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Intended or met, Jimmy Carer's
ith § ted

new budget, with unpreceden!
3i24.8 billivn for the military, will in-
tensity inflation and other
decay It reminds us that thers was a
iesson in the Inability of President
Herbert Hoover and his advisers to
fathom the causes of the Great De-
pression. Apart from intention, wrong
assumptions about ecanomie behatior
k-

Jimmy
Hoover?

By Seymour Melman

adted 10 Pricts. Under cost pass.
4lomg, the Carter strategy (If suceeas-
tal in shni ) would
produce price increases,

Mr. Carter's pnlu:iu stress guide-
lpes om wages and prices, mx on
profits. The unstated assumption is
that protits fuel productive capital in-
vestment. However, corporation and

mATAZers have hew,

produce not only
coopetent theores but afa policies
that Iall. The result of Mr. Hoxrver's

in all industries as a result of falling
demard. In dne Ckirse, low prices of
capita! goods (machinery, strucmral
steel, cement) would attract the atten-

B0 that, finally, prices will rise less, or
wven fall. Thid stral

mand interacrions. But the cost-plus
hodel for incustrial -pricicg, widely
practiced in tha milil ECONANY,

[+
developing production occupations in
the United Stares. During the 60's and
s, profits have been beavily in
vesterd abroad and in quitk-return op-
poTtinities 82 bomie, while the Gavern-

civilian industry ta dacay, with result-
ing memeompetitcveness, plant clos-

‘without Indeed, since
the mid-1960"s, industrial fircs have mmwmwﬂmm
T pri COFE,

that 3

and cost increases, plus a desired
Furtharmore,

product;

rise to yield 2 new business prosperi

Hoover's counsel that pmperi(y i
“just arolnrd the corner’' made sense
within laissez-faire theory.

But Mr. Hoover and his aides erred
in assuming thar prices of capital
poods would fall with lewer market ge-
mand. For the managers of firms
making capitat goods had been learn.
ing to stabliize the prices of their
products independently of market de
roend, the better to maximize grofiss
even as sales fell. So the classic attrac-
tiom of low capital-goods prices for new
investment did nat appear, and nefther
i€ an

in industrial productivity has
munpudmmuapac:unbeuu-
tal ang techaology drain
dustry. For more than 13 years,

in
and employment. Finally, President
Hoover, an accomplished enginesr-sd-
ministrator, cut a Inplms tfigure as the
economy collapsad — lpexplicably to
‘him and his ndvisers.

President Carter now causes Inter-
£ ratey 10 Tise sa that
money will be more expensive; 8o that
consurners and Investors will buy less;

Note: Byung Y. Hong,

-!trmsth of this mechanism 2 a pri-
Ty predictor of llmled States price
tnmllm Under cost passalong, a
shrinking market zm- lndusmal goods
%ill mean that flxed costs of produc-
tion and administration will be as-
signed to fewer products sold. The
higher fixed asts par prodiact will be

tomilitaryin- |
, firms

believing
Futn\ budget deficit 15 a spur to
inflaion and worse, propose less
Federnl spending — except lor the
Pentagon. Actially, a Federal defieit
owing to heavy productive Investment,
2= in efficlent steel mills, shoe facto-
ries and railroads, would soon be T
paid by the revenues that would grow
with new Unlted States-based produe-
Hom AL these effects wixid be
‘oountar-laflac
BY cotrast, President Carter pro-
clajms that military spending shoutd
by $11.3 billlon while
:mhln activities are Leld stable or
e, This policy tekes no account of the
lact that military industry L= the focal
poimt -of institutionalized inflation

wider. Wil Jimmy Carter be Eerbert
Hoorver 11?7

Seymour Melman, professor of indus-
tria! engineering at Columbia Univer
$ity and national cochairmar of
SANE, is author of “The Permanent
War Ecomamy. ™

Inflation Under Cost Pass-Blong Managenent,

Praeger Publishers, H.Y.,

H.Y..,

March 1879.



