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Preface

The National Commission on Productivity and
Work Quality is composed of leading business, labor,
govemment, and public representatives. The Commis-
sion was initiated in 1970 in response to a growing
concern about the importance of productivity to the
nation. Since its inception, the Commission has spon-
sored and participated in a continuing national dialogue
on the subject of productivity, and has promoted a
number of productivity-enhancing programs in many
sectors of the economy.

Based on this experience, Commission members
determined that the time was appropriate for a state-
ment of the Commission's current thinking on national
productivity policy. There is a great need, the Commis-
sion believes, for a "productivity voice" to participate in
the development of our national policies.

To produce this statement, the Commission as a
whole met to consider the issues to be addressed, and
augmented this meeting with further contributions by
individual Commission members. All Commissioners
have had an opportunity to review the final text of this
statement, and although not all Commission members
endorse each and every point made in the policy
statement, all have concurred with its central thrust and
contents.

The Commission hopes that this expression of its
views will serve to stimulate efforts by responsible
individuals in all sectors of the economy, to provide
counsel to those charged with legislative and policy
decisions, and to improve the quality of debate on issues
for which solutions are still being sought.
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Productivity and
the National Interest

Throughout our history, the American economy
has provided an environment in which productivity
improvements have been undertaken with enormous
vigor, ingenuity, and success. As a result, the average
American worker today produces about four times as
much in an hour of work as the average worker of 50
years ago (see Chart 1). From these improvements,
which have occurred in the context of an expanding and
on the whole a healthy economy, Americans have
enjoyed a higher standard of living, more leisure time,
and a wider range of opportunities for pursuing their
own happiness than have been available to most other
people.

Continued productivity gains together with an
expanding, healthy economy are vital to maintaining or
improving the benefits our society has achieved to date;
they are also vital to achieving the increased quality of
life our nation demands, including health, safety, a
clean environment, and equality of opportunity for our
citizens. Only through economic growth and continued
productivity improvement can we generate the where-
withal to meet these goals. Continued improvements in
productivity are also critical to maintain our competitive
position in the intemational economy.

Every American has a personal stake in contin-
ued productivity improvement. Our rate of productivity
gain has a direct bearing on prices paid by the con-
sumer, on the funds available for payment of wages, on
the real worth of wages, and on the retums available to
the investor. Indeed, continued productivity improve-
ment offers a primary means for each American to
improve his or her situation in life, and to ensure our
future well-being through increased concem over the 7



efficiency and effectiveness with which we use our
resources to produce the goods and services required by
our present and future needs.

Chart 1: Productivity Has Risen Persistently Over the
Past 85 Years
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Why, if our productivity growth has fared so well
during our history, do we need to be concerned about
continuing to improve our productivity in the future?
Productivity involves changes in many input variables-
such as labor, capital, and energy-and in outputs
which are often hard to quantify; as a result, trends in
productivity are difficult to measure on a consistent
basis. The most commonly used measure of productiv-
ity-output per man-hour-suggests that the rate of
productivity growth during the post-World War II period
has shown signs of slowing down (see Chart 2). Com-
parisons of trends in other industrial countries during the
past decade also suggest that U.S. leadership in produc-
tivity is diminishing (see Chart 3). These statistics may not
tell the total story about the complex issue of productivity,
but they are nevertheless a basis for genuine concem.

Chart 2. Output per Man-Hour Growth Rate Has
Tended To Slow Down Over the Post-War Period
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Chart 3. Manufacturing Output per Man-Hour in
Seven Countries, Average Annual Percent Change,
Selected Periods, 1950-74

Country 1950-74 1960- 74 1950-66 1966-74 1966- 70 1970-74

United States 2.9 3.3 2.7 3.6 2.2 4.8
Canada 4.1 4.3 4.0 4.4 4.7 4.2
Japan 9.5 10.5 8.4 11.1 13.9 9.5
France 5.4 6.0 4.8 6.0 6.6 6.0
Germany 6.0 5.8 6.2 5.4 5.8 5.7
Italy 5.9 6.4 5.9 6.1 5.4 8.3
United Kingdom 3.4 3.9 2.9 3.6 3.5 4.3

Note: Data for Italy cover periods ending with 1973. U S. estimates for 1974 are based on data for full year;
estimates for France are based on two quarters; and estimates for remaining countries are based on three
quarters.
Source: Bureau of Labor Statistics, U.S. Department of Labor.

Regardless of the extent of recent declines in
productivity, or even whether such declines have oc-
curred at all, our economic system faces significant
challenges in the future. These challenges include the
improvement of our material standard of living, the
maintenance of our competitive position in the intema-
tional economy, and the need to improve the quality of
our environment. To meet these challenges will require
continued economic growth and productivity improve-
ment.

Thus, to keep what we have achieved to date
and to meet the challenges of the future, the nation
must concem itself with developing adequate policies to
foster confinued productivity improvement.

Many different factors affect productivity. Indeed,
almost every development sooner or later influences
productivity, from the extent of commuter traffic to the
quality of primary education. In the view of the National
Commission on Productivity and Work Quality, the

10 most crucial factors affecting productivity, and about



which our national policy should be primarily con-
cerned, are grouped under three broad headings. These
are:
* Human Resources-that is, the level of health and

education, skills, ingenuity, and dedication of all
people involved in the production of goods and services,
and the extent to which we continue to maintain and
improve this-productive capability.
* Technology and Capital Investment-that is, the

process through which productivity-enhancing in-
novations are conceived, developed, financed, and dif-
fused throughout the economy, in both the public and
the private sectors.
* Government Regulation-that is, the process

through which government regulates the actions of
individuals and organizations in the interest of the
community, and the extent to which this process affects
the ability of the economic system to foster continued
productivity improvements.

The Commission believes that as a nation we
have serious problems in all three of these areas which
must be faced realistically. In each area, the Commission
has identified specific policies which it believes require
urgent national attention in order to maintain our his-
toric growth in productivity and in tum to assure Amer-
ica's continued strength and ability to meet the needs
of its people and its responsibilities to the world.

In conjunction with adequate policies in these
three areas, a stable, expanding economy with high
levels of employment and- investment goes along with
substantial productivity improvement. Conditions of sta-
ble growth and full employment are normal companions
to high levels of savings and profits, and the incentive to 11



reinvest these funds in productivity-enhancing projects.
Similarly, when jobs are plentiful, technological changes
which lead to greater efficiency are more readily ac-
cepted.

Productivity statistics are also influenced by the
business cycle; in times of recession, capital and labor
resources tend to be used less efficiently. As a result of
the recession, productivity in 1974 (as measured by
output per man-hour) experienced an unusually sharp
cyclical decline. In fact, for the first time in 25 years,
output per man-hour declined from one calendar year
to another-by 2.6 percent between 1973 and 1974.

As a first step toward returning to sustained
productivity growth, therefore, we need to remedy the
current problems of recession and unemployment. This
will be rewarded by an immediate improvement in
productivity statistics. However, long-term productivity
growth, independent of this cyclical effect, depends on
adequate policies in the areas considered by this state-
ment.

12



Human Resources

Introduction
Human resources-including all persons who are in-
volved in the production of goods and services regard-
less of their affiliation with either "labor" or "manage-
ment"-are the driving force behind change and im-
provement. The Commission believes that the willing-
ness and energy of working Americans are in large
measure responsible for the dominant position of our
national economy today. Further, to the extent that our
rate of productivity improvement is less than we might
desire it to be or to the extent that we feel it is
threatened in the future, the principal cause is not that
Americans lack the willingness to work hard. Rather, we
must look to making sure that the tremendous potential
of our human resources is fully realized-that the unpar-
alleled dedication, skills, organizational talent, and inge-
nuity of Americans are effectively directed at our pro-
ductivity goals.

Several factors are required to insure effective
realization of the potential of our human resources. First,
those who commit themselves to improving productivity
(including labor, management, and private investors)
must understand how they will share in the gains.

Second, the know-how, ingenuity, and imagina-
tion of employees need to be more widely recognized
by management, and new cooperative arrangements
between labor and management need to be developed
to allow this important resource to be utilized more fully.

Third, the important relationship between pro-
ductivity and job security needs to be fully understood,
and we need to prov'de workers with adequate assur-
ance that cooperation in productivity-enhancing changes
will not adversely affect their security and self- interest. 13



Fourth, the quality of the work environment
needs to be maintained or improved.

Fifth, the educational system, which provides
workers, managers, and other members of the work
force at all levels with the necessary skills to be produc-
tive and with the capacity to adapt to technological
change, needs to be kept flexible and responsive to
society's changing requirements and to the changing
character of individual aspirations.

The views of the Commission with respect to
each of these areas are elaborated below. In addition to
effective policies in these five areas, it should be
emphasized that effective use of our human resources
requires an environment of full employment and equal
opportunity. Unemployment-quite apart from humani-
tarian considerations-is a waste of potentially produc-
tive resources. Similarly, discrimination forces people to
work at less than their capacity. Therefore, conditions of
both full employment and equal opportunity are a
necessary context for the more specific policies con-
sidered below.

Labor-Management Relations
The Commission believes that greater cooperation be-
tween labor and management offers significant and
mainly untapped potential for increasing productivity in
all sectors of the economy. "Cooperation" in this con-
text refers to an open exchange of ideas between labor
and management, occurring outside the formal collec-
tive bargaining process and in a nonadversary environ-
ment. Improved cooperation requires, on management's
part, a recognition that labor can contribute important

14 know-how, imagination, and ingenuity in such areas as



increasing output, reducing waste, improving morale
and job satisfaction, and reducing counterproductive
behavior such as absenteeism or alcoholism. Of equal
importance, a cooperative approach to productivity im-
provement requires an acceptance by labor of its re-
sponsibility for sharing in the effort to improve produc-
tivity.

Collective bargaining has proved to be an effec-
tive mechanism for resolving differences between labor
and management; however, the Commission believes
that opportunities also exist for labor and management
to identify and pursue common objectives outside the
collective bargaining process, and that the pursuit of
these objectives can serve their mutual interests without
threatening the viability of collective bargaining.

The identification and promotion of areas of
cooperation should prove equally useful in those sectors
of the economy where employees are not represented
by unions, and where no other formal mechanism exists
for communication between management and employ-
ees on productivity issues.

In promoting the potential of expanded labor-
management relations to achieve productivity improve-
ment, the Commission feels that our national policy
should place particular emphasis on the public sector.
The public sector (Federal, State, and local govemment)
now accounts for approximately one-fifth of the total
national employed work force. However, many units of
govemment lack administrators with adequate skills,
training, and experience in labor relations. In addition,
collective bargaining is often new and quite fragmented
and many public service unions have less experience
than their counterparts in the private sector. Therefore, 15



the Commission believes that opportunities to improve
labor-management procedures-including grievance-
settling methods and communications on productivity
improvement issues-and to expand the skill levels of
those responsible for labor relations should be vigor-
ously pursued.

In addition, the Commission believes that man-
agers in almost every area of the economy can take
more initiative and can contribute more to the process of
productivity improvement. Accordingly, efforts to pro-
mote the value of increased productivity and to dissemi-
nate techniques for improving productivity should in-
volve every employee. This is especially true in the
public sector, where the need for administrators to take
an active role in productivity improvement is not as
widely understood as it might be

Job Security
Nationwide, productivity improvement and employment
are interdependent. High rates of employment are a
necessary condition for sustained productivity growth;
continued productivity improvements are vital to the
ability of the economy to supply new jobs and to
maintain existing ones. However, in particular situations
where proper alleviative measures have not been taken,
increased productivity can threaten job security and,
consequently, the changes designed to improve produc-
tivity will be understandably resisted by workers.

Even where resistance to change is not an issue,
workers cannot be expected to contribute their ideas
and know-how to improving productivity if they believe
the resulting changes will affect them adversely. Further,

16 because of the association In the minds of many workers



between "productivity" and threats to employment se-
curity, changes may be resisted or constructive sugges-
tions withheld even when no real threat to employment
exists.

In response to this phenomenon, the Commis-
sion believes that a better understanding of the relation-
ship between employment and productivity improve-
ment is needed. Efficient, highly productive enterprises
are usually the ones that grow and hire more people. It
is necessary in most areas of work that we try to solve
such problems as how to more efficiently utilize time on
the job; how to improve performance; how excessive
waste of energy, materials, supplies, or equipment can
be eliminated; how equipment breakdowns can be
avoided and product quality improved; or how workers'
satisfaction can be enhanced. Thus, long-term job secu-
rity which comes about by having a high productivity
work force must be recognized.

In addition, measures and programs designed to
enhance job security need to be pursued more fully.
The specific measures and programs which are needed
vary widely depending on the industry or economic
sector involved. However, the Commission believes that
several areas offer especially strong potential for main-
taining job security and accommodating productivity-
enhancing changes. For example, the unemployment
insurance system, the transferability of pension funds,
and other measures for assuring greater financial secu-
rity for the employee while adjusting to change all
require review and improvement. In addition, better
management procedures for forecasting and adjusting to
change need to be developed and implemented by
employers in many sectors of the economy. In this 17



context, the problems of small companies, which are
less able to forecast the impact of change and which
may have less flexibility in reacting to change, require
special attention.

The Commission believes that the need for a
better understanding of and methods for achieving an
appropriate balance between job security and productiv-
ity gains are especially acute in the public sector, where
many govemment units seem to be faced with a choice
between layoffs and massive budget deficits. Of particular
importance in this regard are budget policies which reflect
sound and prudent management of available resources,
both human and financial.

Quality of Working Life
In its broadest sense, the concept of quality of working
life embraces many of the areas covered elsewhere in
this statement-labor-management relations, job secu-
rity, the quality of education and training provided to
workers, and other factors associated with maintaining
the capacity and motivation of the American work
force. In this broad sense, the Commission believes that
quality of working life is vital to our national productiv-
ity.

In addition, increased national attention has been
focused recently on experiments designed to improve
quality of working life in the more specific sense of the
atmosphere in which work is conducted. The Commis-
sion endorses these efforts and believes that they offer
promise in providing an atmosphere conducive to pro-
ductivity improvement. In the view of the Commission,
further experimentation should place more emphasis on

18 seeking a better understanding of the relationship be-



tween productivity and the quality of a worker's envi-
ronment and on leaming more about which concepts of
"quality of working life" seem most conducive to stimu-
lating productivity improvement.

Education and Training
Overall, the Commission believes that the traditional
strength of our educational institutions is a main factor in
the capacity of the United States to improve productiv-
ity. The quality of the scientists doing research, the
engineers planning new products and methods, and the
managers, administrators, and workers operating our
productive enterprises and public service organizations
all depend on our educational system.

To keep pace with the requirements of an in-
creasingly complex socioeconomic environment, the
Commission believes that U.S. education can and
should become increasingly responsive to the needs of
society, including especially the need for a well-prepared
work force. Without compromising the excellence of our
liberal arts programs, the future demands somewhat
more emphasis on shaping our educational directions to
better prepare graduates at all levels for the realities of a
productive life.

At all levels of education, there is a need for
communication and interaction between schools and
local business and labor organizations. Through this
process, educators can keep up with skill requirements
and labor market demands, and design course content,
counseling, and job placement programs accordingly.
Similarly, through closer contact with educational institu-
tions, business and labor can better adapt their organiza-
tions to changing social mores. 19



The Commission also recognizes that, especially
in black and lower-income areas, school systems have
failed to produce an adequate number of graduates with
the basic skills needed to compete effectively in the job
market. To a great extent, this problem represents a
failure not of the educational system only but rather of
society as a whole. Nevertheless, the educational system
tends to be a focus of the problem because herein lies
a primary opportunity to interrupt the vicious cycle of
successive generations of poverty and failure.

The specific remedies for these problems-in-
cluding, for example, the question of how to teach inner-
city children how to read and write-are beyond the
Commission's purview. Nevertheless, because solutions
to these problems are fundamental to maintaining our
long-term productive capacity, the Commission supports
a greater national emphasis in this area. In particular,
priority should be given to reducing, through improved
education programs beginning at the primary school
level, the proportion of the population which is margin-
ally employable due to a lack of fundamental skills. For
such an effort to be successful, we must have an active
economy which provides job opportunities, and hence
the incentive to complete an educational program, for
the students involved.

The Commission feels that training programs
outside the formal educational system can make an
important contribution to productivity. These would
include programs to provide marketable skills to the
unemployed and the underemployed who have passed
the normal age for attending high school. In addition,
we need better programs to upgrade the skill levels and

20 thus the economic opportunities of workers already in



the labor force-with particular emphasis on those with
high school degrees or less.

Finally, there is a broad requirement for improv-
ing, through educational programs both within and
outside the formal educational system, the level of
public understanding about our economic system. Par-
ticular emphasis should be given to altering the miscon-
ceptions or nonconceptions which many people have
about productivity itself, including the role which pro-
ductivity gains play in improving the quality of our lives
and the role we all play in achieving productivity gains.

21



Technology and
Capital Investment

Introduction
Much of the historical growth of productivity in this
country is the direct result of technological change.
Technological advances are critical to continued produc-
tivity growth because they lead to increasingly effective
use of our labor, capital, and natural resources.

Technological change, in the context of this
statement, refers to the total process through which
productivity-enhancing innovations are conceived, de-
veloped, and diffused throughout the economy. There
are many different variations of this continuing process.
Included are the invention, design, production, and mar-
keting of specific new products, as well as the
development, refinement, or improvement of existing
products. The process of change can apply to a product,
or to an entire manufacturing technology where the
change might involve a whole system of products and
methods. Technological change applies to all sectors of
the economy-including agriculture, manufacturing,
service, transportation, and government-and involves
techniques, methods, and ideas as well as products.

While the process of change is both complex and
highly variable, the Commission has identified four
primary-and largely interrelated-factors which are
needed to support the type of continuing technological
change which contributes to productivity improvement.
First, there must be a strong underlying scientific base-
that is, a continuously improving body of knowledge
through which changes can be conceptualized, and from
which practical applications can be developed.

Second, individuals and organizations must have
the best possible access to available technical know-how

22 and to information on available products and processes.



Third, individuals and organizations must have
the incentive to develop new products, or to invest in
the purchase of new products developed by others. This
incentive, in tum, implies that they must have reason-
able assurance of being able to benefit from their invest-
ment.

Finally, adequate capital resources must be avail-
able to finance the development and installation of new
products and processes. Again, it is important to state
that capital resources must be available for investments
in both the public and the private sector. The private
sector has the greater need for investment capital, and
provides the cutting edge for economic growth. The
public sector bears the major responsibility for financing
critical items of "overhead" capital-water sewage sys-
tems, roads, dams, schools, hospitals, and other capital
facilities which support our economic system.

Technology
The Commission believes that our "underlying base" of
technical know-how, scientific knowledge, and engineer-
ing ability is fundamentally sound. Our universities,
private business organizations, govemment laboratories,
and other institutions involved in the expansion of our
basic scientific knowledge have succeeded in developing
an enormous body of technical knowledge and capabil-
ity which is probably unmatched by any other nation.
However, the Commission believes that the technologi-
cal leadership of the United States-that is, our capacity
to foster continued technological change of the type
needed to support productivity improvement-may be
threatened both by a recent lessening of our basic
research activities and by an increasing inability to make 23



effective use of the scientific knowledge and technical
know-how we already have.

Despite the traditional excellence of basic re-
search programs in the United States, recent evidence
suggests that many of these programs have been cut
back or even eliminated. Specifically, funding for basic
research at universities as well as corporate commit-
ments to internal basic research programs have been
diminished in many cases. A reduction of basic re-
search activities does not represent an immediate threat
to technological progress, and may turn out to be
temporary. Moreover, it is the quality and innovative
character of the research which is important rather than
its amount. Further, it is difficult to specify what level of
basic research is required from a productivity standpoint,
or how to measure whether that level is being achieved.

The adequacy of basic research is nevertheless a
matter which requires careful scrutiny. A permanent
reduction in basic research activities would seriously
undermine our long-term capacity to make needed
technological advances. Also, we must be conscious of
the fact that while a reduction in our basic research
effort takes a long time to have an adverse impact, the
time required to reverse that adverse effect is equally
long.

A more immediate problem derives from what
the Commission perceives to be a growing inability to
exploit the scientific knowledge and practical know-how
we already have available. One approach to this prob-
lem involves greater efforts to provide particular sectors
of the economy better access to technology being de-
veloped or used in other sectors. In particular, business

24 associations and govemment units need to develop



more effective ways to stimulate transfer of technical
know-how and information about new products and
processes from one unit or level to others. We also need
to review the opportunities which exist for more wide-
spread exploitation of defense-related technology.

In addition, our ability to exploit existing technol-
ogy and to install new technology as it becomes avail-
able is influenced by the regulatory framework in which
investment decisions are made. Increasingly, commit-
ments to the development, acquisition, and installation
of improved productive technology are being deferred
due to uncertainties about the regulatory policies which
will be in effect at the time such improvements are ready
for commercial use.

The Commission also views with concern the
growing uncertainties caused by the proliferation of
complex and sometimes conflicting regulations, and by
the slow, undependable, or arbitrary way in which
regulatory control is sometimes exercised. Obviously,
commitments to new technology will always involve a
degree of uncertainty- quite apart from the uncertainty
of the marketplace-about whether or not a new prod-
uct or process will be found acceptable to regulatory
authorities. As our standards of acceptability become in-
creasingly stringent and complex, however, we need to
take care that we have not created unnecessary or exces-
sive obstacles to technological progress. In this connec-
tion, the Commission believes that more efforts are
needed to streamline review processes and to improve
communications between regulatory bodies and private
research and development groups.

Some sectors of the economy have a limited
ability to foster technological changes on their own. 25



Certain service industries (for example, health care and
repair services) as well as State and local govemment
units are frequently not favorably positioned-com-
pared, for example, to many manufacturing industries or
to the Federal Government-to undertake strong re-
search and development efforts, or to identify, evaluate,
and install the technical innovations developed by oth-
ers. Typically, these sectors of the economy are frag-
mented, with individual units lacking the resources to
develop needed technological changes on their own,
and often representing an unattractive market to pro-
spective suppliers of innovative products. At the same
time, these sectors represent an increasingly large part of
the total economy and hence offer significant potential
for productivity improvement if appropriate ways can be
developed to stimulate technological change.

In addition to the specific issues cited above, the
Commission believes that closer cooperation between
govemment and the private sector is needed to improve
certain kinds of critical technical change. Given an
expanding economy with attractive markets, American
industry has a great capacity for continued technological
change and improvement. However, the discovery and
exploitation of certain kinds of new technology may re-
quire greater resources than those available from a single
private company. Or, the uncertainties and delays as-
sociated with legitimate regulatory scrutiny may be too
great for private investors. Both of these factors may
become especially relevant in conjunction with certain
kinds of needed energy technology-for example, nu-
clear applications in the steel industry or the develop-
ment of coal gasification technology.

In such cases, new methods of cooperation be-26



tween business and govemment may be appropriate.
Such cooperative arrangements would differ according
to the particular technological objectives and industrial
sectors involved, and would need to be developed with
great care-with due consideration for the interests of
consumers and the protection of competition. In princi-
ple, however, the concept of cooperation between the
public and private sector to achieve needed technologi-
cal development is well established. For example, mili-
tary, space, aircraft, and medical developments as well
as significant parts of our electronics and machine-tool
technology have all been substantially stimulated by
public funds.

Capital Investment
For more than a decade, the United States has invested
a lower proportion of its resources in new plant and
equipment than the proportion invested by other major
industrial nations. In part, this trend reflects the post-war
reconstruction programs of other nations, and in part it
reflects the changing mix of manufacturing and service
components in the U.S. economy. In many of our
manufacturing industries, however, obsolescence is a
serious and growing problem. In addition, units of State
and local government are hard-pressed to expand and
renew their facilities and equipment.

Our economy also faces considerable and largely
unprecedented pressures on our capital resources. Many
of these emerging pressures on our capital resources
involve expenditures for achieving necessary or highly
desirable objectives-including, for exarmple, environ-
mental quality, needed health and safety standards, and
greater energy independence. The Commission believes 27



that we must continue to pursue these objectives, many
of which, in addition to their intrinsic desirability, are
themselves important to improved productivity in the
long run.

However, we need to understand that improved
productivity and the objectives we desire are mutually
interdependent. The speed and methods with which we
pursue these objectives, as well as the level of achieve-
ment we desire, can all have an- important impact on
productivity (in the sense of output per man-hour, as
conventionally measured) in the short run.

We need, therefore, to achieve an appropriate
balance between maintaining rates of capital investment
which are adequate to support continued productivity
improvement and directing sufficient capital resources
toward such areas as environmental quality, health,
safety, and energy independence. To do so we need to
improve our understanding of both the cost and the
benefits-that is, the total economic impact-of achiev-
ing a given standard. Of equal importance, we need to
pay considerably more attention to the methods we
adopt for achieving certain standards-particularly the
manner and timing of enforcement provisions.

Government deficits also have an important rela-
tionship to our capital structure. In periods of recession
and high unemployment, deficits represent a needed
stimulus. As the economy moves toward full employ-
ment, however, government deficits constitute a serious
threat to capital investment. The Commission supports a
deficit budget in the present economic climate; it is also
concerned, however, about whether we have adequate
mechanisms for controlling our spending once a high-
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importance in this regard is an improved system for
projecting the future budgetary impact of commitments
made today.

Inflation also contributes to the cost of moderniz-
ing obsolete equipment. Depreciation allowances are
based on the original cost of equipment; in periods of
high inflation, the gap between original cost and re-
placement cost increases. In developing future policy on
taxation, therefore, we need to have a better under-
standing of the distortions in business profitability and
cash flows caused by inflation and we must be prepared,
if necessary, to adjust to its effects on corporate and
industry economics. In this context, a study should look
at the capital flow of corporations to determine their
potential for investment, and not simply at corporate net
income. It would also be helpful to have access to
improved information about plant and equipment obso-
lescence in specific sectors of the economy.

Even under the most optimistic of future scenar-
ios-an expanding economy with full employment and
low inflation-the supply of funds available for capital
investment purposes may be inadequate to support
needed investments in new productive capacity in both
industry and the public sector, as well as the total level
of mandated investment in environmental quality, en-
ergy resources, and other areas.

The Commission advocates further study of the
extent to which total national savings in a full employ-
ment economy will be adequate to meet total national
requirements. Should the present incentives for capital
formation prove inadequate to sustain high levels of
employment, productivity, and economic growth, addi-
tional measures will have to be considered. In any 29



event, the nation must recognize the importance of
capital formation to future economic growth, high em-
ployment, productivity improvement, and achievement
of national goals.
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Government
Regulation

The term "government regulation" encompasses
a wide range of rules, standards, procedures, policies,
and guidelines which were originally established to
achieve a variety of different social and economic objec-
tives. Some of the individual rules and policies included
in the broad definition of "regulation" need to be
revised because they do not operate as efficiently as
they should. However, a program designed to reduce
any inefficiencies caused by certain regulations must be
highly selective; in particular, we must be able to
distinguish between necessary or even productivity-
enhancing rules, and rules which have outlived their
usefulness or which unreasonably impede productivity
without a corresponding social benefit

Regulatory reform can and frequently does pose
a real economic threat to some who have made invest-
ments, even though the change may benefit many. The
feasibility of compensating those who are adversely
affected by regulatory reform should be examined care-
fully. Also, in cases where the fears of those who resist
regulatory reform are unwarranted, improved methods
need to be developed for demonstrating that the benefits
of change outweigh their potential losses in the long run.

A major problem associated with government
regulation is that many of the rules, policies, and
standards imposed by regulatory authorities do not
provide for adequate recognition of their impact on
costs. In particular, we need to understand the very real
trade-offs and balances which exist between achieving
such objectives as clean air and water and the mainte-
nance of other national priorities such as low costs to the
consumer and high overall rates of employment. There
is a particular need to promote this greater awareness of 31



and concern about the economic impact of regulations
among regulatory agencies themselves.

A related problem is that many regulatory stand-
ards are not pursued as efficiently as they might be. As
mentioned in the Capital Investment section of this
Commission statement, our national objectives for
energy independence, health and safety, and environ-
mental quality will all place considerable demands on
our national resources. It is critical, therefore, that once
the nation has adopted an objective, careful considera-
tion be given to achieving it in the most efficient possible
manner, thereby conserving our capital resources for the
many demands which the future will place on these
resources.

The problems of assessing trade-offs between
various social and economic goals, of finding ap-
proaches to improving the efficiency of our regulatory
processes, and of finding ways to accommodate those
who have legitimate vested interests in regulations which
might otherwise be considered counterproductive, are
matters which require extensive and informed delibera-
tion at the national level. The Commission wishes to
emphasize, however, that the complexity of these issues
should not cause us to lose sight of the counter-
productive rules, regulations, and procedures existing at
all levels of government and in the private sector which
may be eliminated or modified without compromising
any social objectives or hurting any vested interests.

A widespread effort-involving the participation
of business, labor, consumers, and appropriate units of
govemment-to identify and revise such counterpro-
ductive regulations could lead to important productivity
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the following areas: eliminating redundancy and overlap-
ping jurisdictions; reducing inconsistency and establishing
more uniform standards; or identifying and abolishing
rules which have simply outlived their usefulness.
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Conclusion

This Policy Statement represents the views of
leading business, labor, government, and public repre-
sentatives concerning areas which affect productivity,
and in which our efforts to improve productivity should
concentrate. The Policy Statement should not be read
or used as a definitive report or as the documented
results of a formal study. It is, as described in the
preface, a statement of views and opinions. The Com-
mission had adopted this approach because so many of
the critical issues related to productivity are difficult to
document or "prove" in a formal, conclusive way. We
do not have, for example, adequate measures of the
relationship between basic scientific research and pro-
ductivity, or between the level and quality of education
and the productive capability of the work force. Pending
better knowledge and measurements, however, we must
continue to develop and refine our policies in these and
other areas which both experience and common sense
indicate are important. To do so, we must rely on the
best judgment of those who have the greatest practical
and theoretical experience with the issues involved.

The Policy Statement will serve as a basis for the
future efforts of the Commission and its staff. However,
productivity improvement depends on individual efforts
and effective policies in all sectors of the economy; in
this context, the Commission plays a limited and primar-
ily catalytic role. Accordingly, the Policy Statement is
intended to stimulate action by others, including both
the executive and legislative branches of Federal, State,
and local governments, and leaders in the various
industries, enterprises, labor organizations, and other
institutions of the nation.
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