THE INFLATION DILEMMA *

By GeorGE TERBORGH, RESEARCH DIRECTOR

TABLE OF CONTENTS
Page No.

Chapter 1. Tz TrADE-0FF BETWEEN UNEMPLOYMENT AND INFLATION._ 1067

The dilemma_ . ____._____ . _______________________ 1068

I. Relation Between Unemployment and Increases in Labor
Compensation- - ___ . ______ . 1068
The pieture_ . 1070
II. Relation Between Unemployment and Unit Labor Costs__.____ 1070
Other estimates__ . _____________________ o ____ 1071
Unit labor costs and prices_ __ __ _____ o ________ 1071
III. Relation Between Unemployment and Prices_ _ o _____._____ 1072
Comment.. . _ .o ___ 1074
CEA chart_ __ ... 1074
Conelusion_ _________________ . __._. 1074
Chapter 2. How Dip We Ger TEAT WaY? . ____ 1075
It was not ever thus_._ __ .. __________________________ 1075
I. The Role of Collective Bargaining.___ ________________________ 1076
The theory stated_ . ____ . 1076
A. Opinjons_ - ____ . _______ o __.___ 1076
View of organized labor_._________________ 1077
View of economists . ______________________ 1077
View of the Council of Economic Advisers.__. 1078
B. Statistical evidence_ .. ______._______________ 1080
The recent period. . . _.__________________ 1080
Comparative-rate-of-gain test._ ____________ 1081
Comparative employment growth.__________ 1082
Impact of the minimum wage...___________ 1082
Adding it up-o- . ____ 1083
II. Composition of Unemployment - - - _ oo 1083
Effect of dispersion_________ . _____________________ 1084
Increase in frictional unemployment___._______.__________ 1084
II1. Conelusion_ . _ . . 1085
Chapter 3. SALVATION BY EXHORTATION. oo oo oo oo ____ 1085
Controls._ _ _ o 1085
I. Evolution of the Hortatory Approach.____________________.__ 1086
Preguidepost formulations_.____________________________ 1086
The guideposts.____ . _ .. 1087
I1. Guideposts Examined. ... _________________________________ 1088
Wage guideposts_ _ . __ _____ __________ . _________ 1088
Price guideposts__ . _________________________________ 1088
II1. Difference Between Wage Restraint and Price Restraint______ 1089
Margin variance. _ - _ . __.____________________________ 1089
Hypothetical caleulation._ _____________________________ 1090
The moral ... 1092
Chapter 4. THE GUIDEPOSTS IN APPLICATION - e _ oo 1092
I. Promotion and Enforcement________________________________ 1092
Three aspects of enforeement_ __________________________ 1093
Limited coverage_____ . _ .. ____ . ___. 1094
II. Bffects. .. e 1095
Statistical studies_ - . __________________________________ 1096
Opinion testimony_______ _______ . _______________.___. 1096
Recent experience._________ . ________________________ 1097
TII. Abandonment. ... .. ____ 1098

* NoTte: Materials herein are subject to application for copyright. Permission
for reprinting or excerpting from this paper should be secured from MAPI.

(1066)



