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CHAPTER I 

REGIONAL MANUFACTURING PATTERNS AND WAGES 

Historically the might of the U. S. industrial 

economy has been concentrated in the Northeast section of 

the country. For the past several decades, however, there 

has been a subtle shift occurring. Especially in the manu-

facturing sector, there has been a steady out-migration 
1 

from the Northeast to the South and the far West. This 

migration has made California one of the major concentra-

tions of manufacturing activity with substantial increases 

in both value added by manufacture, and the number of 

2 

workers employed m manufacturing. 

It is the thesis of this paper that the concentra-

tion of industry, especially manufacturing, in a group of 

regional areas creates unusual labor situations, which in 

turn foster the inflation we have so commonly faced since 

World War II. It is also the thesis of this paper that if 

such concentrations are responsible for the national in-

flation, then regional anti-inflation policies would be 

more efficient as a solution than our present national 

policies. 

Industrial concentration is a natural phenomenon, 

and occurs for any of several reasons. Concentration gen-

erally begins because of resource proximity. The great 



steel mills of Pittsburg and Youngstown are classic examples 

of this phenomenon.^ In recent times. these beginning con-

centrations have been compounded by the development of 

* 
time and space shrinking transportation, the enormous 

capital costs involved in any attempt to decentralize, and 

the infinitely complex management problems of today. The 

giants of business merely adhere to logic when they concen-

trate in certain areas. One man's logic, however, can be 

a nation's folly. 

When the management of a large business chooses a 

site for expansion many factors are considered. Important 

ones are proximity to resources, proximity to market, and 
4 

long-run availability of labor, to mention a few. These 

logical considerations are important to any business, whether 

it be an expanding industrial power or a fledgling tag along. 

Unfortunately, many times only large businesses consider these 

possibilities with proper gravity, or even know the possibili-

ties are meaningful. But even if all businesses were aware of 

and properly considered the limitations of factors in a given 

area, it remains unlikely that they could accurately fore-

cast the degree of business influx that would accompany the 

industrial development of the area. A General Motors plant, 

with the introduction of thousands of new jobs, acts like a 
•k 

Transportation development has strengthened the 
ties between the major producers, and their major markets, 
and would require reorientation to develop new areas suc-
cessfully. 



magnet in attracting hundreds of small, often service 

oriented, industries to the area. 

In the early stages of regional development, the 

influx of small industry following large is necessary, if 

not desirable. New payrolls create new demand, and the 

money magnet begins its irresistible pull. The problem 

arises when the limitations of the labor force are reached. 

As the limits of the indigenous labor force are approached, 

two things will occur. First, the large businesses already 

established will voluntarily bid wages up in order to get 

and to maintain the best possible workers. Second an in-

migration of outside labor will begin to occur. The impact 

of the second factor is of vital importance, because if in-

migration of labor stays ahead of the demand for labor a 

cost-push effect on prices is not likely to take place. 

The in-mobility of labor to an area depends on 

several things. One would be the growth characteristics 

of the industry or industries demanding labor. If the in-

dustries are characterized by rapid, dynamic growth, mi-

gration is more likely to occur than if the industries 

show a slow or declining growth rate. 

Another factor affecting migration will be the tech-

nical skills required by the industry demanding new labor. 

If skill requirements are high among blue-collar workers, 

then migration will be correspondingly low. The inverse 

relationship will remain true unless the wage rate is raised 



to a level sufficient to create intra-industrial migration 

5 
to the region. Even if wages should reach such a level, 

a labor supply lag would appear, and migration would prob-

ably be insufficient to meet demand. The factor of skill 

requirement may bring about industry full-employment long 

before regional full-employment is reached. 

Traditionally, the American worker has been por-

trayed as the relatively mobile job seeker of Greely's 

"Go West young man," or Steinbeck's Grapes of Wrath. Such 

characters still exist, but for the most part the "affluent 

society" has slowed down our mobility. 

As Americans we are most mobile when we are young. 

Thirty-five per cent of the eighteen to twenty-four age 

group will move at least once in any five year period. By 

the time we are forty-five, that figure has fallen to eleven 

6 
percent. But these movements are not swift, nor are they 

large, comprising only about five percent of the population 

7 
each year. Also, the more educated we are the more mobile 

8 
we are. White collar workers tend to be more mobile than 

9 
blue collar workers, which would mean regionally that 

white collar workers, with their higher salaries, will bid 

prices up, and compound any inflationary tendencies. 

The majority of the industrial sector of the econ-

omy is unionized, especially manufacturing, where some 

10 
forty-eight percent of the workers are in unions. What 

effect does unionization have on worker mobility? 



The overall effect of trade unions, through their 
attempts to control job opportunities, would appear 
to be to diminish mobility.-'--'-

Once a union employee has become established in an 

area, and has acquired a degree of seniority, he will al-

most assuredly become less mobile. The presence of strong 

unions in an area of industrial concentration also has 

other effects upon employment and wages in the area. 

First, non-unionists or non-members of a particu-
lar union are prevented from moving to a number of 
jobs for which they may otherwise be well suited, 
and employers are prevented from hiring them.-'-̂  

The unions power to deter the hiring of non-union workers, 

through the union shop, enables the union to create full-

employment conditions for the firm in situations where the 

region may exhibit less than full eiuployment. Tlie union's 

control over the firm's labor supply function becomes one 

of the major bargaining tools leading to a cost-push on 

prices. 

The voluntary wage increases by management, in-

tended to bring or keep the best workers, become less sig-

nificant as the union's power to control labor supply 

increases. At best such increases in wages are a short-

run attempt to solve a long-run problem, and at worst they 

merely compound an inflationary trend. 

The in-migration to an industrial region, given the 

above facts, would tend to be slow, white collar oriented, 

and ineffective as a means of preventing cost-push price 



increases. We are mobile, but slowly mobile; not nearly 

fast enough to prevent regional labor distortions. 

In theory, wage increases are to follow or co";_:ide 

with increases in productivity. In fact, there appcrrs to 

be little relationship between productivity changes rnd 

wage changes, excépt that both are increasing in the long-

run. 

Productivity changes in manufacturing vary signifi-

cantly from year to year. Output per man-hour in mcnufac-

turing increased 5.9% from 1954 to 1955, while decreasing 

13 
one percent the following year. For the same two years 

in manufacturing, wages were increasing by 4.49% and 4.83% 

14 
respectively. Likewise for the 1962-63 and 1963-64 

periods, output per man-hour in manufacturing increased by 
15 

4.0% and 4.9% respectively, while manufacturing wages 

16 
for the same periods were increasing by 2.93% and 2.83%. 

If wages and productivity changes are studied as 

indexes, with a 1957-59 base, they appear to be much more 

closely related. Output per worker for the entire economy 

from 1959-1965 averaged about a three percent increase per 

year. In manufacturing, productivity was increasing 

around four percent per year in the early 1960's compared 

17 
to approximately three percent in the fifties. In the 

time period between 1957 and 1967 manufacturing wa jes were 
1 o 

increasing at an average of 3.3% per year. So, whilo 

productivity appears to have a fairly steady avcraqe ycarly 



increase, between 1957 and 1965 wage increases appear to 

have slowed their annual rate of increase to approximate 

the growth in productivity for those years. 

However, given the rather notable year to year dif-

ferences in wage and productivity changes, shown in Figures 

3 and 4, any close relationship, as shown in Figures 1 and 

2, appears to be evident only in the long-run, and then 

almost as an accident. If wages are a function of produc-

tivity, they must also be a function of something else, 

which carries an even stronger impact. That something is 

union power and regional labor supplies. 

Since 1957, wage changes have borne a much stronger 

relation to prices than to productivity. The question then 

becomes, do prices effect changes in wages, or do wage 

changes create price changes? According to figure 2, the 

price-manufacturing wage relationship is, or has been, very 
19 

close, reflecting little lag. Wages tend to be less 

flexible than prices, because of long term contracts and 

bargaining agreements, and therefore prices must be the 

side making the adjustment. Rising prices reinforce labor's 

demands for higher wages, but if such a demand is met by 

business, then prices can be readily adjusted to compensate. 

If prices are responsive to wage changes, then we have a 

definite cost-push inflation tendency in the economy. Ac-

companying this tendency is a built-in bias toward an ever 

increasing wage-price spiral. 



The relationship of productivity and wage changes 

from year to year, has proven to be slight, if not totally 

accidental. It is my thesis that wage changes reflect the 

relative power of the collective bargaining participantr.. 

It is also my thesis that the combination of discriininatory 

strike action, coalition bargaining, and, most important, 

regional labor conditions give the unions the upper hand 

in bargaining. 

Labor's advantage, coupled with management's overt 

or otherwise administered pricing policies, becomes the 

basis for the country's spiralling inflation. The follov.-

ing chapters will demonstrate the theoretical assumptions 

behind my contention, and will present statistical data to 

attempt to verify the labor conditions necessary for cost-

push inflation. 



tZJb 

/oo 

% 

ío 

1o 

/^oûccni/tri/ /h/ûÉX 

/jjf ^e /tjoe' 

4 ^S 4^ So 51 52 53 ô'f 50 57 5y 
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CHAPTER II 

A THEORY OF WAGE DETERMINATION 

UNDER OLIGOPOLY 

The theory of regional inflation makes several as-

sumptions which must be considered closely. First, the 

theory assumes that collective bargaining is the key to 

wage determination in the industrial sector of the economy. 

Second, the theory assumes that collective bargaining in 

industries characterized by an oligopoly market is met by 

the individual firms' administered pricing reactions. 

Third, the theory assumes that wage increases gained in 

the "key" industries will have spillover effects on the 

rest of the economy, thus reinforcing any inflationary 

trend. Fourth, in times of slackening demand, neither 

prices nor wages will be allowed to fall, and indeed, will 

probably rise. Taking each of these assumptions in turn, 

let us discuss the reasoning behind them. 

The first assumption, that collective bargaining 

is the key to wage agreements in the industrial sector of 

the economy, is the easiest to verify statistically. In 

chapter one we have already seen that year to year changes 

in productivity bear little relationship to changes in 

wages, a condition necessary for noninflationary wage in-

creases according to traditional economic theory. Long-run 

11 
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trends in productivity bear a closer relationship to wage 

trends, but I believe are of secondary importance in wage 

determination in the short-run. 

If collective bargaining is to be the primary de-

terminent of wages in this analysis, unions must possess 

the strength to make it so. How strong are the unions in 

manufacturing? In 1966 total union strength in the United 
1 

States amounted to 19,125,000 workers. Of the total, 45.8%, 

or 8,769,000 union workers were employed in manufacturing 
2 

industries. Nearly half of these union workers, 4,367,000, 

were in manufacturing industries which were eighty to one 

hundred percent organized, with another 1,293,000 workers 

in the sixty to eighty percent organized category. To illus-

trate the regional aspect of this manufacturing concentra-

tion, in 1966 one out of three union members were in the 

states of New York, California and Pennsylvania, and to-

gether with Illinois, Ohio and Michigan, accounted for more 
4 

than half the union workers in the United States. These 

labor concentrations reflect the geographic concentrations 

of the manufacturing sector of the economy. Oligopoly con-

centration is also a characteristic of manufacturing, so 

it would appear that Galbraith's observed phenomenon of 

countervailing power is a large part of the basis for col-
5 

lective bargaining determining wages. 

Because of numbers and concentration unions do have 

the power to challenge the large manufacturing firms, anci 
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so the direct influence of collective bargaining on wages 

tends to be much more significant than the influence of 

productivity changes. This is not to say there are not 

other important influences on the wage bargain, but the 

major influences are reflected in the relative power of 

the bargaining groups and in the bargaining conditions. 

The two primary influences on the wage bargain for the firm 

seem to be the level of unemployment in the industry (less 

so for the whole economy) and the level of profits for the 

firm. In fact, Eckstein and Wilson have done a statistical 

study which concludes that profits and unemployment are the 

main determinents on the macro level, with a multiple de-
6 

termination coefficient of .9975. 

Why are unemployment and profits the major deter-

minants of wages? In oligopoly industries a certain amount 

of profit occurs because of the nature of the product mar-

ket. The laborer will feel he has a claim to additional 

wages in the amount the oligopoly profit differs from so 

called "competitive profits." Thus non-competitive profits 

have a stimulating effect on union activity and wage de-

mands. To be sure, the terms used here are ambiguous and 

almost always unquantifiable, but their importance lies in 

their psychological impact on the worker and his wage de-

mands. In times of increasing demand and increasing profits, 

the union will have a tendency to demand large wage in-

creases (with a greater ability to strike for them) and the 
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firm, being less willing to lose business to competition 

in times of prosperity, will be more willing to grant them. 

Traditional economic theory holds that profit in-

creases should lead to price decreases, thus passing gains 

in productivity to the consumer and preventing excessive 

demand from causing inflation. Oligopoly firms face a pe-

culiar situation. 

Rising output and sales bring higher profits to 
the expanding industries. These profits could 
conceivably go into price reductions or to wage 
increases or be retained by the company. In an 
oligopolistic setting, however, price reductions 
are dangerous because they may be interpreted as 
aggression by other producers. There is no ready 
way of getting agreement on the extent of price 
reductions and controlling the process of price 
cutting once it has begun. Wage increases are 
safer because they are self-limiting. They also 
have positive advantages for management. ' 

In times of recession, when profits are smaller, 

there is a correspondingly smaller psychological drive for 

wage increases. When profits are small the firm has a 

much stronger tendency to fight large wage increases, even 

to the point of submitting to a strike. Strikes are rela-

tively more expensive to the union in recessionary times. 

Even in times of decreasing demand, however, there is a 

strong tendency for wages to rise, or at least not to fall, 

and for prices to do the same. 

Unemployment in times of increasing demand is low 

with a resulting decrease in the elasticity of the labor 

supply, creating the necessity for larger wage increases 
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to bring forth more labor. Low unemployment increases the 

upward pressure on wages. 

When demand decreases, a greater degree of unemploy-

ment is created, with the result that the firm is faced 

with a more elastic labor supply. Even if the union can 

control the availability of labor to a large degree (which 

is questionable) the upward pressure on wages will decrease. 

It is assumed, however, that the union, together with a 

limited labor mobility, will be able to control the supply 

of labor enough to prevent its becoming perfectly elastic 

at a given wage. It is also assumed that wages will not 

fall from the current level since the union had rather ac-

cept short-term levels of unemployment. Again, the study 

by Eckstein and Wilson illustrates that if profit and un-

employment levels are not the causes of wage changes, there 
8 

is at least a strong correlation between the phenomenon. 

If unemployment and wages determine that relative 

magnitudes of wage increases, they cannot determine the 

specific bargaining goals of labor and management. These 

goals are complex and vary from specific situation to situa-

tion, but there are some generalities which can be presented 

about bargaining goals. (This brief discussion is presented 

because the formal theory presented later in this chapter 

deals only with bargaining limits, not tactics.) 

Most of the literature on bargaining goals deals 

with the goals of the unions rather than with those o 
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management. Such an arrangement is acceptable because in 

reality the union almost always has the initiative in wage 

bargaining. The union presents its demands and management 

reacts to them with counter proposals. 

The demands of the union are complex in nature, and 

depend on several conditions. First, it must be recognized 

that the union and its members are two different, if re-

lated, groups. Union leadership has evolved into a profes-

sional status much like that of the firm's management. The 

leadership is responsible to the membership and for the 

goals of the membership, but it administers this respon-

sibility with an eye to its own goals. How do these goals 

differ? 

The rank and file goals of the union are concerned 

with increasing the wage rate (due to "money illusion," an 

increase in the money wage is of primary importance, but 

the real wage can be a definite factor), with increasing 

fringe benefits such as vacations, sick care and retirement 

benefits, and with achieving better working conditions. 

And, the members would like to achieve these goals without 

creating unemployment in their ranks. Full or near full 

employment for membership is a secondary goal for the mem-

bers, but it is of primary importance to the union leader-

ship. 

Union leaders view union goals from a long-run 

position. The leaders have a vested interest in the 
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continued growth of the union's membership, and in the con-

tinued existence of the union. Too large a wage increase 

might cause unemployment and loss of union members. Such 

losses are not easily regained. A long-run loss of member-

ship reduces union power to gain future demands and threatens 

the jobs of the leadership. Too small a wage increase will 

be revealed by larger increases in other industries. There 

may be a loss of membership from job shifting to relatively 

better paying jobs, and there will most assuredly be a loss 

of confidence in the leadership. Union leadership's posi-

tion is one of having to satisfy the demands of the member-

ship, while satisfying their own long-run goals. The re-

9 
sult may be a compromise of both positions. 

Management, too, has a complex problem in reacting 

to the union's demands. Management has a goal of maintain-

ing or increasing its profit margin in order to satisfy the 

firm's stockholders. Management's goal and the union's 

wage goal are in conflict unless the demand for the firm's 

product or service has increased or labor's productivity 

has risen. Measurements of demand and productivity are 

crude at best for most firms, while the wage negotiations 

are in real dollars and cents. Management cannot afford to 

give too large a wage increase for fear of seriously damag-

ing its profit and output position, and it cannot afford to 

force too small a wage increase (assuming this could be 

done) for fear of damaging employee morale and lowering 
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. . 10 
their productivity. 

This discussion of the general goals of the unions 

and of management has been intended to show the diversity 

of opinions and desires among the bargaining participants. 

Such diversity cannot help but create complex and tedious 

negotiations at the bargaining table, even if the limits 

to the wage bargains have been previously established. 

The general theory of oligopoly bargaining presented in 

section II of this chapter attempts only to set bargaining 

limits and show satisficing positions, leaving the complex-

ity of the actual bargaining to discussion of specific 

demands. 

The second assumption of the regional theory is 

that any wage gains made in collective bargaining which im-

pair the firm's profit situation will be met by the firm 

with price increases. In other words, oligopoly firms 

possess the power of administered pricing (arbitrary in-

creases based on cost changes or desired profit levels 

rather than demand changes.) The basis for this assump-

tion is the public psychology for administered price changes 

Very few members of the purchasing public know the cost 

structures of the industries from which they purchasc, and 

neither the purchasers nor the sellers generally have an 

accurate picture of the true demand for the firm's product. 

Therefore, the determination of the true price or equilib-

rium price of a good is a nebulous task at best. The firms 
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realize the pricing problem and can take advantage of the 

buyer's incomplete knowledge. 

The public has long been accustomed to the prac-

tice of oligopoly frims' cost increases, such as wage gains, 

being closely followed by price rises. The American way 

provides for the sanctity of profits, and the fact that the 

price increase may more than offset the cost rise is lost 

for lack of knowledge. In times of rising prices an in-

flationary psychology sets in, and if the firm does not 

raise prices, regardless of the demand situation, it may 

become suspect. Getting lost in the trend is often con-

sidered managerially superior to the publicity of fighting 

the trend. 

In periods of decreasing demand the fiirm's wage 

costs will continue to rise, and a loss of demand will not 

be significantly altered by raising prices to cover new 

costs. In fact, the firm is just as likely to raise its 

prices in periods of decreasing demand as in periods of 

increasing demand because during the downturn the maintain-

ing of profits and dividends in the face of rigid or rising 

wages becomes much more difficult. The administered pric-

ing policy of oligopoly industries becomes one of the sig-

nificant factors in our chronic inflation. 

The third assumption of the regional theory is that 

wage increases in the "key" industries and areas will ha\-e 

spillover effects on the rest of the economy. The spilio\'c«r 
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effects are much stronger in times of increasing demand 

than in times of recession. There are regional wage dif-

ferences also, but the consensus is such differentials are 

based on social rather than economic factors. Gerald Scully 

concluded in a study on interstate wage differentials that 

most differences in wages were due to differences in "human 

educational capital manifest in production workers," and 

in variations in the percent of non-white and female workers 

in the work force. 

Since there are regional wage differentials, how 

significant can spillover effects be? Eckstein and Wilson 

found in their study that: 

The presence of groupings and spillovers, even 
among industries with different structural char--
acteristics, makes for a uniformity of wage changes 
which leaves very little variation among industries 
to be analyzed. An analysis of the variance of 
wage changes shows that the interperiod variance 
was 5.44 while the interindustry variance was only 
0.57. 12 

When discussing spillover effects, one must deal 

with the union - nonunion wage structure. The general 

health of the economy has a significant impact on the union-

nonunion wage structure. Studies conducted for periods of 

high demand and inflation conclude that unions have had no 

significant effect on wages, and may even have prevented 

wages from rising as much as they would have without 

13 
unions. Equally valid studies made for periods of moder-

ate demand or recession have shown that unions have a large 
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14 
effect on wages. According to H. G. Lewis, 

The finding that the relative wage impact [of 
unions] was greatest near the bottom of the 
Great Depression and was least during periods 
of unusually rapid inflation and low unemploy-
ment following both world wars is not new. l^ 

This seeming inconsistency can be explained. From 

Arthur Ross and William Goldner, 

Our own belief is that unionization is a source 
of wage advantage which operates most effectively 
under facilitating environmental circumstances. 
When large numbers of workers are being added to 
the payrolls of industry and when oligopoly 
profits are available to be tapped, facilitating 
circumstances are present.l^ 

In discussing the transmission of wage increases 

from one sector to another, Lloyd Reynolds states, 

One can rely in part on workers expectations 
that increases made by large and highly visible 
companies in an area will be "matched" by their 
own employers, and on management beliefs that 
failure to do this will lead to disaffection and 
loss of worker efficiency. At times of very high em-
ployment, too, firms which lag behind the proces-
sion will experience recruitment difficulties and 
be forced to raise wages on this account. Compe-
titive emulation among trade-unions in various 
industries may also be of some importance. 1*7 

The above discussion indicates that there is a 

spillover effect from wage increases in "key industries." 

The effect is much stronger in periods of inflation, and 

therefore would tend to reinforce the inflationary trend. 

Because of the obvious lags involved in transmission of the 

spillover, there would be a tendency for the spiliover to 

work against anti-inflationary policy. 
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The fourth assumption of the regional theory is 

that in times of decreasing demand, wages and prices will 

tend not to fall but to rise. A historical tracing of v:ages 

in manufacturing will show that it took the depths of the 

Great Depression to bring about a wage decrease, and there 

has not been one since that time. Price rigidity is a ir.ore 

recent phenomenon. Until the post-World War II era, prices 

generally were responsive to demand decreases. In the re-

cession of 1957-58, however, much to the consternation of 

economists, the economy experienced widespread unemployment, 

coupled with wage and price increases. This economic curi-

osity has since been attributed to cost-push inflation, a 

controversial if not readily distinguishable price phenomenon 

Regardless of the cause, the historical fact of wage and 

price rigidity will suffice for our assumption. 

Having discussed the basic assumptions of the theory 

in Section II of this Chapter, I would like to present a 

formal general theory of oligopoly wage and price bargain-

ing. I do so with the understanding that the economy may 

not act and react in the manner I present, but the theory 

seems to fit the relevant facts. 

Theory 

The theoretical basis of the assumptions of a bar-

gaining solution for wages, and the power of administered 

pricing have been vague, if not neglected. Oligopoly theory 
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tends to be so complex as to preclude any analysis other 

than an individual case study. Understanding these limi-

tations on theory, I shall attempt to present an analysis, 

giving general conditions which prevail in an oligopoly 

market. 

The basic model I will use is a variation of Paul 

18 
Sweezy's kinked demand curve. Dr. Sweezy intended his 

kinked demand curve to show what management of an oligopoly 

firm believed its demand curve to be, given a particular 

known price. The Sweezy model was designed to do no more 

than explain price stability in an oligopoly market, the 

theory being that management believes if it raises the 

firm's price, the competition will not follow suit, but if 

it lowers the firm's price, the competition will follow and 

a price war will ensue. 

There are two chief criticisms of the Sweezy model. 

First, no empirical evidence can be presented to prove 

oligopoly firms do react as Sweezy predicted they would. 

The other criticism is that while inflexibility of prices 

downward may be true for Sweezy's reasons, the model may 

create an upward pressure on prices. If the industry shows 

an increase in its marginal cost function due to changes 

in capital or labor costs, and the firm does not raise its 

price enough in relation to price changes by other firms, 

a price war may again be the result. Cost increases, then, 

create an upward pressure on oligopoly prices even if the 
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increase could be absorbed by profit reduction 19 

c 

The variation on Sweezy's model I wish to use con 

sists of a change in management's assumed demand curve. 

The new assumption involved is that there is a certain 

range upward from the present price in which increases in 

price will not affect the amount of the firm's goods that 

are demanded. (See Figure 1) The size of the perfectly 

inelastic section of the demand 

curve depends upon several 

things. If the economy is ex-

periencing a generally expanding 

price level, or an inflationary 

bias, the size of the "kink" will 

be larger because the public will 

expect higher prices, especially 

in connection with cost in-

creases. In a contracting econ-

omy, the "kink" will be smaller 

because demand will become more 

responsive to changes in prices. 

Figure 1.—The "kinked" 
Demand Curve. 

and the consuming public will tolerate much smaller price 

rises regardless of the cost situation. 

There are two assumptions behind changes in the 

size of the "kink." First, in a period of rising output 

and employment, the real demand for goods produced by oligop-

oly manufacturing industries would be very inelastic with 
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respect to price, and increases in demand can be antici-

pated, with price increases justified before the fact. 

The other side of the coin covering periods of declining 

employment and output will see the real oligopoly demand 

curve becoming more elastic, and depending upon how long 

the slow-down is expected to be, will see smaller antici-

pated increases in demand and consequently smaller, and 

eventually, no price increases. These assumptions will be 

discussed further in the policy section of the paper. 

The question now becomes, what are the implications 

of a "kinked" demand curve for the input side of the firm 

and market? The answers to this question have significant 

bearing on the creation of and solutions for our national 

inflation. 

The first implication is the discontinuous marginal 

revenue function. The stretching of Sweezy's kink iilus-

trated above has little effect on the marginal revenue 

curve. The elongated kink merely elongates the perpendicu-

lar section of the marginal revenue curve. The results 

obtained with a discontinuous marginal revenue curve and a 

marginal cost curve are obvious and well known. 

A discontinuous marginal revenue function has def-

inite effects upon the marginal revenue product curve (de-

mand for labor). The MRP curve also is discontinuous. A 

discontinuous demand for labor would mean that there would 

be an entire range of wages which would bring forth the 
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same amount of labor. The result is a theoretical basis 

for the wage bargaining process. 

Thus, armed with an elongated kink in the firn ' s 

anticipated demand curve to explain the administered pric-

ing policy and a discontinuous demand curve for labor to 

explain the bargaining process, we are ready to show the 

theoretical effects of a wage increase upon prices. 

In Figure 2, all the conditions which exist prior 

to a wage bargain are diagrammed. The marginal revenue 

product curve is discontinuous, and wages will alwayp occur 

in that discontinuity. Neither labor nor management wishes 

to see wages outside the discontinuity. Labor obviously 

does not wish to see the wage limit fall below the limits 

of the discontinuity unless the demand for labor is faliing 

at an extremely rapid rate, and a lower wagc is all that 

will maintain an acceptable level of unemployment (i.e., 

the supply curve of labor becomes very elastic and no 

longer passes through the discontinuous section.) Wages 

higher than the discontinuity would be so high as to re-

duce the amount of labor employed, and the firm would be 

operating above that cost which is compatible with zero net 

profit. Therefore, to begin making a net profit and to con-

tinue operating in the long-run the firm will either have 

to cut back on labor requirements or to raise prices. 

Either of these moves would reduce the demand for labor and 

soon place the wage back in the discontinuity. 



The above explanation should also serve as a rea-

sonable basis for management's not desiring to move v.'c-rj-es 

out of the discontinuity at any given level of demariG for 

labor. Management would not wish to decrease v.ages b.̂ lcv; 

the discontinuity because if it did, the firm.'s COIT̂ J: jtitors 

in the labor market would hire the more productive lo.boiers 

away, or the more productive workers would leave the indus-

try for better paying jobs. It must also be rGmembere.d 

that the upper and lower portions of the demand for iabor 

curve represent pricing policys in the output market L'iat 

the firm is not willing to attempt. 

Figure 2 also shows an inelastic supp.l y curve for 

labor, and the accompanying monopsonistic assumption oC a 

marginal factor cost curve. The supply of labor is shov/n 

as inelastic because the union has some control over the 

function through apprenticeship practices, restriction of 

membership, and other methods. The marginal factor cost 

curve indicates a degree of monopoly control by the union 

of the firm's labor force. The assumption of union control 

of the supply of labor is not unrealistic as most of the 

oligopoly firms are found in states not covered by "right 

to work" laws. 

The other two main characteristics of the model are 

the wage preference path and the net profit rate curve. 

The net profit rate curve is a graphic representation of 

the fact that the current wage, P, yieids a givon ievel of 
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profit to the firm at the output level associated with cur-

rent employment. Any increase or reduction in emplo^Tnent 

would necessitate a lower wage rate to maintain the same 

level of profit, so that the current wage is the highest 

level of employment to be associated with the given level 

of profit. The firm has an entire field of NPR curves 

associated with a given level of employment, each represent-

ing a different wage and a different profit rate. The NPR 

curves are the firm's "indifference" curves for profit. 

The wage preference path is the union's desired re-

lationship between wage changes and employment changes for 

movements away from the present wage, P. If the union has 

its way, employment reductions will not cause any reduction 

in wages. In fact, as will be shov̂ n later, an employment 

reduction may bring about a wage increase if the union is 

strong enough. 

The wage preference path would also indicate that 

employment increases will be inelastic with respect to wages, 

again depending on the strength of the union and the unem-

ployment level in the industry. The wage preference path 

will become more elastic in periods of high levels of un-

employment, but the demand for labor at such times is likely 

to fall, creating the perfectly elastic situation of attempts 

to reduce employment. 

In Figure 3, we can see what happens if there is an 

increase in the demand for the firm's product. First, thore 



29 

is a shift from MRP^ to MRP . Briefly, on MRP the net 

profit rate curve, NPR_ represents the wage, M, at which 

the firm earns zero net profit. Wage M then becomes the 

upper limit for management's wage bargaining. Since there 

is an observed ratchet effect for dovniward wage trends, it 

is realistically safe to assume both bargaining parties 

recognize the current wage as the lower bargaining limit. 

On the MRPp curve the current wage is wage T. 

The upper limit for labor's wage demands is the 

intersection of the wage preference path and the MRP^ curve, 

The intersection is represented by wage Q. (Note: The 

wage preference path is also tangent to the marginal factor 

cost curve at point Q. This situation occurs only if the 

union is "perfectly" aware of its monopsonistic power and 

alters its wage preference path accordingly. If the union 

is mistaken as to the degree of monopsonistic power it has, 

the wage preference path can be above or below the MFC 

curve.) 

We have now defined the bargaining limits for man-

agement and labor with the upper limits being wages M and 

Q, and the lower limit being wage T. These units create 

a very broad bargaining range, and agreement without strike 

is not likely. However, there are two further wage levels 

which should be discussed. Wages S and R represent "satis-

ficing" wages for management and labor. 
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The satisficing wage for management occurs at that 

wage level which, given the new level of employment, will 

create a net profit rate just equal to the NPR-, curve at 

wage rate P. NPR represents the same profit rate for 

MRP^ as NPR, does for MRP-. , and management will be satis-

fied at Wage S. 

The satisficing wage for labor is determined by the 

supply curve for labor. Note that on MRP, the supply curve 

passes through wage level P, the present wage. The supply 

curve for labor adjusts itself to the wage rate. Since the 

demand for labor is constant at any of several wage rates, 

the supply adjusts itself to the wage rate that is presently 

occurring. Given the supply curve of labor, the slope of 

which we have already noted is greatly determined by the 

union, the point at which the supply curve of labor inter-

sects the MRP^ curve is the satisficing wage for labor. 

The intersection represents the wage which is necessary to 

maintain the present supply of labor in the industry. Any 

wage below R in Figure 3 would mean labor was not being 

paid a "competitive" wage, and the entire supply function 

would be reduced. Any wage above R would be an excessive 

wage and would have two possible results. Either the wage 

above R would tend to bid workers away from other firms in 

the industry, provided our firm was the only one to allow 

an excessive wage, or since wages are generally negotiated 

industry wide, excessive wages in industry A, of which our 
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firm is a member, would tend to lure workers from industry 

B. If the union is strong enough to resist such labor move-

ments, wages will be forced up in industry B. If the union 

is not strong enough, the slope of the labor supply curve 

will change. 

Wages S and R now represent management's and labor's 

satisficing wages, and we have a new, more narrowly defined, 

bargaining area. Management desires any wage between S and 

T, and labor desires any wage between R and Q. The ground 

for agreement is between S and R. The exact point between 

S and R is determined by the bargaining power of the indi-

viduals, and the closer S and R are together, the more 

harmonious the negotiations should be. 

In Figure 3, I have constructed the model so that 

S is greater than R. Any wage up to Wage S can be financed 

out of an increase in profits created by the increase in 

demand. A wage level between S and R, or at R, would create 

no cost-push price increase and would represent a higher 

net profit rate for the firm. Prices will have increased, 

to be sure, as indicated by the difference between A and B, 

but the change will be due to a demand pull, not a cost-

push. How then do we get a cost-push price rise? 

If the supply curve of labor is inelastic enough 

through the efforts of the union, then instead of S being 

greater than R, R will be greater than S. Tho tendency will 

still be for wage negotiations to conclude between S and R 
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(given relatively equal bargaining strength), but now any 

wage between S and R means a reduction in the profit rate 

for the firm. Management, especially in times of rising 

demand, cannot show a reduction in the profit rate to the 

firm's stockholders. In order to avoid a decline in the 

profit rate, management takes advantage of its short-run 

inelastic demand function and administratively raises prices 

until the desired net profit rate is reached at the nego-

tiated wage. Any rise in price created by the firm to raise 

the net profit rate as described above is a cost-push on 

inflation and has a reinforcing effect upon the demand-pull 

price already created. 

Any wage rate negotiated between S and R when R is 

greater than S will create a wage at which the laborer is 

being exploited in relation to other workers in the economy 

(not in the industry because of the assumption of industry-

wide bargaining). If the exploitation is small, the laborer 

faced with imperfect knowledge may not realize his situa-

tion, or the cost of changing to another industry might out-

weigh the degree of exploitation. If the "underpayment" is 

large enough, there will be an out flow of labor from the 

industry, making the supply of labor more inelastic. In 

either case, there will be a gradual movement of labor sup-

ply until it stabilizes at the new wage rate. 

Now we have seen the effect on wages of an increase 

in product demand, and that the strength of the union in 
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'controlling the supply of labor can create both cost-push 

and demand-pull price increases. 

The next question, logically, is what occurs to 

prices if the demand for labor falls. In Figure 4 the re-

sults of falling demand are illustrated. First, points A 

and B are the same, indicating that the firm has a tendency 

not to lower prices because of reduction in demand. Second, 

we can assume that because of the perfectly elastic nature 

of the wage preference path the wage level will tend not to 

fall from the present level (Wage P on MRP-, and Wage T on 

MRP^) • There is a downward pressure on wages if, as is 

pictured, the NPR^ curve is lower than the current wage. 

Realistically, however, any attempt to lower wages to point 

S would almost surely result in a strike. 

In a period of falling product demand the union 

attempts to maximize numbers employed without sacrificing 

the current wage level. The current psychology of reces-

sion is critical here. If the union is attempting to ne-

gotiate a long-term (3 to 5 year) contract, it negotiates 

on the basis of what may happen, not what has happened. 

In presenting the analysis of the case of a rising 

product demand period, it was assumed that negotiations 

were on the basis of the current status rather than a fore-

cast of the future. If the simplifying assumption of cur-

rent condition negotiating is relaxed, the future product 

demand curve pictured by management and by labor need not 
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be the same. In reality this difference in interpretation 

complicates the bargaining process but does not weaken the 

analysis. 

In negotiating wages in periods of falling prices, 

this assumption cannot be adopted. Both bargaining parties 

are aware that since World War II there has been no long 

term recession, so that increases in demand can be expected 

during the contract period. If demand returns to the level 

of MRP"!̂ , management and labor will be no better or worse 

off than they were. Any wage below the current wage P will 

make labor worse off and management better off and will be 

difficult, if not impossible, to attain. Therefore, the 

present wage should be taken as the lower bargaining lirit. 

Management's upper bargaining limit will again be 

NPRo (zero profit level) or wage M, and labor's upper bar-

gaining level would probably be at a wage level on MRP^ 

where MFC crosses it at wage W. Since the supply curve for 

labor tends to become more elastic in times of decreasing 

product demand, wage W may represent a wage as low as or 

lower than wage M. 

With the limits for bargaining set, what are the 

satisficing levels of wages for the bargainers? Labor's 

satisficing wage will be the level of using all its monop-

sony power under demand conditions MRP , or at the point 

the marginal factor cost crosses MRP , Wage Q. Management's 

satisficing wage is somewhat more complicated. 



35 

First, when demand falls and wages do not, tlie finr. 

cannot maintain the MRP^ profit rate (shown on ::?.P. b / 

NPR^) / but must move to a lower profit rate corres^. -r.ding 

with wage T. Any wage movement upwards from v;age T v M l 

place management in a worse position and will be resistea, 

but faced with labor's contention that demand v.ill ris-

and wage T will be an exploitation of the worke.r, manaqeraent 

must respond. The natural response is that if one cannot 

return to NPRj^ when demand rises to MRP , then one v.ouid 

desire to maintain at least a net profit rate equivale'̂ it to 

the rate at wage T. At MRP-|̂  the rate of profit equi\%Alent 

to the net profit rate at Wage T is NPR and Wage N. 

The satisficing wages are now seen to be Q and L\, 

and the wage agreement will be between them. As in i-"ÍHUje 

3, if Q is greater than N, a price rise is likely in order 

to maintain the desired profit rate. 

Depending on the psychology of the public tov.ard 

dov/n shifts in product demand and on management's ouLlook 

for the future, prices may rise in periods of falling de-

mand. As shov/n in Figure 4, if demand for labor falls to 

MRP and wages remain at level T, the firm wiil move to a 

lower profit rate, provided it takes no other action. To 

remain at the profit rate established on MRP-. , the firm can 

either lower wages, an alternative already dismissed, or it 

can raise prices. 
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It has already been determined that in periods of 

falling product demand the perfectly inelastic section of 

the demand curve becomes smaller, so that price increases 

by a firm attempting to maintain the desired profit rate 

cannot be large without further decreasing demand. Such 

price increases, however, can exist within limits. 

We have now laid the theoretical framework for ex-

planations of wages determined by bargaining, and admin-

istered price increases in periods of both increasing and 

decreasing product demand. 

Conclusions 

In this chapter I have presented the assumptions of 

thc regional theory of inflation and a theorctical model of 

wage and price changes in an oligopoly firm. I have con-

cluded that wage bargains are determined by collective bar-

gaining within the constraints placed by the model, that 

wages and prices are inflexible dovmward in the short-run, 

that oligopoly firms have, and use, the power of administercd 

pricing, and that negotiated wage increases in the "key" 

oligopoly industries have spillover effects on other parts 

of the economy. 

The implications of the assumptions and the model 

are far reaching in terms of the national inflation, but 

before these are discussed, I would like to prescnt in 

Chapter III, some further data on the wage and price rel a-

tionships in manufacturing and the possibie spillover 
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effects on the geographically nonunion sectors of tle cc.untry 
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CHAPTER III 

A STATISTICAL LOOK AT WAGE-PRICE 

RELATIONSHIPS 

In Chapter III I wish to present such evidence as 

I have been able to gather in reference to regional and 

national wage and price changes. First, let me state that 

it is not the purpose of this paper to prove or disprove 

actual regional relationships between wages and prices. My 

sole purpose is to establish the theoretical framework which 

will indicate the possibility of such heretofore undiscussed 

relationships, and to suggest that present policy alterna-

tives might not be appropriate if the suggested relation-

ships do exist. 

I have chosen for data purposes the states of Cali-

fornia, Georgia, Missouri, New York, Ohio, Pennsylvania, 

Texas, and Wisconsin. These states represent wide geo-

graphical dispersion as well as varying degrees of depend-

ence upon manufacturing, and varying degrees of unioniza-

tion. Also these states all have cities which are included 

in the Consumer Price Index so that we might judge relative 

price changes. Data on wages for both states and cities 

was taken from the Employment and Earninqs Statistics Year-

book for 1968. The data on the Consumer Price Index was 
2 

gathered from the Monthly Labor Review, and unemployment 

figures acquired from the Manpower Report of the President 

41 
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3 
1£75.- Other sources will be cited as they are used. 

The time period of 1957 to 1967 was chosen because 

it provided the most complete data for all categories which 

were studied. 1959 to 1963 has proven interesting because 

it was an unusual era of almost stable prices. But while 

stable prices confused the conclusions in some areas, they 

strengthened conclusions in others. 

, The first thing which should be discussed is the 

absolute rise in manufacturing wages for the given states 

over the 1957-67 period. From Figure 1 it is very evident 

that regional wage differentials do exist, but it is also 

evident that overall wages have increased at pretty much 

the same rate. The reasons behind regional wage differen-

tials are discussed in Chapter I. Scully concluded in his 
4 

article that wage differentials were due to five major 

factors: differences in the capital/labor ratio, differ-

ences from state to state in the human educational capital 

manifest in production workers, differences in union activity 

among states, differences in the percent of non-white pro-

duction workers, and differences in the percent of female 

production workers. Scully says factors one and three are 

the only economic factors involved and they carry less re-

sponsibility for the situation than the others. Capital/ 

labor ratios will tend to equalize as output and wages rise 

in the less industrialized areas. Unionization tends to 

equalize wages in high-wage industries so that differentials 
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appear in middle or low-wage industries. Numbers two, four, 

and five are more sociological than economic, so the present 

theory and economic policy would have little effect on them. 

For these reasons, regardless of current overall wage growth 

patterns, the regional differences will continue to exist. 

From Figure 1 we can see, however, that there are 

remarkable parallels in wage increases for the various 

states chosen, and for these states relative to the United 

States. During the 1959 to 1963 period of particularly 

stable prices, wages and long-run productivity bore remark-

able similarities. Productivity from 1947 to 1966 increased 

at a rate of 3.17 percent per year, but for the years 1957 

to 1967, wages rose at an annual rate of 3.45 percent per 

year. The low percentage differential between productivity 

rates and wage rates, coupled with the relative stability of 

prices in the 1959-1963 period, seems to reinforce the eco-

nomic doctrine that wage increases comparable to productivity 

increases are not inflationary. 

Figure 2 indicates that the same parallels in wage 

increases which exist for states are true for cities. 

Figure 2 shows that all manufacturing wages, in cities are 

higher than the U. S. average. The exception to both these 

statements is Atlanta, Georgia. ' The Atlanta wage rate is 

below the U. S. average, reflecting the North-South wage 

differential, and is also rising faster than the rest of 

the cities discussed. The faster rate of increase reflects 
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H. G. Lewis' contention that the wage structure tends to 
7 

narrow in periods of stable or rising prices. 

In Figures 1 and 2 the period discussed is 1957-67. 

With stable prices from 1959 to 1963 the effect of an in-

crease in aggregate demand due to the Viet Nam War can be 

seen beginning in 1964. The years 1965, 1966, and 1967 

see wages beginning to rise at a faster rate. Demand in-

creases begin to accelerate price increases, and union 

members press for greater wage increases to protect their 

real wage position. If the union wage push is long enough 

and strong enough, it will not only create a reinforcing 

cost-push to inflation, but the wage structure will again 

begin to diverge. 

In Figure 3, we can see the stable price situation 

existing during the first part of the period, and the ac-

celerated rise beginning in 1965. Notice that while wages 

in the state of Georgia and the city of Atlanta are below 

the national average, the Consumer Price Index for Atlanta 

is increasing at much the same rate as the CPI for other 

cities. Prices seem to have a smaller lag than wages for 

various sections of the country. 

The contention of this thesis is that inflationary 

pressures in the industrialized sector of the economy are 

passed to the less industrialized sectors. In Figure 4, I 

have compared wages and prices in Ohio with wages and 

prices in California and Georgia, and more importantly, I 
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have compared wages in Ohio and California with prices in 

Atlanta, Georgia. The significance of these comparisons 

is evident. For the period 1957 to 1965 wages and prices 

appear to have increased with much the same relationship 

whether we compare Ohio's wages with Cleveland's prices or 

Ohio's wages with Atlanta's prices. The same relationship 

is true for California's wages and Los Angeles' prices and 

California's wages and Atlanta's prices. In fact, prices 

in Atlanta appear to have borne a closer relationship to 

wage and price changes in Ohio and California than thcy did 

to wage changes in Atlanta which were rising at a faster 

rate than the others. Again, the data presented in Figure 

4 is for the presentation of ideas, and has not been sta-

tistically verified. 

After 1965 the relationships in Figure 4 begin to 

diverge, possibly because increases in demand in the in-

dustrial sector begin to cause prices to increase, with a 

lag effect on wage increases. Once a wage lag is introduced 

into the economy in times of rising demand, the effect is 

to create a wage-push to inflation, reinforcing the demand-

pull, and the effect becomes cumulative. Any policy mea-

sure employed to stop such an inflation will require a long 

period of time to take effect because it must first destroy 

the demand-pull and then wait until the cost-push has run 

down. 
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Figure 5 pictures the unemployment rate by state 

and for the United States from 1957 to 1969. There is a 

8 
definite Phillips' effect displayed in the unemplo\Tnent 

data. In the period of steady prices and low wage increases, 

there is high unemployment, while in the period from 1964 

on unemployment steadily falls, and the Consumer Price Index 

is rising. 

One other condition Figure 5 would indicate is that 

in the period of steady prices, the unemployment rate was 

higher in the relatively more industrial states. High un-

employment in industrial areas in times of stable prices 

would seem to indicate that levels of demand compatible v;ith 

price stability leave excess capacity in many manufacturing 

industries and consequently, unemployment. In the non-

industrial (especially the service) sector of the economy 

producers are more flexible, and therefore, suffer less dis-

placement in periods of steady prices. 

Figure 6 indicates similar unemployment bchavior 

for the cities in our study, and while the cities enjoy 

higher wage rates, they also suffer higher unemployment 

rates. 

The sectoral differential of the Phillips' effect 

is especially interesting because of its possible policy 

implications. Apparently, policies designed to slow or 

stop the combination inflations (demand-pull, cost-push) 

will result in less dampening of wage increases in the 
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industrial sector while at the same time creating more un-

employment in this area. 

. . . it appears that union strength does make a 
difference; it significantly worsens the terms g 
of trade off between unemployment and inflation. 

This statement is in apparent conflict with a study 

by Liebling and Cluff in which they conclude that the 

United States Phillips' Curve has shifted to the left since 

1961. Such a shift would lower rates of unemployment asso-

ciated with given increases in wages. A large increase in 

demand, such as occurred in 1964 and 1965 in connection 

with Viet Nam, will create a drop in the unemployment rate, 

and yet wage rates may not significantly change if contracts 

are not being negotiated. Thus there is a shift to the 

left in the short-run Phillips' Curve. 

Albert E. Rees, Milton Friedman, Walter A. Morton 
and a number of other economists have attributed the 
phenomenon [differential increases in the wage struc-
ture] to rigidities or lags in the adjustment of 
money wages introduced by collective bargaining: 
the collective bargaining contract running for a 
year or more, the reluctance of unions to accept 
wage cuts during periods of deflation lest the 
deflation not continue, and the similar reluc-
tance of employers to agree to unusually large 
money wage increases during periods of unusuaily 
rapid inflation.-'--'• 

By the same token, when policies are instigated to 

slow the resulting inflation, the first effect is to cut 

employment while union induced wages continue to rise in 

an effort to reestablish the previous real wage. The re-

sult will very probably be a shift to the right of the 
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Phillips' Curve, a shift even to the right of the lon.j-rii.i 

position. Such drastic short-run changes in the Philli^s' 

phenomenon seem to occur more significantly in the indu--

trial sector of the economy. The less concentrated, le-s 

unionized, more service oriented segment of the econo.r:;̂  

seems to be able to adjust its wage increases more rapidly 

to demand increases, and therefore, suffers less displace-

ment. If there are such things as "key" industries ii the 

industrial sector of the economy, the data presented ] .̂ re 

indicates that present anti-inflation policy, while not 

drastically slowing wage and price increases in this area, 

does greatly increase the unemployment level in industry. 

It was my belief, when the ideas behind this paper 

first occurred to me, that wage increases in the industrial 

areas of the U.S. were chiefly responsible for a cost-push 

on prices in the nonindustrial areas. The data presented 

in this chapter neither proves nor disproves my contention. 

The lag I believed would occur between the indus-

trial area wages and nonindustrial area wages is not there, 

or is hidden. From Figures 1 and 2, it can be seen that 

wages in all areas are advancing at much the same rate. 

Such a similarity of rate increases does not mean there is 

no industrial/nonindustrial lag, because such a lag may be 

so short as to disappear in annual data, or it may be long 

enough to disappear in the long-run trend of wages. Cali-

fornia wages in manufacturing have always exceeded the U.S. 
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manufacturing wage average; the 1957 California rate was 

not the national average until 1961, a four year "lag" 

which increased to five years through much of the sixties, 

but began to disappear as demand picked up in 1964-65. 

Whether the California/U.S. differential is a lag for the 

reasons I first contended, or is due to the difference in 

wage structure of industrial and nonindustrial areas is im-

possible to determine from the data presented in this paper. 

A lack of statistical proof, however, does not weaken my 

belief in the logical pattern of wage and price relation-

ships I first presented. Thus it would appear, from Figure 

4, that the relationship between industrial wage increases 

and nonindustrial price increases has no lag discernable in 

the yearly data. The lack of a wage-price lag is not sur-

prising, however, because prices are much more flexible 

than negotiated wages, and could easily respond to wage in-

creases within a year. 

Regretfully, there is also insufficient data to 

show the regional effects of cost-push inflation as I have 

explained them. The data is insufficient, not because it 

is incomplete, but because the time period studied has not 

experienced a recessionary decline long enough for the ef-

fects to take hold. At best it is difficult to separate 

demand-pull inflation and cost-push inflation, but the 

regional bias of cost-push would only be evident as the wago 

structure began to differentiate in a recession or decline. 
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The data in this chapter is accurate, if less than 

statistically specific, and is complete enough to allow 

conclusions to be drawn about tendencies and certain gen-

eral relationships. I have concluded that there appears to 

be a relationship between wage increases in the industrial 

sector and price increases in the nonindustrial sector, a 

relationship which develops lags with significant short-run 

increases in aggregate demand. I have also concluded that 

there is apparently a sectoral Phillips' phenomenon with 

resulting large short-run changes in employment in the in-

dustrial sector reflecting changes in demand and anti-

inflation policy. 

Chapter IV will address itself to the implications 

of these regional sectoral relationships and the signifi-

cance of the theory related in this thesis to policy makers. 
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CHAPTER IV 

THE IMPLICATIONS OF REGIONAL 

OLIGOPOLY COST-PUSH 

In the previous two chapters I have presented a 

theory of wage determination in oligopoly industries based 

on collective bargaining, and some graphic data which 

would serve to indicate regional differences in wages and 

at least the possibility of regional inflationary disper-

sion. Graphically, there seems, also, to be a regional 

difference in the impact of the Phillips' phenomenon. What 

are the implications of the theory and these relationships? 

First, let us discuss the relationship of the theory 

to the phenomenon of cost-push inflation. Cost-push infla-

tion is a very nebulous process, which most economists will 

agree does occur, but which is almost impossible to separate 

from demand-pull inflation. The length, impact, and even 

the effect of cost-push inflation has never been agreed 

upon. It is generally agreed, however, that union based 

wage demands are responsible for the administered price in-

creases which are cost-push inflation. The question is, 

would wages have risen just as much because of demand 

changes? 

A study by Albert Rees on wages in basic steel 

showed that wages were not caused to rise as much in the 

1945-1948 period as they would have under free supply-demand 
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relationships, and, therefore, the union had actually acted 

as a dampening effect on the inflation, rather than aggra-
1 

vating it. Rees also points out that profits rose much 

more than wages, and the Consumer Price Index rose so much 

that there were no real wage gains. Perhaps wages rose 

enough that there were no real wage losses either. 

In another study, Robert Ozanne stated that unions 

had raised the wage of the union manufacturing worker rela-

2 
tive to his non-union counterpart. Ozanne, using 1923-29 

as nonunion and 1947-57 as union, concluded that: 

Real average hourly earnings of production workers 
in manufacturing in the union period rose over 
twice as rapidly as in the non-union period, al-
though the productivity in manufacturing . . . was 
greater in the non-union period.-^ 

However, Ozanne may also have discovered the reason for the 

difference of opinion (and data) with Rees. 

In the twenties wages behaved in accordance with 
market demand theory (labor market) . . . In the 
post World War II period wage behavior appears 
to have overcome market demand as an important 
causal factor.^ 

Ozanne seems to believe that the union and collec-

tive bargaining have removed the influence of the market 

on wages. Adrian Throop's study thoroughly discounts the 

Rees/Ozanne differences and also comments on the effects of 

collective bargaining and inflation. 

It is concluded that unionism's real impact during 
the post-war period was in prolonging an inflation 
initiated by excessive aggregate demand. The 
total amount of inflation might not have been very 
much different in the absence of unions, but the 
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rigidity of union wages and war time wage controls 
caused a period of cost-push inflation to follow 
classical demand inflation.^ 

Throop's belief that unions cannot create a sus-

tained inflation, but merely reinforce price increases in-

stigated by demand, is widespread among economists. C. L. 

Christenson states: 

There is indeed a wage-price spiral if prices and 
employment are moving upv/ard. But the inflation-
ary force of collective bargaining, I think, is 
drastically limited to the possibility of facilitat-
ing the forward motion of an inflationary movement 
once it has been started by the action of other 
forces." 

And from Lloyd Reynolds, 

Briefly the primary effect of unionism is a 'tidying 
up' of the wage structure within particular indus-
tries--a reduction of intercompany differences and 
of geographical differences, establishment of a 
definite occupational rate structure and the like. 
These micro effects are of considerable importance. 
But, there is no clear evidence that unionism has 
much independent influence on the big things--the 
average rate of increase in money and real wage 
levels, or relative earnings in different indus-
tries and sectors of the economy. Unionism seems 
to ride the coattails of oligopoly quite effectively 
in some branches of industry, but its status is 
still that of junior partner rather than of prime 
mover.' 

Reynolds questions the impact of unions on relative earn-

ings in different industries, but evidence presented earlier 

indicates such differences are due mainly to non-economic 

factors. Unions may indeed be affecting or maintaining 

wage differentials, but not by wage policy, rather by mem-

bership policy. 
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The theory of oligopoly wage determination presented 

in Chapter II does not differ from the view of unions' de-

pendence on demand-pull. It does, however, attempt to throw 

some light on the relative timing of demand-pull and cost-

push inflation. When large short-run increases in demand 

occur in oligopoly industries, wages lag behind price in-

creases because of the length of union contracts. Increas-

ing profit levels encourage greater output and greater de-

mand for labor, thus increasing the inelasticity of the 

negotiated supply function of labor. Rising profits also 

encourage labor to demand higher wages and allow management 

to pay them. Management does not, however, allow all the 

wage increases labor could demand because of the expected 

wage rigidity when demand fails. Thus demand-pull creates 

prices rising faster than wages and productivity, and a 

resulting inflation. If, and only if, the union is power-

ful enough to lower the firm's profit position in a period 

of increasing demand, will administered prices add a cost-

push to the demand-pull. 

Demand-pull decreases unemployment, thereby adding 

to aggregate demand and pulling prices higher. When the 

demand for labor begins to rise, wages are pulled up in low 

wage industries, as well as forced up in oligopoly indus-

tries. 

Through the process of quJtting and finding better 
jobs, workers are able to improve their money wages. 
Relatively low-wage employers sufTcr relatively 
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high quit rates and long vacancy durations; and, in 
order to hold their work forces, are under increased 
pressure to raise money wages for their employees 
or to lower their quality standards in recruitinq 
(or both). . . .^ ^ 

When the government steps in with policies to slow 

the demand-pull inflation, the effects of unions and cost-

push inflation can be seen. Even though product demand 

slackens, there is no decrease in the unions' demands for 

higher money wages to recoup their real wage position. 

When an inflationary growth psychology has been established 

it does not dissipate rapidly. Union members see slacken-

ing product demand as a short-run phenomenon and may in-

crease their demands even further to make up losses before 

prices stretch out the lag again. 

Management, too, suffers from inflation psychology, 

and may grant large wage increases in periods of slackening 

demand on the theory that such periods are short-run. And 

greater profits later can recoup any short-run losses. At 

the same time, however, in the face of rising inventories, 

oligopoly management will cut production and thereby in-

crease unemployment. Increased unemployment tends to re-

inforce the slack in aggregate demand and to lower demand 

even further. 

When it becomes apparent that decreasing demand is 

not a short-run situation, management will administratively 

raise the firm's prices to maintain its profit position. 

The rising prices of cost-push inflation tend to prolong 
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high wage demands and the entire inflationary psychology, 

while at the same time adding to business inventories and 

cutting employment. When the public finally accepts the 

hard facts of recession, wages and prices will level off at 

high levels of unemployment. Then the economy waits for a 

stimulus to start the cycle again, a stimulus usually pro-

vided by the government. 

To summarize, a stimulus is needed to create an 

inflationary cycle. Once started, the initial trend is a 

strong demand-pull, but when demand begins to slacken, wage 

demands do not, and cost-push takes over. When the infla-

tionary psychology is finally removed, the economy tends to 

return to "normal" output at higher prices and wages. 

The perfectly inelastic section of the oligopoly 

firm's demand curve indicates the firm's administrative 

ability to raise prices without impairing demand. Exces-

sive price rises will result in a loss of sales to competi-

tion, but the consumers' imperfect knowledge of the cost 

and profit situation of the firm, coupled with an inflation 

psychology, allows for short-run price rises without im-

pairing demand. 

Oddly, price rises have less effect on slackening 

demand for the oligopoly firm than decreases in the econ-

omy's aggregate purchasing power. The "key" oligopoly firms 

are in basic industries such as steel, automobiles, and 

tobacco where their "real" demand is relatively inelastic 
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with respect to price. Oligopoly firms' sales depend more 

on the general health of the economy than on their indi-

vidual pricing policies. However, price increases in the 

basic oligopoly industries do create cost increases for the 

rest of the economy. If aggregate demand is not rising 

fast enough to allow price increases to cover such costs, 

the result will be price increases in the competitive in-

dustries which result in falling demand. Thus the admin-

istered price increases which result from increasing wage 

demands serve to decrease aggregate demand, but the demand 

effect on the oligopoly firm is subject to a lag (the 

length of the lag depends upon the strength of the infla-

tionary psychology.) If these are the implications of thc 

theory in Chapter II, how do they relate to the graphic 

analysis of Chapter III? 

The analysis in Chapter III indicates a general re-

lationship between manufacturing wages in areas of concen-

trated manufacturing and prices in less industrial areas, 

even though large wage differentials exist in the different 

areas. There also appears to be a differential Phillips' 

effect between the industrial sector and the non-industrial 

sector. 

The wage-price correlation is interesting, but d. -

pends on the appearance of manufacturing unions in relatively 

nonindustrial areas. Logically, wage increases in manufac-

turing dependent areas v.dll increase costs to buyers of the 
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manufactured products through administered pricing. Since 

a great majority of competitive retailing establishments 

price on a cost-plus basis, such firms' prices are increased. 

Statistically correlating such a wage-price relationship 

with any accuracy is all but impossible, but what general 

correlation does appear in Chapter III has some implications 

for national policy. 

In manufacturing areas wage increases above produc-

tivity increases generally are caused by increases in ag-

gregate demand. By bidding up wages in non-manufacturing 

areas, (in the manner Holt suggested) aggregate buying power 

is increased, leading to greater demand and greater price 

increases. 

The original boost in demand is almost surely fi-

nanced by the government. It can be a "space program," a 

"highway program," an "urban renewal program," or a com-

bination of such things, but historically the strongest 

pull on demand has been war. Viet Nam is no exception. 

Besides increasing the need for such basics as steel and 

aluminum, war also decreases the potential labor force, 

leading to higher wage increases. 

It may appear I am saying that to avoid war would 

mean to avoid inflation, but such is not my intent. To be 

sure, peace is much more conducive to price stability than 

war, but if we choose to make "war" on poverty, space, and 

the nation's highways, we can expect to have inflation. 



And, when we attempt to make war in Viet Narr rnrl on comesti. 

problems at the same time, as in the late 1960's, v;e sin-̂ ly 

compound the inflation. 

Since one of the major United States coais is price 

stability, the Federal Government is obligatcd to fight the 

inflation it stimulates. If the gover]-:i?.ent f'ghts very 

hard, displacements are bound to be created. There is 

nothing new or startling about this ana.'ysis oí" our present 

inflation and the policies to combat it. It ir the conLcn-

tion of this thesis, however, that there are regional dif-

ferences in the effect of both the inflatioiî :̂,r:d of thc 

anti-inflation policies, and because of the diíforences in 

effect, national anti-inflation policies creati more dis-

placement than would occur under regional anti-inflation 

policy. 

For instance, the differences in the Phjllips' phe-

nomenon by region indicate that tight money and cutting 

federal investment projects tend to create unc.; pioyment in 

the manufacturing areas of the country rather than drasti-

cally slowing wage and price increases in those areas. In 

the less industrialized areas the empioyment effects are 

smaller, but wages and prices are more responsive. So, 

while wage increases and administered pricing continue the 

inflation in manufacturing industries, at the expense of 

large unemployment rates, the wage earner in a non-

manufacturing industry and area will suffer a worsening of 
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his relative wage (the wage structure is affected more by 
q 

unions in such periods.) 

Should the cost-push inflation persist, and present 

policy contains no answers, prices will be forced up in 

nonindustrial sectors and, because of the lack of demand, 

unemployment will begin to rise in the nonindustrial areas. 

Eventually (the time period depending on the strength of 

the original demand pull, the strength of the inflationary 

psychology, and the strength of the government's anti-

inflation policy) prices and unemployment will cease to 

rise, and wages will become dependent upon productivity 

changes. Unfortunately, the Government has a policy which 

seeks full-employment, and so Federal investment designed 

to create full-employment begins the cycle again. Thus, 

under present United States government policy, the goals 

of price stability and full employment seem incompatible. 

In Chapter V I will discuss some possible alternative 

policies as a means of reconciling the incompatibility of 

current goals. The alternatives are offered for experimenta-

tion and may or may not present as many problems as our cur-

rent practices. However, it is obvious the displacements 

created by current policy are, politically at least, in-

tolerable. Occasionally, a mere change in the problems 

stimulates action leading to a solution. 



CHAPTER V 

ANTI-INFLATION POLICIES FOR THE 

REGIONAL PROBLEM 

Chapter V is to deal with changes in anti-inflation 

policy that might decrease the displacements created in 

different sectors of the country. 

An immediate measure I advocate would be a wage and 

price freeze. At present we are in the period of cost-

push inflation and wage and price increases serve only to 

increase unemployment. Also, the Government has already 

begun action attempting to stimulate demand. A wage and 

price freeze would serve to reduce rising unemployment in 

oligopoly industries and would see that government stimulus 

to demand resulted in rising employment, not inflation. 

However, I would advocate wage and price freeze for the en-

tire nation only in a short-run basis. 

I would very strongly oppose wage and price con-

trols for the entire economy for any period longer than 90 

days. National controls, especially of prices, result in 

displacements that cause more harm than good. According 

to Michael Wachter's study of the interindustry wage struc-

ture, 

. . . Emphasis on price control, rather than stress 
on maintaining low rates of unemployment results in 
a widening of the wage structure, benefiting those 
in the high skilled, high paying industries relati\'c 
to those at the bottom of the wage structure.l 

67 
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Wage and price controls on oligopoly industries 

would not allow unions to pursue the elusive idea of a given 

real wage, and would also prevent the need for management 

to protect profit margins by administratively raising prices. 

Price controls are needed to prevent the oligopoly firm from 

protecting profits with price rises in the face of future 

demand decreases. In competitive areas, wage and price con-

trols, at the present stage of the inflationary cycle, would 

create short-term unemployment and, therefore, would not be 

desirable as long-term policy. The immediate effect of wage 

and price controls would be to adjust the unemployment rate 

to an equilibrium position compatible with the frozen wages 

and prices. Once such an equilibrium has been achieved, 

the freeze could be removed from competitive sectors without 

a significant change occurring. 

Removal of the wage-price freeze from competitive 

areas should be conducted by the President and his advisors 

on a state to state basis. Several states such as Wyoming, 

Nevada, and Alaska could have their wage-price freeze re-

moved immediately and completely. Several other states, 

such as California, Ohio, and Michigan should remain under 

indefinite specific controls. The remaining "border" states 

would require considerable use of discretion. A satisfac-

tory answer could possibly be achieved by the control of 

those oligopoly firms which were being completely controlled 

in areas of industrial concentration and by removing controLs 
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on the more competitive firms in the state. 

Very few people wish to see wage and price controls 

as a permanent part of the nation's anti-inflaLion policy, 

but the removal of wage and price controls v.c ̂ld depend on 

the creation of a more equitable dispersion of the effect 

of other inflation policies. One way to create a more de-

sirable sector balance would be to encourage thc decentrali-

zation of oligopoly firms and industries. Federal encour-

agement of decentralization could take many paths, but the 

following are some of the possibilities. 

One Government encouragement to decenLralization 

would be tax credits to firms that used oligopoly profits 

to invest in plant and equipment in states not under wage 

2 

and price controls. Tax credits to encouragc investmcnt 

saving have worked very well in Sweden to reduce inflation 

in periods of excess demands. Such tax credits serve to 

increase the availability of investment funds to business 

in recession periods without tampering excessively with 

interest rates. Such tax credits would allow those oligopoly 

firms which are not tied to a geographic resource base, such 

as electronics firms in California, to decentralize without 

penalty. 

The Government could also encourage decentralization 

of many oligopoly firms by reinforcing tax credits with 

excess profits taxes. If a firm did not choose to take ad-

vantage of the tax credit idea for decentralizing, then the 
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Government would tax away those profits considered excessive, 

given the frozen wage-price structure of the firm. The 

Government could then use the revenues obtained from the 

excess profits tax to encourage new firms to begin business 

in nonindustrial areas. The result would still be a greater 

amount of competition. 

I recognize the fact that many industries cannot be 

decentralized because of their need for certain geographi-

cally fixed resources; the coal and steel industries are 

prime examples. I also recognize that decentralization of 

industry may not bring the desired increase in competition. 

In recent times the automobile industry has decentralized 

its assembly plants to a large degree, but because of its 

nation wide contracts with the United Auto Workers, and the 

national pricing policies of the firms, there has been little 

increase in competition, if not the reverse. If decentrali-

zation is not sufficient to increase competition, what other 

policies can we pursue? 

First, the simplest, most effective change would be 

to allow foreign competition with our oligopoly industries. 

By lowering the tariff barriers on foreign automobiles and 

steel, the Government could effectively create enough com-

petition to prevent administered pricing from being an in-

flationary tool. The first reaction to the suggestion of 

freer trade is that our firms cannot compete with foreign 

firms because of our higher wage scale. Wacjos 'are only part 
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of the problem. U.S. steel cannot compete with the Germans 

and the Japanese because of the millions of dollars our 

steel industry has tied up in obsolete plant and equipment. 

When the Second World War was over the Germans and the 

Japanese had to start their steel industries over from 

nothing. The United States helped them, and by doing so 

made ourselves obsolete. High tariffs only encourage the 

U.S. steel industry to remain incompetitive. Low tariffs, 

coupled with the tax credits I have already suggested would 

be a step in the right direction, and if it was not a large 

enough step, the Government should be willing to subsidize 

its own steel industry, as it did the Germans and the 

Japanese. 

Likewise, if our automobiies do not last as long 

as their European competitors, or use more fuel, or used 

planned obsolescence in their design, a lack of competitive-

ness cannot be blamed on high wages. Here again, using 

tariffs to subsidize the automobile industry has only served 

to create inefficiencies and terrible waste. 

Should the Government choose to follow a policy of 

free trade and encourage the modernization of many of our 

oligopoly firms, it must also be prepared to aid in the re-

training of those workers who will be displaced by techno-

logical advancements. This nation has followed a policy of 

ignoring the structurally unemployed for too long. The 

problem does not go away if we ignore it, it simply gets 
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larger. Year after year thousands are added to the welfare 

and unemployment rolls who wish to work, but are technologi-

cal dinosaurs out of place in tomorrow. The problem is not 

an easy one and the solutions are expensive, but not as 

expensive as the massive burden structural unemployment is 

creating on many of our industrial cities and states. 

Should the firm bear all the cost of solving the 

cost-push inflation problem? I think not. Previously, I 

have advanced policies which would reduce the administered 

pricing power of the firm, but the unions play at least an 

equal role in the creation of cost-push inflation, and it 

would seem that their power should also be limited. 

If the policies designed to decentralize industry 

and establish greater levels of competition are successful 

and nation-wide bargaining is allowed to continue, nation-

wide bargaining will become synonomous with wage setting 

by the union. Such wage setting would soon destroy the 

profitability of the industrial firm. Not allowing nation-

wide bargaining would be one unpopular solution to the 

problem, but a better solution, although not necessarily 

easier, would be to educate the worker to his responsibility 

in the creation of cost-push inflation. If the wor];er sees 

he is the source of his own problems, he may be more readily 

persuaded to help solve them. 

Other policies which would help reduce the union's 

wage-push would be shorter contracts, or more easily 
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reopened wage negotiations, or more widely used escalator 

clauses tied to the cost of living index. Benefits in a 

union contract can easily be negotiated for a period of 

three to five years, but if we are to make union wages more 

responsive to monetary and fiscal policy, both bargaining 

parties must be willing to reopen wage negotiations when 

economic conditions change. Wage flexibility downward ap-

pears to be too much to hope for, but if negotiations can 

slow the rate of increase in periods of reduced demand, wage 

controls would not be necessary, and smaller unemployment 

rates would result. 

The policies I have suggested are all designed to 

encourage or coerce oligopoly firms and unions to become 

more competitive. Competition reduces the effects of cost-

push on prices, and makes our current monetary and fiscal 

policies more effective. These policies also appear to be 

national policies, but in reality their primary effect 

would be in the industrial areas of the country where the 

oligopoly firms and the unions are the strongest. 

The restoration of a degree of competition in both 

the labor and product markets is the key to the solution 

of the cost-push inflation. Perfect competition, however, 

is not necessary. According to Gottfried Haberler, 

The degree to which competition has been eliminated 
is being greatly exaggerated, for what is needed is 
not literally perfect or pure competition. The 
existence of Chamberlainian monopolistic competition 
is probably sufficient to ensure competition.-^ 
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Some economists feel the necessary amount of compe-

tition can be established without government intervention. 

Sumner Schlicter disagrees with the Swedish tax incentive, 

and says instead that pressure by the community can temper 

administered pricing where policy fails. 

Certainly, if rising labor costs force a rise in the 
price level, the community may properly insist that 
employers do a better job of bargaining. The large 
employers desire, and indeed, need public approval 
for their principle policies."^ 

Unfortunately, the American public cannot be counted on to 

apply pressure to business. Organizing the consumer has 

just come into vogue and the consumer still has limited 

power to influence prices. To say that public pressure 

could never be strong enough to force price stability would 

be unkind and might be ignoring current trends, but in the 

past public pressure has seldom been exercised. If a 

greater degree of competition cannot be achieved by the 

policies suggested for oligopoly industries, then wage and 

price controls will have to remain in effect for those in-

dustries (no longer on a state to state basis.) 

One of the basic conclusions of this thesis is that 

cost-push inflation is a result of the power of large unions 

and large businesses that occurs only in oligopoly indus-

tries. Present monetary and fiscal policies effect cost-

push inflation only indirectly and with large time lags. 

If current policies are ever to be sufficient antiinflation 

tools, a greater degree of competition must be restored in 
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oligopoly industries, and in the labor mar/:et. The policies 

suggested and briefly discussed in this chapter are my own, 

cind in no way pretend to exhaust policy possibilities. Spe-

cific policy solutions are not the purpose of this thesis. 

I am attempting to discuss the nature of cost-push infla-

tion and the fact that the regional employment and output 

bias has implications for policy. The changes I have sug-

gested represent my view of the problem and my view of the 

solutions to the problems which will result in the smallest 

loss of free choice and initiative to the economy. 

The concluding portion of this thesis will briefly 

discuss what I have discovered about cost-push inflation 

and the implications of those discoveries. 



CHAPTER VI 

A LAST LOOK 

The purpose of this thesis has been to present a 

theory of inflation based on a regional imbalance in the 

nation's economy. The imbalance is actually a sectoral im-

balance resulting from the development of oligopoly condi-

tions in the key manufacturing industries. Because of manu-

facturers early desire for resource proximity, key oligopoly 

firms are now located in specific areas of the country. 

It is the further contention of this thesis that 

the conditions in oligopoly industries are the basis of 

cost-push inflation. I have concluded that cost-push in-

flation is almost exclusively caused by the wage demands 

of labor continuing to rise and be granted in periods of 

falling aggregate demand. The firm's attempts to maintain 

satisficing profits in the face of such wage increases 

leads to administered price rises and cost-push inflation. 

Therefore, cost-push inflation almost always occurs in 

periods of declining aggregate demand and rising unemploy-

ment. Cost-push inflation cannot be cured by current mone-

tary and fiscal policies because those policies' attacks on 

aggregate demand are the very forces which lead to the cost 

push. 

Having established the nature of cost-push infla-

tion and having established the fact that current monetary 
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and fiscal policy have no power to prevent short-run occur-

rences of cost-push inflation, I have concluded that new 

ideas are needed to solve the inflation problem. 

Since oligopoly firms and their relationships with 

unions are the major causes of cost-push inflation, the 

introduction of greater amounts of competition to those 

manufacturing industries dominated by oligopoly and to the 

labor market for manufacturing firms would make current 

monetary and fiscal policies more effective. Decentraliza-

tion, tax credits, excess profits taxes, lowering tariff 

barriers, and the education and regulation of unions are 

all policies I have recommended to achieve a greater degree 

of competition. These policies are only a few of the pos-

sibilities, but they are the ones I feel would cause the 

least displacement for the economy. 

The key contribution of this thesis is not its sug-

gested policy solutions to the cost-push problem. The key 

contribution is the clarifying of the cost-push problem and 

its causes, and the conclusion that cost-push inflation is 

a regional problem with national repercussions. 
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