum price of 16.3 cents a pound.
—New York Times, Oct. 24, 1979

Hear, hear!

The British government introduced a
bill in Parliament aimed at protecting
British companies from some pro-
visions of U.S. antitrust law. The bill
also would enable companies in the
United Kingdom to ask British courts
to return punitive damages assessed
by U.S. courts under the Sherman
Antitrust Act....

John Nott, Britain’s Secretary of
State for Trade, said the provision in
the Sherman Antitrust Act authorizing
punitive damages of three times actual
damages is “offensive and contrary to
our principles.”

—Wall Street Journal, Nov. 1,1979

They failed to disobey

the Energy Department
The Energy Department is preparing
to charge several major oil companies
with failing to allocate gasoline properly
during this year’s gasoline shortage.
—Wall Street Journal, Oct. 31,1979

The cruelest tax
Nobody talks much about it, but the
past several years’ inflation has pro-
vided a crucial element of the financial
rescue of New York City.
—]J.W. Anderson, in the
Washington Post, Oct. 16, 1979

The Taxbelt
Contrary to the widespread impres-
sion of a “Sunbelt” bias in the dis-
tribution of federal money, federal
aid for the region rose steadily during
this period [the 10 years after 1967].
After several years of posturing by
northeastern officials, the General
Accounting Office in 1977 finally
made an analysis that confirmed the
findings of Warren Brookes of the Boston
Herald that the Northeast got back
$1.06 for every tax dollar it sent to the
federal government.
—Harper’s, November 1979
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