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can be maintained in a dynamic free enterprise economff only by providing ;g E;?
positive, periodically iterated, direction to individual priVa.te.firma ::\*f §. g”*:*
concerning their net numerical employment actions, It is proposed that ; 5 §i
each pri.va.te. sector entity above a cértain size, after submitting a | S: % ’;E
© periodic (e.g., quarterly) projection of its i;iring or dismissal plans f;? ;ﬂ:fj
(the jarocedure being built on experience with the Bureau of Labor E gg
. Statistics job vacancy statistical series), be required to adjust its E.ET |
~ net enployment actions by a common percentage so as to maintdin national %:E ‘
employment at a lggis:latively éet rate, Feaslbility lies in the frequent é' CE)SE |
opportur_li_:by.. for firms to submit nev qua.rterly p_ro_jectio_ns, increase in E‘jﬁ |
consumer demand, realization of savings to the economy through avoidance of fn‘_:ag
unemployment~related expenditures, and growth of overall national productioh. :&5%
The proposed policy is justified by regarding. c_:yclical and structural ‘ L-‘%m a
unemployment as conseguences of interactive decisions of private firms %_
operating in a "prisoner‘é dilemma'" game 'situat-ion. Pregprk government policies “
increase the ineluctable penalties in taxes, foregone productlon, and limlted %::.. ::?.;
success of fiscal and monetary policles inherent in competitlve strategies, “a E‘
© but do not affect the eritical decisions that accept such penalties .rather ®

than maintain invariant high employment and productlon., .Fpurth Annual

Atlantic Economic Confercnce, Washington, DC, Oct. 13-16, 1976, WNational
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FULL EMPLOYMENT MAINTENANCE IN THE PRIVATE SECTOR
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The interaction of decisions by independent private firms
constitutes a "prisoner's dilemma" game situaticn, in which
the firms irneluctably must accept persistent penalties of
recessions, high unenmployment- and welfare-related taxes, and
less-than-potentiai sales and profit., The "rules" of this
game prohibit present fiscal and monetary policies from being
fully effective. Optimum macroeconomic efficiency can be
achieved only by providing across-the-hoard positive direction
to every individual firm in such a way as to affect (to its
and all other firms' advantage} its hiring (customerucreating)
and concurrent production intentions. No central planning is
needef or desirable: Full employment ~- in a full production,

low inflation, "everybody wins" mode -- can be accomplished
in a dynamic free enterprise economy by reiterated impersonal
feedback directives that uniformly modify each firm's own
periodically submitted numerical hiring or firing projections.

The author is a specialist in the computerized processing of

" technical information, and the proposal set forth in this paper

applies modern computer capabilities, game and dec¢ision concepts,
and communication feedback pOSSlbllltlES rather than accepted

___economlc tools, to the problem of assuring invariant full employ-
" ment. The views expressed are ontlrely his own. :



Gifford A, Young
FULL EMPLOYMENT MAINTENANCE IN THE FPRIVATE SECTOR

I propose a truly new policy alteynative for government intexr-
potion with the private sector -- operating in an essontially free
enteryrise, free market economy -~ to assure invariant full employ-
ment. The proposal 1s quiie different from the more radical policles
(in the U,S. e¥perience) of central planning and nationalization of
private industiry., But it is equally in strong contrast to the tradi-
tional prary reliance on fiscal stimulation accompanied by manpowex
training and public sexrvice employment, in fact reducing these policies
to collateral or supportive noles.

Our readiness to consider new policy departwres, even quilte
speculative ones, should be motivated by a disquleting awareness both
of the present unsatlsfactory performance of the economy and of apparent
trends toward increasing structural unemployment and loss of production
resulting from changes in area growth patterns, automatlon, consumer
demand, and resource availabllity,

Unemployment remains unacceptably high, Redistributlion of goods
and services from private industry and employed workers to nonpro-
ductive consumers may be meeting increasing resistance, Urban centers
and some areas such as the Northeast continue to lose productive, tax-
paying jobs -~ Kew York City alone has lust 600,000 jobs since 1970,
Welfare is not shrinking; new welfare application of'ten from 1hose
who have used up their unemployment insurance benefits, are rising =t
an unexpected rate in many areas.,

: loss of revenue from full productive operation of the nrivate
economy, and diversion of available federal, state, and local funds to
nonproductive unemployment and welfare needs, impact all of us, even if
we do not ourselves face immediate job insecurity. Ye may, for example,
have less police and fire protection. Our children may have lowered
educational opportunities. Those who are academics may find their
tenure threatened, Our retirement expectations, either through pri-
vate company plans; independent retirement arrangements, or Social
Security, represen® in total an enormous demand on future preduction

of goods and services, Whether ve have secure and comfortable futures
may depend very directly on whether the economy can ba brought up to
full production and maintained thsre consistently,

Fortunately, full, noncyclical employment can be maintained in an
essentially free enterprise economy, and without central planning orx
even indicative planning, Furthermore, this can be done at no cost
to the taxpayer nor to private industry and -~ in part as a consequence
of full correspondence beiween employment and production -- at greatly
reduced inflation, ' .
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Oporatlonally, full employment can be accomplished by applyling the
dala processing and information feedback capabilitics of modexrn com-
puter technology,

Conceptunlly, however, it will be neckssary for policy makers and
economists Lo broaden significantly thelr perception of feasible policy
relationships between government and the private sector, A major change
in the prevailing concepiual Tramework, what is sometimes called a
"paradign shift,"” must occur,

The new conzept to which we nust shift is thist The government w--
exercising ' Lis responsibility of doing for private industry what it
cannot do for litself -~ must provide positlive direction to individual
firms concerning the net number of employees that each firm must hire --
or refrain from firing -- to assure national full employment, But to
preserve free enteririse and -~ Lt may sound paradexical -- 40 presexve
the declsion making power of the individual manager, this direction nmust
be based on each private firm's own numerical employment projections,
Fortunately, as will be a . rent, this job creation innovation can be
carried out in such a way .4 to create equivalent new demand and
equivalent production to offset each firm's change in iis work force,
This is an "everybody wins" proposal. _

Let me develop the rationale for this complex -- but nevertheless
practicable «~ full employment maintenance proposal, then illustrate
how the system might work in actual yractice,

SLIDE 1

The first slide lists some desivable characteristics that an
effeetive full employment program, operating in a free enterprise
system, should have, Of particular neote, one characteristic is that
such a program should not be costly; it should not, that is, require
Congress to appropriate billions of dollars, Just as at the micro-
economlic level of the private Tfirm, in which setting up a production
system such as an assembly line may produce output all oul of pro-
portion to the cost of the management and engineering skills that went-
into its design, so a macro management system to assure full employ-
ment should incur only very modest expenses, such as those for systems
design and computer cperation,

SLIDE 2

The next slide is merely to remind us of the very considerable
concern being shown by Conzress over the continuing loss of national
production causcd by persistent unemployment, as well as the personal
loss to the unemployed. These representative Bills emphasize differ~
ing aspects of the problem in accordance with the sponsors' differing
perception of the result of government action, Some propose increasing
economic planning, offering the private seclor tax credits and wage
subsidies, or assuring jobs by having the government act as the em-
ployer of last resort, Others emphasize fiscal measures to encourage
invesiment, to reduce discrimination because of youth or age, or to
break down other barriers that the sponsor perceives as inbibiting
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workers from cntering the labor force. It does not appear that any of
these bills 1s positive in the sense that it would asswre invariant full
enployment, preclude futwre recessions, and offset new hiring by corres-
rondlingly increasing consumer denmand and production; the reasons will
become apparent with the development of my proposal.

SLIDE 3

This slide Is presented to illustrate the prevalling percepilon of
the permniissible framework within which the government may seek solutions
for unemployment., This is a repoxt of a study requested by Senator
Muskie on measures that might stimulate the economy temporarily, then
exzpire when no longer needed, Economists of the Congressional Ludget
Office, under the direction of Alice Rivlin, pul a great deal of effort,
using several econometric models, into this report, Note the alter-
natives that were studied. Together with monetary policy, these prettiy
vell bound the prevailing concepts of possible means to counter re-
cessions and stimulate employment, Clearly, these traditional procedures
do not exhibit all the desirable characteristics shown on my Tirst
slide, They may help achieve a somewhal greater number of jobs in
the short term, but neither separately nor in combinaztion can they prone-
- ise 2 positive, satisfactory answer to the problem of maintdining .
invariant, noncyclical full employment,

However, if applied in support of a more positive program in-
volving direction to -+~ and feedback Irom -~ indlvidual firms and
organizations in the private sector, they might make an effective
contribution to achieving this goal.

SLIDE 4

Certain critical perceptional defects that underlie the in-
effectiveness of prevailing approaches to analyzing and designing
full employment programs are indicated on this slide,

Econometric modeling, of course, uses the computer exiensively,
but not to act specifically on the unigue data elemenis that each
one of mlllions of individual firms might submit nor to feedback
information to specific firms on what might be called an individualized
basis, Providing direction to individual firms concerning employ-
ment action has apparently received no consideration by policy analystis
and economists, although there is a willingness to consider overall
planning of the economy; for example, setting production goals,
That the private sector, with its expertise in marketing analysis and
production engineering and economics, could effectively decide and
meet optimum output in a full employment economy, provided the govern-
ment could provide soine information and numerical direction concerning
employment actions, has not, to the best of my knowledge, ever been
evaluated as a promising government policy.’ .

The last item on this slide, concerning the failure to analyze
the interactions of competitive private firms as a non~zero=sum game,
one in which-all firms. can lose by certain decisions they make, or all
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can win, touches on a hypothesis, The hypothesis is that wuch of cyeli~
cal and even structural unemployment -- and of course loss of production
and profit -- is the consequence of interactive business declsions and
15 best cxzplicated by game and decislon theory., As this hypothesis is
50 basic to wsderstanding the feasibility of a program of directed pri-
vate sector Tuwil employment, I would llke to expand in some detail on
this particular point,

SLIDE 5

Letts dmagine two hypothetical economies as suggested on this slide,
In the first, Economy I, the enlire economy consists of only one vast
firm, which hires everybody, produces everything, and provides the only
sales ocutlet for all consumer gondz and services, However, there is a
government which requires the firw to pay substantlial benefits to any-
one that it mipht dismiss or ratire,

Under these eircumstances, would there be any unemployment?

Obviously not. The firm, with its full informatlion as to income
and outgo, would be well aware that it was actually producing all
goods and services being turned over to unemployed or retired non-
producing individuals, It would be aware that a worker on the job
normally produces more than he consumes, the surplus going into re-
placement  of capital egquipment and, justifiably so, to the income of
top management, The firm would certainly have a strong preference
Tor keeping the worker on the job. Furthermore, the government's
insistence on high unemployment and retirement benefils would in-
crease the cost penalty to the Tfirm of dismissing a worker so as to
make it worthwhile to retain him even if the value of his production
dropped somewhat below his wages, But actually, and based purely on
economic interest, the firm would be strongly motivated to plan ils
operations in such a way that all its workers would be countinuously
productive, Only those who became truly unemployable would be retived.

Very importantly, the unit firm could take the long view, There
vould be no youth unemployment, The firm would hire 211 new job entrants,
even 1f necessary at pay somewhal above the worth of their actual outpui,
and provide them with on-the~job training, knowing that in time they
would become productive employees -- and also knowing that they would
have no opportunity of offering their experienced services to any com~
petitor, The single fixrm would, by the benign compulsion of economic
“interest, see to it that structural unemployment never developed,

But suppose that this single vast organization were split into
two competing firms  (Bconomy II). There would be apparent advantages, .
but unfortunately the economy would suddenly have unemployment, en-
forced early retirement in lieu of dismissal, a sizable portion of
the population on welfare, and a growing government sector attemptiig
to overcome the private sector®s failure to provide full employment,
This would all cost a great deal in taxes imposed on the private sector --
necessarily, as 1t has all the prroduction capabilities and taxes are,
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ve sometimes forget, really the redlstribution of goods and serviees,
It would alzo be accompanied by Inflatlon because of the loss of the

yroper iradecoff between production (by employed workers) and consump-
tion (now by both employed and unemployed workers) as well as by the

government's adherence to Keyneslan princlples —--~perhaps incorrecctly

applied - in atlempting to stimulate the economy,

Vhy would the mere split inte two firms result in this seemingly
Irrational, "everybody loses," behavior? The answer may be made
clear by considering the game-theory payoff matrix on the next slide.

SLIDE 6

This is the familiar "prisoner's dilemma,® which, in so many
gane situations, brings afflictions on mankind ranging from armament
races to unemployment, In this game, both players suffer hecause ezch
one fears that the other will double~cross him if he acts ratlonally.
In this particular case, each player is a firm which has the optional
strategies of hiring or not hiring its share of the last increment of
the unemployed., Here, '"share" means the respective proportion of new
hires that would, by thelr purchases, generate a certain additional
demand for the firm®s products and services, the production of whinn
would be just met by the on-the-job efforts of the new employees,

(1t is assumed, of course, that the new workers are frec to shop at
cither firm's sales outlets and will do so, and that the firms are

abhle by market analysis to forecast their respective increase in sales,)
“Increment'” means the differcence between the actually observed rate

of unemployment and a certain opitimum, probably just the iransitional,
betveen-jobhs rate,

If both Tirms would hire thelr share, as in Block 1, hoth would
benefit, HNeither would have 1o transfer goods and services, in the form
of taxes, to the nonproducing unemployed, Boith would have higher sales,
in propoxtion to their share of ihe workers hired. Both would have a
better force of trained employees, There would bte lower or no inflatilon,

But thls is not what happens, The firms do not employ their share
and do not choose this "everybody wins" strategy., Firm A realizes that
if it hired its share, Firm B might not, and then B would benefit at
Ats expense (Bloek 2), Firm A's new employees would spend part of their
paychecks at B's store, Firm B would likely hire away some of A's workers
after they had gone through A's expensive training program. (For this
reason, youth unemployment would be high, for neither firm could count
on reaping the benefit of training a particular new werker -~ unless
both firms hired thelr respective shares, in which case any job-hopping

‘would halance out,)

Firm A also finds its payroll taxes for unemployment insurance to
be increasing, and il pays large taxes to the government for redistri-
bution to welfare recipients and for other unemployment-related purposes,
but it has lost all. information as to who gels what, If A hired an

additional worker, it would have no assurance that its tax payment

would be reduced,proportionately; A would then be paying B's taxes,
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(Managenent's loss of information is furthered by taxes belug imposed
on his employecrs, stockholders, and intorest reciplents, although, Le-
cause the management mediates between all income and oulgo, the firn
actually pays all these as well as those levied directly,)

Pirm A also, quite ratlonally, tends to avold committing any ro-~
sources to expansion, until convineced that a trend is developing and
both it and Firm B appear to be moving in the direction of meeting
increased demand, which clearly comes about less rapldly just because
of 1he firms mutwally drageing their feet,

As Firm B anticipales corresponding behaviom in all these ways on
At's part (Block 3), both firms end up choosing v . v no-hire, mutuzlly
harmful sirategics of Block &, .

Furthermere, both firvms might be cawght up in varlous common social
attitudes and prejudices that lead them 1o harmful decisions, Neither
firm might hire some particuviar minority,and thus both lose cut on
potential abilities and competence, yet what they perceive as a rationale
for this may be just the result of lhe other firm's also having practiced
the same prejudice, PFirms might not locate stores in the central city :
because they perceive such a step as preseniting crime problems and awm
not earning much profit from the low-income inbabitants., Yet the basic
reason for the poverty and other perceived scclal problems may be just
the mutual interaction of competing organizations operating under this
"prisonerts dilemma' type of strategy.

Reacting in this way, the firms -- and by exiension our présent
complex economy of millions of firms -~ could by competitive but inter~
active decisions "redline" entire areas and large populations, effectively
placing them outside the functioning economy of production and consunp-
tion, This clearly is happening today, althouvgh as a result the private
sector must pay out billions of dollars in rising unemployment insurance;
in providing welfare, food stamps, and other social services conditicned
by the existence of high wemployments in fighting crime -- more of which
may have subtle roots in long-terin unemployment than commonly thought;
and in the lest opportunities for meking use of more experienced,better
trained workers., At the same time, the private sector must Torego
hundreds of billions of dollars in lost produciion, And all because
rrivate business entities are caught in a “prisoner‘'s dilemma" type of
game and nust play by its rules,

Now we way judge why the present efforts to achieve full employ-
ment are not effective, Extending unemployment and welfarc benefits,
granting revenue sharing funds to citles, offering employment tax credits
to industry, and in other ways transferring goods and services frem the
productive portion of the economy to nonprcductive consumers, simply
increase the penalties that are incurred by firms choosing the mutually
harmful sirategies in Bloeck &4, But these policies do not affect the . .
decision process that 1c“d° the firms to accept these penalties,

Fiscal and nonetary policics (by changing the rules of the game
slightly) may cause fluctuations in business decislons that temporarily
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cause the firms to hixe part of the unemployed, bul this will not be
sustalined ~- a downturn in ihe business cycle will occur sooner or
later ~- and for the same reasont the natiral equilibrium declslon be-
iween competing Lfirms is to opt for the mutually harmful Block I
strategies,

No present government policles tackle the real problem: How are
business firms to be led Invarlably to choose Block 1, the "evervono

wins" siraterics, instead of Block M, Clearly, some change in the rules

of the game 1s in order,

It is interesting that the aulhors of a text on games and decisions
(Tuee and Raiffa) speak directly to this point concerning the "prisoier's
dilemma" type of business interactions:

", ..50me hold the view that one essential role of government is to
dcclare that the rules of certain soclal "games" must be changed
whanever it is dinherent in the game situation that the players, in
pursuing their own ends, will be forced into a socially undozixzable
position,”

Precisely, This is just saying that the government should do for
private industry what it cantiot do for itself, And the one rule change
that would assure that rirms invariably choose the "everybody wins"
solution, in whlch each hires its share of the last increrment of un-
enployed, would be Tor the government to step in and direct them
equitably to do so., The firms would then perforce consistently adopt
the strategies in Block 1, and both would benefit substiantially,

The guestion, of'course, 15t "What is each firm's numerical
share®™

" One -- a government analyst, that is -~ could try tosdecide this by
taking into account the size of each firnm, its numbter of employees, its
product line, its sales volume and profits, its labor intensiveness,
and so on, with due consideration of continual demand changes in a
dynamic economy, The difficulties of such a scheme in al eccnomy of
miilions of firms ls obvious as soon as stated, Instead, letfs acrepl
the Tundamental free enterprise propositlon that each firm's own
management is best able to make such judgments in lts ouwn interest,

. The relaltive shares can then be determined in a natural and dynanmic

manner on the basis of each firm's own periodic hiring nrojections.

Here are the steps that mlght be involved in such a full employ-

" ment proceduret

SLIDE 7

The first step, very reasonably, would be to find out, say each .
calendar quarter, what every private sector entity --not just
business firms, but also hospitals, research institutes, large farms
(which have recently had to begin paying unemployment insurance),.
and any other nongovernmental organisation that hires people -- plans
to do in the way of hiring or firing during the coming three months,
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(A shorter or longer period might Ve used if experience so indicutes,
Just as some lower limlt might be placed on the size of participating
organizations.)

SLIDE 8

Fortunately, we find that systems designzrs and computer experts
at the Bureau of Labor Statistics have made our job conceptually easier
by thelr development and testing of statistical proprams to produce
useful data to print in the Fonthly Iabor Revliew, The form shoun in
this slide is used to collect data from individual companies on their
monthly, not just quarterly, hiring, firing, quits, layoffs, departures
for military service, eic,

Part IIT, located by the arrow, is the significant part for our
purposes, Here the company reportis the number of job openings Tor which
it 1s actively recruiting by advertlsing, registering with the employ-
ment service, and so on,

The Tirst column under Fawrt III lists the number of openings that
the firm is ready to fill imnediately, while the second column (filled
out the next month) gives the number of these job openings that the firm
has not filled foxr a month or longer, The third column is & irue pro-
jection: +the number of job openings that the company plans to £ill in
the Tuture; to staff; say, a planned branch office, or because the firm
expects more business, (A company that was retrenching could conceivably
revort negative numbers in the job openings spaces on such a form, al-
though the Bureau did not collect such data,)

Also note Part IV, where reasons may be entered for hiring or not
hiring woxkers, or concelvably, laying off or discharging them,

Part III is not now in use by the Bureau of Labor Statistics, but
job vacancy data were collected over the perlod 1969 up to 1974 from
manufacturing and mining firms, At one time the Bureau considered ex-
tendingz this test program to all service and nonagricultural industries,
T want. to stress that the Bureau is interested only in statistical
tabulations, The individual firm's identity is lost in the data analysis
and publication of columns of figures ~-- quite different from what I
propose, What is important is that we experience a sense of reality
concerning a directed full employment program by being aware that at
least 40,000 firms already have had the experience of submitting their
hiring projections to a government agency., Furthermore, they have done
thls on a2 completely voluntary basis, '

SLIDE 9

The next step, although this one would involwve only infrequent
changes, not quarterly reiteration, would be for Congregs, on the best
advice of economists and businessmen, to set an upper 1imit on permitted
level of unemployment, This would have to be high, enough to permit
flexibility in business operations, as by not creating too tight a job

market, and perhaps to permit some degree of unemployment swing during

1, Job Vacancies in Manufacturing, 1969~73, Faul M, Armknect. Jr.
Monthly Iabor Review 97, No. 8 (August 19?4) pP. 27-33
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a business cycle, down to, say, 3 percent and back Lf the legislatively
set siandard was I percent, (The Tull employment maintenance propxan
would be a pouwerful device fo dampen cyclicul swings in businecss, both
by maintalning customer expectations and motivating more caref'vl mar-
ket projections and investment timing,)

During initlal implementation of the directed full employment
program, a phased approuch downwaxrd from the present excessively hipgh
level would probably be desirable for oplimum private sector pdjuste
ment, but this should not he allowed to drag on too long, of course,

SLIDE 10

I+t would be necessary to make a fairly accurate determination of
the number of expected additions to the labor force during the coming
guarter, Once a full employment maintenance program was well into its
permanent operation, this should not be difficult, The number to be
dismissed would have heen projected by the participating firms, and the
new labor force entrants, assuning that the problem of hidden unemploy~
ment will have disappeared by then, should be rather lirited in number.
Knowing the total work force, and subtrzeting the fixcd rerceniage set
by Congress, it would be a stralghtforaayd compuler computation to
compare the result with the sum of the positive and negative job pro-
jertions by all the participating firms, If the overall privaite se¢ctlox
projections did not come up to the total needins jobs (this need not be
the case; the sum could equal or exceed the number seoking work), a
uniform percentage would be caleulated by which private industry must
adjust its hiring -~ or, for some firms, firing -- to assure full epn-
ployment, and with it the full aggregate demand and production feasible
with existing technology and resocurces,

Use of a simple percentage multiple across all the firmst pro-
jeetion may be quesdioned, The set of numerlecal projections would
consist of hundreds of thousands, pechaps millions, of unigue data
elements, Hiring wlans would range widely from zero to fairly large
numbers, while retrenchment plans by firms intending to reduce the
nunber of thelr employees likewise would range from a few 1to very many,
The problem is to raise this set of numbers along an axis of netl new
hiring so that the overall total increases by just the nccessary
amount to insure {ull employment, It is important that the trans-
positions the individual firms must make are cquitable in the sense
of not distwrbing their immediste competitive position, as well as
being appropriate to their shares of the increased business vhat will
result from all the firms raising their sights just a bit., A simple
percentage upgrading applied to all the prejections should work as
well as any more complicated algorithm,

| SLIDE 11

The computer-printed notifications that the participating firms re-
celve wWould be rather simple, perhaps merely repeating the original

progevtion by the firm, the uniform percentaﬂe change that all firma must
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make, and the resulting pormitied hiring or firing fipuwre, Cne firn
intending to acecession 100 net inddviduals duwring the eoming {ihree months
might receive a notiee That the uniform pexrcontage adjustment had Leen

found to We 2 percent; therefore the firm must accession 102 net individuals,

Another Tirm planning to separate 100 net workers would recelve nobifie-
cation that it is permitted to dwop only 98 during the perled, (Both

firms would, of course, have the opportunity of making new projections

at the beginning of the next quarter, generally a shorti perlod in

business operation,)

A £irm projecting zerc change would, under this simple formulation,
not be required to change iis plans at all,

After the program had been well established, with a1l that necans
in the development of publ’ec consclousness of its opexation, adjust-
ment of maragement's persoanel concepts, establishment of advisory
services, ote,, 1t might be expected that most firms would plan lheir
operations so closely in lipne with anticipnted results of the full em-
ployment feedback directives that they would not in gencral be reguired
to make any significant adjusiments,*

I have found in preliminary discussions that many find this
pariicular prescription for directing full employment hard to vieture
in operation, with two commonly expressed difficuliies: (1) that the
Tirms will be harmed in some Hay; (2) that the firms will cheat or
somehow aescape from the program's operation,

It i5 important to consider whether the participaiing firms are
being imposed upon., In spite of our discussien about "everyhody wins"
gane siratenies, are these companies in fact being taxed in some way
to take care of a few superfluous workers for whom they have ne meaning-
Tul productive jobs? VWell, let's consider the situation from the
point of view first of the manager of the firm that is expanding,

He is looking out at an economy in which aggresate demand is being

- raised across the board, A share of this can be expected to come in
to his Tirm as additional customer orders, either directly from in-
dividuals or from Tirms adding to their inventories or producti.n
equipment, and this shore should be reasonably proportionate to nis
‘projections, assuming market analysis has some degree of aceuracy.
What has happened is that his firm, together with all others, must
have been somewhat louw, on average, in its market surveys and pro-
duction planning, otherwise the combined projections would have
matched the number of new labor force members and their potential
agercgate demand perfectly. Through the full employment maintenance
program, the government has sent each firm a powcrful message that
ils projections were somewhat off, This advice alone should result
in his Tirm changing its marketing and production plans. tc accommo-
date 1o a larger economy, Reasonably, he, too, would need to geaxr up
" to better demand than he had projected and in deing zo would readily
find a place for the few additional employees in his greater than ex-
pected business,  In the case of the company that was. ryetrenching, it
is reasonable that its projections were loo pessimistle, and that

- because of lhe overall growth of the economy enough additional business
will have been generated to justify keeping a few men on a few weeks longer,

*It is important to note that the firms would still have all the advantawos
of individuality shown on Slide % (Kconomy IT) while the coonomy faing
the advantages of no uwemplOJment, etc. (Bconomy I).
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Of conslderable help In raising the nunber of employeces on slow-
ing down the rate of dluCh&rfLu i5 the very preat twnover that actually
takes place iIn all Industries, The flgures are reported in the Monthly
Iabor Revien,

Another element of feasiblility is the fact that the program ls
based on projeetions of incremental hiring, not on each Tirk's over-
all work forece, This auvtomatically takes into account the important
factor of relative labor intenslveness. For a glven exignsion of the
cconomy, a petroleuwn refinery would nel project that it necded as
many new enployees as would a Turniture factory, so the unifornm per-
ce ntage adjustment would closely relate the number of workers to the
number of jobs needed 1o meet the actual growth in business in each
case, (Relative turnover among various indusirvies also is reported in
the Monthly Iabor Review,)

But the most importiant reason Tor successful oporation with hene-

£it to every participating firm is the reliteration of the whole process
every three months., If a Tirm 1s sonewhat of'f in {ts planning, it can
correct it in its next quarterfs projections, Remerber, afier ihe full
employment maintenance procedure had heen implenented, each firr would
have experienced its operation during the preceding three months and
will again.during the quﬂrior after the one being considered. Thore
would be a constant 3l vstment process going on that not only would
iron out any diffie 7J,J but would be a sirong factor in smoothing out
the remaining business cycle.

As for lhe possibility of a firm cheating, there would te two
powerful motivating forces to covnter any nveh offort;

(1) Substantial penalties would be assecsed for failure to com-
ply with the full employmeni directives, Actual imposition
of such penalties would likely be as infrequent as fining
someone for driving 90 miles per hour, fer, with experience,
responsible concerns would come to the rational conclusion that
the regulatlons were of ui:bstantiul beneflts to them as well
as to uociety in general,

(2) Each firm would recognize that if it deliberately set its
hiring yrojection low -- as it would have a perfecect right to
do -~ it would tend to lose out in its compelltive position,
In a full enployment economy it might have trouble catching
up on production during the coming months, Management would,
of course, be fully at liberty to make its own expansion plans,
and the zdded competitlive thrust of jarticipating in the full
employment process might be a strong stimulus to encouraging
productivity gains, with benefiis to all -~ now that aulo-

mation and efficiency would not result in displaced woxkers
possibly suffering an indefinite period of lost time until
being relocated, and the ¢overall econony not suffering the

~loss, even a TclaLLVQly uhort tern loss. of their productive
capabilities, . B

-1, All firms must eventually report on the number of those actually .
" employed by their payment of Social Security taxes and unemployment
insurance,
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Note that in ihis procedurc for continuous adjustment of employ~
menl projections, there s no central planning, just a computerized
response lo each Tirm's oun independent and compelitive intentions,

The operation is essentially free enterprise, [Feedbach of informatlon
in this vay simply Tacllitates the working of the "invisible hand,"
Ffirms thal can most effectlvely develop and mncet consumers' needs and
deslres will grou, while others will decline, just as they do today.
Within yeason, it is probably desirable that government rotire from ex-
cessive intervention in this process, and the proposed full ermployment
maintenance program would make it practicadble and humanely feasible for
govermment to do so, '

Some aspects of governmentl disentanglementi may not necessarily be
weleomed by businessren, For example, in the full employment mainie-
nance yrogram herae proposced, therce are no tax credits or wage subsidies. )
to employers. Where would the funds foxr such payments come from? The
private scctor, of course, One conscquence of the directed hiring
programn would be the automatlc adjustment of workers to productive jobs.
Any such transfer of funds from one pocket to anoiher would simply
dlistort the normal relationship between production and consumption;

e.., by taking money from a consumer so that he would have to glve

up his hopes of buylng, say, an autonoblle, and paying it to a worker

{0 produce the automobile, Such atterpts to externalize a firm's '
actual costs, as by providing it with income from other than its oun
productive efforts, are normally undesirable, (It is recoegnized that
during the initial implementation of the Tull employment maintenznce
procedure, or during crises such as the oil embargo, some type of
tvaporary lransfer of resowrces between parts of the econcny wight he
needed, with full recognition of the probable disruptive cconomic effects,)

SLIDE 12

This slide stressds that the important role that monetary and fis-
cal policles will continue to play in smoothing the operation of the
cconomy, nevertheless is the last step in the full employment malntenance
procedure, That is, thesc policies are subsidiary to and supportlive of
the primary process, the autonatic data processing of employment pro-
jections and feedback to the individual firms involved, Because the
full employment procedure is self-stimulating, by creating custoners as
new workers are hired, Tiscal and money managers could apply thelr
skills modestily ‘o meet real business and consumer needs rather than
excessively and erratically to stimulate the econemy., Ferhaps it would
be possible to reduce the normal growih of the money supply to the 2 per
cent or so that Arthur Burns has sometimes mentlioned as desirable, 1In
any event, lifting the burden of alaost sole responsibllity for turing
“the economy from fiscal and monetary policies should be a powerful
factor in bringing inflatied down to a mevre reasonable annual rate.

SLIDE 13

T have presented what I belicve to be the definitive and unique
solution to the problem of ending unemployment in a free economy.
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Certainly it must be regarded as speculative; there arc many aspects
that need in-depth analysis, such as the problem of layoffs as con-
trasted to dismissals, the impact of impori-export fluctuntlions, how
rapidly the rcconomy couldd move basgik into the vacuum that has developed
in citles, crisis management in the event of a new oil embuargo, the
rroblem of slowing national growth, and so on. Many of these difficultiies
are not barriers to acceptance of the principle of maintaining full em-
ployment by positive direction,  dbut involve quantitative decisions on.
precise size of the permitted rate of unemployment or the schedule on
vhich this figure could be approached so that the cemplex interactlons
of millions of Tirms could best adjust smoothly to a higher production,
higher employment economy, Such evaluations fall naturally vithin the
competence of professional economists,

Vhat I hope for from my presentation is that economists and policy
makers will have (1) a Tlash of insight, of recognition thal direction
to the private sector by the flexible feedback system I have proposed
is the viable route for progress toward full employment, and (2) a
readiness to comnit some effort and rescurces towsrd fully exploring
the concepl by economic analysis and simulation, I believe that the re-
sulting evidence would be so compelling that the investigators, and
Congress and the Administration, would confidenily move on to the
further implementation steps listed on this slide,

SLIDE 14

To justify investiigationg on this concept, the tremondous payof
for a successful working procedure to maintain full employment is shown
on this last slide, These are just rough estimates, of course; the
benefits in 10 yeawrs could be much greater than shown -~ because, if you
will recall my introductory remarks, the present trends in lost pro-
duction, lost revenue, grouwth in nonproductive demand, even lost
capital slock and production capabilities as the citles decay, are all
adverse and indicative of accelerating costs to our economy if we per-
sist in our failure to find a full-production solution,

You will nole the analegy on this slide that the cosl savings and
added production that would be gained by implementing thedpggposed Tull
enpioyment program are so vast thal they would pay the f??iéaI"incomes
of 20 million Americans. In closing, I would like teo draw another
analogy suggestéd by a rough-eguivalent to the actual wealth represent-
ed by the figure of $265 billion: Cne hundred and seventy-three years
ago, President Thomas Jefferson's diplomats closed the Louisiana Pur-
chase, buying all or parits of 13 of our present states and some of
Canada, for the sum of only $15 million, Resource-rich continents
are no longer to be discovered or purchased plecemeal, Today, the
sowrces of wealth are to be found in advanced iechnology and mathe-
matics, in operations research, in systems studies, and in ihe applica-
tion of computers to industrial operations and management. By applying
these modern tools, as I have attempted to do superficially in this
presentation, economists could add the equivalent of one Louisiana
Purchase to the nation's gross national product cvery year, And,
curiously, if the method used were the computerized positlve direction
method I have proposed, the cost would be equivalently as small as its
purchase price, - . : : '

BECAUSE THE CONCEPT PRESENTED I3 S0 DIFFICULT, YET S0 IMPORTANT, PLBALE HEfHEAD.
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SLIDE 1.

DESIRABLE CHARACTERISTICS OF FREE ENTERFPRISE FULL mmBH_o.Hsmm T PRCGRAM

COSTLESS (OR VERY HIGH BENEFIT/GOST RATIO)

POSITIVE (ASSURED RATE OF-EMPLOYMENT FOR CIVEN AGTION)

NOT DISTRIBUTIONAL (NOT SUPPORTED BY TAXES OR TRAWSFERS OF GOODS AND SERVICES)
INTRINSICALLY STIMULATING (CREATES CUSTOMERS AND AGCREGATE DEMAND)

INCREASE PRODUCTION PROPORTIONATELY (THEREFORE MUST BE IN PRIVATE SECIQR)
SERMTT FLEXTBILITY OF PRIVATE BUSINESS DECISIONS (NO CENTRAL PLANNING)
PERMANENTLY OPERATIONAL (PREVENTIVE, NOT MERELY RESPONSIVE)

AUTCMATICALLY OPERATIONAL (NOT DISCRETIONAL)

ADAPTABLE TO GROWTH, SLOW GROWIH, OR NO GROWTH
PROMOTE PRODUCTIVITY; NO RESTRICTION ON TECHNOLOGICAL .Puﬁuwdon_m

NOT INHERENTLY INFLATIORARY (HOT DERENDBENT ON FISCAL OR MONETARY ACTIONS)
REDUCE WELFARE, IMPROVE SOCIAL CONDITIONS IN NATURAL MANNER _

HELP SOLVE URBAN PROBLENS ; STRUCTURAL UNEMPLOYIMENT

FREE CONGRESS AND ADMINISTRATION FROM EMPLOYMENT CORSIDERATIONS IN POLICY DECISIONS

| l’REOEDING PAGE BLANK NOT FILl



SLIDE 2

REPRESENTATIVE CONCGRESCIONAL BILLS AND ACTS DEALING WITH dzﬁ.amﬁo.w TENT

FULL EMPLOYMENT AND BALANCED GROWTH AGT (HUMPHREY-HAWKINS)
HUMAN RESOURCES DEMONSTRATION ACT (LUNDINE)

NATIONAL FULL EMPLOYMENT AND ANTI-INFLATION pnw.huowm-mooaau
CCMPREHENSIVE EMPLOTMENT AND TRAINING ACT |
PUBLIC WORKS AND ECONOMIC DEVELOFMENT ACT

MIDDLE-AGED AND OLDER WORKERS ENPLOYMENT ACT (ABZUG)

WORK TNGENTIVE (WIN) PROGRAM MENDMENTS

JOBS: CREATION ACT ﬁmmgwlsnn :

JOB OPPORTUNITIES bzu wgzoan REFORM boﬁ nmm“_..,ﬂ.uu

SUPPLEMENTAL no;mEZHﬂ.w Ujﬁmﬁmdﬁﬁzﬁ M wﬁowéﬁqﬁ ASSISTANCE ACT {(CGRIFF qu
YOUTH ommowecd.d‘ﬁ qucmPWHbH.HNbH.HnZ CENTERS hm.mommmu
FEDERAL EMPLOYMENT SYSTEM ACT T;ﬁ......mv.



REPRESENTATIVE ECONOMIC STUDY OF ENRLOYMENT
STIMULATION METHODS

SLIDE 3

ALTERNATIVES COLSIDERED

ACCELERATED PUBLIC WORKS
PUBLIC SERVICE EMPLOYMENT
ANTIRECESSION GRANTS TO STATE AND LOCAL

GOVERNMENTS
MEASURES TO STIMULATE THE PRIVATE SECTCR:

INCOME TAX REDUCTION

INVESTMENT TAX CREDIT

EMPLOYMENT TAX CREDIT
ACCELERATED GOVERNMENT
COMBINATIONS OF ABOVE




I.

II.

I1I1.

SLIDE 4

DEFECTS OF PREVAILING FULL EMPLOYMENT POLICIES

IGNORE MODERN COMPUTER CAPABILITIES IN
(a) FAST, REPETITIVE PROCESSING OF DATA, AND
(b}  INTERACTIVE (FEEDBACK) COMMUNICATION WITH INDIVIDUAL FIRMS

DO NOT CONSIDER FPOSSIBILITY OF PROVIDING DIRECTION TO INDIVIDUAL
FIRMS CONCERNING EMPLOYMENT ACTIONS |

FATL TO ANALYZE PRIVATE SECTOR INTERACTIOES AS NON<ZERO~SUM GAME
("EVERYBODY CAN WIN OR EVERYBODY CAN LOSE")



SLIDE 5

‘TWO HYPOTHETICAL ECONOMIES

ENTIRE ECONCMY = ONE VAST FIRM

REQUIRED TO PAY SUBSTANTIAL
UNEMPLOYMENT AND RETIREMENT
BENEFITS DIRECTLY TO RECIPIENTS

THUS, FULL MANAGERIAL INFORMATION

CEARACTERISTICS
POSSIBLY REPRESSIVE, NONINNOVATIVE,
1LOW FRODUCTIVITY

BUT

NO UNEMPLOFMENT

NO FORCED EARLY RETIREMENT
LITTLE WELFARE

LONG RANGE VIEW IN HIRING

FEW BUREAUGRATS
STABLE PRICES

‘ECONGHY_TI
ECONOMY = TWO GOMPETING FIRMS
REQUIRED TO PAY TAXES TO GOVERNMENT
FOR REDISTRIBUTION TO UNEMPLOYED °
AND RETIREES, WELFARE, ETC.

amqmu 1.0SS OF MANAGERIAL INFCRMATION

CHARAGTERISTICS |
AGGRESSIVELY INNOVATIVE, MORE FREE
CHOICE, HIGHER PRODUCTIVITY

B
UNEMPLOYMENT

INVOLUNTARY RETIREMENT

EXTENSIVE AND GROWING' WELFARE
SHORT RANGE VIEW OF VORKER UTILITY
MANY BUREAUCRATS

IWFLATION



FIRM A's STRATEGIES

SLIDE 6

PAYOFF MATRIX: HIRING OR NOT HIRING LAST INCREMENT OF UNEMPLOYED

HIRES ITS SHARE

DOES NOT HIRE

ITS SHARE

(ABOVE _2 _ PERCENT)

FIRM B's STRATEGIES

HIRES ITS SHARE - DOES NOT HIRE ITS SHARE
1 ” 2
FIRM A GAINS FIRM B GAINS
FIRIM B GAINS FIRM A LOSES

(THE "EVERYBODY WINS®" STRATEGY
BUT UNSTABLE: NOT CHOSEN)

3 | | ) _ L
FIRM A GAINS FIRM A LOSES
FIRM B LOSES FIRM B LOSES

(MUTUALLY HARMFUL STRATEGY
BUT EQUILIBRIUM: ALWAYS CHOSEN
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POSITIVE FULL EMPLOYMENT MAINTENANCE IN THE FRIVATE SECTOR

' ¥, OBTAIN INDIVIDUAL FIRMS' OWN EMPLOYMENT PROJECTIONS EVERY CALENDAR
QUARTER, BUILD REPORTING FORM ON BUREAU OF LABOR STATISTICS
EXPERIENCE WITH JOB VACANCY SERIES.
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'POSITIVE FULL EMPLOYMENT MAINTENANCE IN THE FRIVATE _m,_v..nq._om.

II. CONGRESS SETS INVARIANT UPPER LIMIT ON UNEMPLOYMENT RATE; e.g., & PERCENT

(PHASED APPROACH DURING INPLENENTATION)



IiT.

V.

V.

SLIDE 10

M_OMH.HHd.m FULL FPLOYMENT MAINTENANCE IN THE FRIVATE SECTOR

SUBVEY LABOR SUPPLY FOR COMING QUARTER

SUBTRAGT PERMITTED UNEMPLOYMENT RATE

CCMPARE WITH SUM OF JOB PROJECTIONS, DIFFERENCE IS WRMBER FOR
VHICH THE PRIVATE SECT(R MUST PROVIDE ADDITIONAL JOBS

COMPUTE UNTFORM PERCENTAGE ADJUSTMENT BY WHICH FIRMS MUST REVISE
THEIR JOB FROJECTIONS TO ASSURE FULL FHPLOLMENT
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POSITIVE FULL EMPLOYMENT MAINTENANCE IN THE PRIVATE SECICR

¥II. NOTIFY EACH REPORTING FIRM OF UNIFORM PERCENTAGE ADJUSTMENT
AND NUMBER OF EMPLOYEES BY WHICH IT MUST:
(a) INCREASE ITS HIRING, or |
(p) SLOW ITS PLANNED DISMISSALS, or
{c) BE AWARE THAT EXPANSION PLANS EXCEED THE LABOR SUPFLY



SLIDE 12

POSITIVE FULIL EMPLOYMENT MAINTENANCE IN THE PRIVATE SECTOR

VIII. APPLY FiSCAL AND MONETARY ACTIONS TC MEET GROWIH NEEDS;
NOT TO STIMULATE

"IX. REPEAT ALL ABOVE EVERY CALENDAR QUARTER *~
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WHAT NEEDS TO BE DONE

EVALUATE ALL POSSIBLE CONTINGENCIES
STIULATE
(ECONCMETRIC MODELS PERMIT FIXED UNEMPLOTMENT RATE AS AN
EXOGENOUS VARTABLE, COMBINE WITH ILOW ¥ONETARY CROVIH,
REDUCED DEFICIT, etcCo) |
DETERMINE COLLA®ERAL, FISCAL, MONETARY, MANPOWER NEEDS, IF ANY
DESIGN OPERATING SYSTEM
DRY RUN |
(TEST INPUT BY PARTICIPATING FIRMS, OBSERVE EFFECTS OF ADVISORY
HOTIFICATIONS)
ESTABLISH LEGISLATIVE AND ADMINISTRALTVE FRAMEWORK
TMPLEMENT BY PHASES; euges 75 65 5, Le5, & PERCENT
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ANNUAL COST SAVINGS UNDER DIRECTED FULL EMPLOYMENT

TEARS AFTER IMPLEWMENTATION

3 YEARS | 10 YEARS
UNEMPLOYMENT PAYROLL TAXES - $5 billion $10 billion
MANPOWER PROGRAMS 3 | 5
POSTPONED RETIREMENT | |
SOCIAL SECURITY 5 10
OTHER PUBLIC AND PRIVATE SYSTEMS 7 15
WELFARE, SOCIAL SERVICES: 2 15
CRIME 3 10
INCREASED FRODUCTION 100 _200
TOTAL $125 billion $265 billion

NeB.: $265 billion would pay 20 million private or public employees

an average of $13,250 annual wagesa
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