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"MEN AT WORK"
SIGNS OF TROUBLE FOR YOUNG MEN TODAY

FRIDAY, SEPTEMBER 4, 1992

CoNGRESS oF THE UNITED STATES,
Joint EcoNomic COMMITTEE,
Washington, DC.

The Committee met, pursuant to notice, at 10:46 am., in room SD-620,
Dirksen Senate Office Building, Honorable Paul S. Sarbanes (chairman of the
Committee) presiding.

Present: Senator Sarbanes and Riegle

Also present: Lee Price and James Klumpner, professional staff members.

OPENING STATEMENT OF SENATOR SARBANES,
CHAIRMAN

SeNATOR SaRBANES. The Committee will come to order.

The second hearing this moming, American Workers At Labor Day 1992,
is intended to examine the trends and prospects for U.S. jobs and incomes.

As we discussed at the previous hearing, which just took place when we
received the employment and unemployment figures from the Bureau of La-
bor Statistics, the Nation's jobs and eamings still seem mired in a recession.

The wagon is really still in the ditch.

Before that recession began more than two years ago, however, much of
the American labor force was feeling intense pressure and indeed distress.

Two days ago, the Joint Economic Committee released a study done by the
Majority Staff on trends and trend earnings over the last four decades.

It shows that the terms of the American dream have changed significantly
for most American men. Young men make significantly less today than two
decades ago.

In addition, until the seventies and even more so in the eighties, men of all
educational levels saw significant income gains virtually until retirement.

In other words, if you go back to the fifties and sixties and plot the expec-
tations and what happened to people, you could anticipate improvements in
your earnings virtually over the course of your working lifetime.

Today, those without a college degree, some three quarters of all men, 75
percent of our population, cannot expect income gains much beyond the age
of forty. They start out, they get some improvement in their eamings situa-
&o]n. It then seems to reach a plateau, and tﬁen beyond forty it in fact starts to

Ideally, incomes should be rising for everyone, even as the nation main-
tains a strong trade balance. Unfortunately, in the United States, not only has
the typical worker's income not improved, but the Nation now runs chronic
large trade deficits.
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In fact, we have gone from being a creditor nation in the mid-eighties to be-
coming a debtor nation, and our debtor status has worsened with each passing
year as we continue to run large trade deficits.

SenaTor RieGLe. If you'll yietlrda,djust on that point. The numbers, just since
1980, are that our cumulative trade deficit with the rest of the world is now
$1.2 trillion. I mean, it is absolutely a breathtaking number. And we'll add
probably $65 or $70 billion more in trade deficit just this year.

SENATOR SARBANES. The contrast with our major industrial competitors,
Germany and Japan, could not be more stark. Both have managed to provide
significant income gains for the typical worker, and at the same time they
have strengthened their trade balances.

In fact, if you compare real compensation per hour—this is sourced from
the OECD—from 1977 coming forward, you can see that the United States
has stayed at about level, which comports with the median income figures
that we were talking about earlier. And both Germany and Japan have had

sigr.xci)t;cant improvements in real compensation per hour over this fifteen-year
period.

Now, how do they accomplish this? What is it that the Germans and the
Japanese are doing that enables them to have that kind of performance?

There are, of course, many differences amongst our three economies.

Some have argued that Germany and Japan develop better skills in their
work force through their systems of education and employer training. In ef-
fect, they compete through high skills, where we have tended to compete
more through low wages. In fact, a successful high-skill strategy can deliver
high wages, while a low-wage strategy tends to accept low skills. Of course,
that is part of the thrust of the Fortune article: "Why the shortage of high-
wage jobs threatens the U.S. economy.” This article underscores that.

It says, solid middle class jobs, the kind that allow a single worker to be the
family breadwinner, have been disappearing in record numbers, and are being
replaced, more often than not, by lower wage jobs, many of them astonish-
ingly inadequate.

Suddenly, millions of Americans woiry not merely about staying em-
ployed, but about staying employed in jobs that will support anything close to
their current standard of living.

SenaTor REEGLE. Would you just yield, at that point, for a moment?

I think it's significant that this article in Fortune Magazine, which is one of
the leading business journals, wasn't quoting somebody else.

What Senator Sarbanes just read is their conclusion, their commentary, af-
ter dgg::f out and studying this issue at great length. They've come back and
sai

But it relates to a point that Lester Thurow from MIT said to us the other
day in a hearing in the Banking Committee, where he drew that relationship
between this reliance on a low-wage strategy.

Now, President Bush wants to go into this free-trade agreement with Mex-
ico, where Mexico is genuinely a third-world economy, with third-world
wages, workplace and environmental standards. The 50-cent-an-hour wages
in Meexico will create a situation in the American workplace where, according
to Lester Thurow, fully a third of the American work force, unless they go
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through a massive education and training program in order to get up to an en-
tirely different level of high skill, is going to have to compete directly against
Mexico labor, which is eammg 50 cents an hour.

In other words, you're going to have a major impact on a massive core of
the American economy with this low-wage strategy when you now introduce
it into a free-trade agreement with a third world country. It is going to have a
devastating effect on job base.

I also see that happening, by the way, in the high-skill area. Because I see
that Ford, Chrysler and GM have already taken and located over 70 auto
plants of one kind or another in Mexico, even without a free- trade agreement.
So we're losing even the high skilled jobs to Mexico.

But the danger of a massive wipeout of jobs is far greater because of pre-
cisely this, I think, unsound job development track that America has been on
for the last several years.

I thank you for yielding.

SENATOR SARBANES. We are pleased to have our three thnesses here to dis-
cuss job and income trends.

Ira Magaziner has worked with ex-Secretary of Labor Ray Marshall on a
project that draws on experiences abroad, to propose a high- sklll\hlgh-wage
path for the United States.

Larry Mishel, the Research Director of the Economic Policy Institute, is
the co-author of a book soon to be released, in fact, I think next week, if I'm
not mistaken, entitled the State of Working America. And I have heard very
good advance reports about the book.

Finally, we will hear from Morgan Reynolds, a labor economist at Texas
A&M University.

Gentlemen, we are pleased you are here. We'll include your full statements
in the record, as submitted to the Commiittee.

The earlier hearing ran on somewhat longer than we had anticipated, and if
you could hit the high points and summarize your statements in about ten
minutes, we would very much appreciate that. We do want you to be able to
make the points that you want to make, but it would be helpful.

We will hear the entire panel first, and then have a question session di-
rected to the panel.

Let us begin with you, Mr. Magaziner, and then move right across to Mr.
Mishel and Mr. Reynolds.

Please go ahead, Mr. Magaziner.
STATEMENT OF IRA C. MAGAZINER

MR. Macaziner. What I'd like to focus on today is not a recitation of the
problem, because I think we are all too aware of the problem, but rather to fo-
cus a little bit on what I see as potential solutions to the problem.

The first thing we have to understand is that the problems we're suffering
now, although they're made worse by the recession, will not be solved simply
by recovery from this recession.

The fundamental underlying problem that we've had, that has led to a de-
cline in wages and the threatening of jobs, is the fact that productivity in this
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economy has been going up at less than 1 percent a year for almost 20 years
now, on average. And it's been particularly poor over the past couple of years.

And unless productivity improves at a faster rate, it's going to be very diffi-
cult to improve living standards over the long term.

Now, there are many things that contribute to productivity improvement.
I'l just dwell on three where I think the government has a particularly impor-
tant role to play.

One is the people, how well people are educated and skilled. Second is
how strong our technology base is. And the third is how modern our infra-
structure is, And if I can just make a couple of comments about each of those.

SENATOR SARBANES. Now, that is, how well our people are educated, and
how strong is our technology base.

MRr. MacazINER. Yes, the educational skills, technology base, and the third
is our physical infrastructure.

Fundamentally, what improves productivity over the long term is when
your workers are becoming more skilled, when they have better tools to work
With, a better technology base supporting them, and when the physical infra-
structure can support the improved productivity in the economy.

Let me just throw out a couple of suggestions about what to do to improve
in each of these areas.

With respect to the education and skill base in the country, we need to take
the following steps:

We need to create a lifelong learning system in this country that makes
sure, from very early on, that kids start off with an even chance. When we
have one out of every four children being bom into poverty in this country,
and when we can't afford to waste any one of them in terms of their future po-
tential contribution to this economy, it means that we need, from very early
on, to have serious investment in parenting programs, in child nutrition, in
fully funding Head Start, in trying to add funds to Chapter One programs that
can have the kind of small classes and small school sizes in the elementary
years that are particularly important for kids from disadvantaged back-
grounds.

We need to be able to reach out and integrate social services better into the
schools for those kids.

We need to have educational standards in our schools that allow us to
measure our accomplishment and provide a quality control system on the
educational system.

We need most importantly to have a system of education and training for
those who are not going to go on and graduate four-year colleges.

We do a reasonably good job in this country educating the 25 percent of
our people who graduate four-year colleges in relation to other countries. We
do a lousy job with the other 75 percent.

What we need is to focus on developing professional and technical pro-
grams for those students who could be modeled on the type of two-plus-two
program which now have begun to exist in a number of states, where we pro-
vide serious apprenticeship training, serious professional and technical train-
ing for those who are going to go directly into the work force and not
graduate four-year colleges.
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And finally, we need a serious universal program to provide incentives for
retraining of our adult work force.

While we spend $300 billion a year in this country educating people be-
tween ages six and twenty-one, we spend only $30 billion, 10 percent as
rl.luch,ﬁ educating people and training them between ages twenty-one and
sixty-five.

So we assume that you've learned 90 percent of what you need to know by
the time you're twenty-one, which, if it were ever true, is not going to be true
in the future.

What's worse is that we spend over 70 percent of our adult education train-
ing money on the already college-educated.

_ So basically we have perpetuated the system that is geared towards educat-
ing——

SENATOR SARBANES. | missed that point. We spend what now?

Mg. Magaziner. Over 70 percent of the total that we spend on adult educa-
tion and training in this country, the $30 billion that we spend, is spent on the
already college educated. So it is spent on the relatively small percentage of
our people who are already graduates of colleges.

SENATOR SARBANES. And is that in sharp contrast to other countries?

MR. MAGAZINER. In sharp contrast to other countries, yes.

SENATOR SARBANES. Germany, Japan——

MR. Magaziver. We studied six other nations in detail: Germany, Japan,
Singapore, Denmark, Sweden, Ireland.

In all those countries, they have serious professional and technical pro-
grams for those who are not going to graduate four-year colleges. They put a
tremendous emphasis on school-to-work transition programs that better edu-
cate those people. And they also put a much more serious emphasis on train-
ing of adult workers, not just displaced workers, although that needs to be
done, but general programs to upgrade the skills of all the workers in the
economy.

And what we have, unfortunately, is that we have been moving more to-
wards a really elitist kind of educational system, where, if you're from a good
family in terms of economic background or educational background, you can
basically get a good education in this country. If you can afford to pay for it,
or if you live in those neighborhoods where the local tax base can afford to
pay for it, then you can get good education.

If you don't, and particularly if you're from a disadvantaged area, you start
out with almost three strikes against you from the time you enter school.

And then what we do is we start tracking kids, whether we ever admit it or
not, we start tracking kids when they get to high school. Kids are asked to de-
clare, are they going to go on a college path or a general curriculum or voc

And then too often we start treating those kids that chose the voc path or
the general ed path as second class citizens, and they don't get the serious at-
tention that those going on to college get.

And then we spend, on average, about $5,000 a year per pupil of public
money on kids going to college, whereas we spend only 5?(-) per student for



6

those who don't go to college, and then that gets perpetuated into the adult
work force where we train only the college educated.

SenaTor RiEGLE. The thing I'm struck by is that these other countries, which
have this different pattern that you've just laid out, it seems to me that they ac-
complish two goals at once.

Number one, they have a stronger economic performance. And we're see-
ing that in terms of not just the general economic enrichment of the country,
but also there's more equalitarianism. It's generally a fairer system because
everybody has a chance to participate more fully and to come closer to
achieving their own personal level of potential throughout their lifetime.

And so both are very attractive reasons to go to an Americanized strategy
of that kind.

MR. Macaziner. Exactly. I think, in a sense, they're being able to live the
American dream better than we are, because the American dream always said
that through hard work, and if you're willing to apply and educate yourself,
and so on and so forth, you can move ahead no matter what your background,
that you don't have to be born an aristocrat to advance.

Unfortunately, in this country now, the way we're going, very often, if
you're born into poverty or if you don' have those initial advantages, your fate
is sealed. And I think what is crucial to understand here is that increasingly in
the future, in the way we organize our private-sector economy, we're going to
be moving towards types of work organization that depend upon better skilled
and better educated front-line workers. So we're going to get away from the
world where all a worker does on the assembly line is to screw in four bolts
eight hundred times a day, and do their job and collect their paycheck.

Increasingly, workers on the front lines are going to have to understand
how to use computers, how to do statistical quality control, how to work in
teams to solve problems, how to maintain machinery, how to be multiskilled.
They're going to have to be much better educated and skilled to eam a high
living standard. ,

So basically we are shooting ourselves in the foot by not educating the ma-
jority of our people up to the kinds of levels that are happening in Germany or
Japan, or I would add, even Singapore or Korea now. And that's going to take
hold unless we do something about it.

In the interest of time, let me run through the other two pieces very quickly.

The second factor that contributes to productivity is the technology base
that we have.

There has never been, in recorded history, a world economic leader who
was also not a world technology leader. Right now, half of our technological
expenditures in this country come from the Federal Government, over $76
billion a year. Most of it is still directed towards defense, some towards en-
ergy and other areas.

Real R&D spending in this country has been going up at a much, much
slower pace for over a decade now than in other countries with whom we
compete.

'And in those other countries, the public sector plays a supporter role to in-
dustry in helping industry-led programs for long-term technology develop-
ment.



7

We don't do that in this country, and I would suggest we need to do that if
we're going to get our productivity rates up and be competitive.

So I think we need some type of public programs to support the develop-
ment of commercial research and development. I would suggest that out of
the $76 billion we spend on Federal Government R&D now, if we were to
take something in the neighborhood of about $10 billion a year of that
amount, which would allow us to match what the Europeans are doing, and
put that amount into the support of commercial research and development, we
would get some potential productivity improvement from that endeavor, in
the long run. o

The final area has to do with infrastructure. And here I would like to sound
a warning, as well as provide the opportunity. '

We are embarked upon a reduction in our defense spending now, which is
appropriate, given world conditions. But if we continue on the path that we
are now on, we are going to lay off about a million and a half people who are
directly employed now in defense. There's going to be a multiplier of about
three times on that, which means somewhere between five to seven million
people are going to lose their jobs, mostly high-paying jobs, in the next four
to five years. ' .

Right now, all we have for adjustment is a handful of training programs
and other kinds of small incentive programs that are going to address, by no
means, the problems that are going to be created by those defense layoffs.

And if we're not careful, what we're going to do is take an already vulner-
able economy and really put it into the toilet by what we're planning to do.

Now, there's a solution for this. And the solution has to do with investing in
our infrastructure in a way in which both will enhance our overall productiv-
itly and also provide a smooth transition for people from laid off defense
plants.

Up until about fifteen years ago, we had the most modern physical infra-
structure in the world. Our transportation, communications, and energy and
environmental systems were the best in the world.

We have cut our investment dramatically during that period, particularly
the federal portion of our investment. And, as a result, other nations now are
developing more modern infrastructures than we have.

It has long been recognized that, going back to Adam Smith or back to
George Washington, who were very interested in the development of the in-
land waterways in Virginia and so on, physical infrastructure needs to have
public-sector involvement, because the paybacks are too long for the private
sector to do on its own.

Now, the real match here is that, if you look at the infrastructure needs that
we have for 21st century infrastructure, transportation—I mean, high speed
rails, intelligent highways, fiberoptic broad band communications systems,
modemn recycling systems to replace the solid waste dumps that we have now,
the combined sewer overflow systems that are now over a hundred years old
in eleven hundred of our cities, modernizing those pieces of our infrastruc-
ture—the skills required to do that are very similar to the kinds of skills that
we're now laying off in our defense plants.
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If you look in my home state, Rhode Island, at the kind of metal working
skills that we have—making submarines, high pressure welding—they are
precisely the kinds of skills that you'd need to make the rails for high speed
rail, or the kinds of skills you'd need to make the tanks for combined sewer
overflow systems, and so on.

The kinds of electronic guidance skills we have for weaponry are exactly
the kind of electronics guidance skills that you would need to develop a high-
speed rail system or an intelligent highway system.

And I could go through a whole long list.

SENATOR SARBANES. Let me just add, because I have had some experience
dealing with industries in my own state, people who are doing radar for mili-
tary purposes can just walk right over and start doing radar for civilian pur-
poses, in order to upgrade the air traffic control system at airports all around
the country, which desperately need it. :

MR. Macaziver. Exactly. There are lots of examples like that. And I think
that what's needed is a system where we increase the funds that we're taking
out of defense now and shift them over into stimulating an infrastructure in-
vestment program.

For example, we take $20 billion a year out of what is now defense spend-
ing or defense cuts and use this amount to stimulate a program where local
municipalities, states, private investors could develop programs, raise some of
the funds themselves, and then be able to have access to some of the federal
funds on a revolving loan basis or a matching grant basis, and therefore be
able to decentralize the decisionmaking on the development of these projects.
Next, the Federal Government would say, we're going to support, maybe, ten
high-speed rail systems or fifty combined sewer overflow systems, or what-
ever, and stimulate people in local environments to compete for those. Then,
those projects would be let out to the private sector, to build and to manufac-
ture for, with just two stipulations.

One stipulation being that they would have to show, as part of their bid,
how they were going to pick up or use an existing defense facility, either sub-
contract to it or buy it outright.

And, second, a certain piece of the manufacturing would be done by peo-
ple who are coming off of welfare in a welfare-to-work program, so we can
provide some assistance to our poorer areas in the country.

And then you can use the user fees from these projects to help create a re-
volving fund to help pay back the investments, so you could create a longer
term investment fund here.

Now, if you do this, you can get a smoother defense conversion, number
one.

Number two, you can modernize our infrastructure which is crucial to our
productivity development as a nation. :

Number three, you can help stimulate new manufacturing industries, the
coe;n‘f)anies that would be making the equipment and the goods that are

ed for these infrastructure products, much as the Federal Highway Pro-
gram in the fifties stimulated our construction equipment industry and our en-
gineering industries.
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And then, fourth, you could develop local sources of investment that would
then be able to be on-going as these revolving funds churned themselves over
the years.

SenaTOR REEGLE. Let me just say to you there, and I'll just take a minute be-
cause we have all three of you to hear from, I think you're exactly right. There
can be little refinements on the margin, but that's a sensible, intelligent strate-
gic economic plan for the country.

And, as you point out, other countries have done this. And they've done it
earlier than we have, and so they're ahead of us now, making——

SENATOR SARBANES. We haven't done it at all.

SenaToR RIEGLE. No, we haven't done it. They've done it, and so they're out
ahead, and we're still flopping around here.

But the problem is, when that issue is posed, you run into kind of a philo-
sophic fork in the road. In a sense, you're saying this problem is so big, it's so
national in scope, that government and the private sector really have to think
and work together.

That's what I'm hearing you saying. We have to have a team approach. 1
call it a team America approach, where business and government and labor sit
down and fashion an aggressive adjustment economic growth strategy.

But there are some people, even after the disaster of the economic perform-
ance of the eighties, who will argue that if government, in any way, shape or
form, is involved, even in a discussion of this sort, that somehow or another
we're going to come out worse off than we are if we sit down and talk with
them.

Now, I think that's crazy. But the point is, somehow we have to vault over
the objections of people who are philosophically set in their mind. And basi-
cally 1t is the extreme free-market approach where they say, just let nature
take its course and eventually, it may be dog eat dog, but finally we'll end up

with the best result.

I think all the evidence is to the contrary, which is causing us to fall behind.

MR. Magaziner. If you'll look at what I've proposed, first of all, I'm a be-
liever in markets and I'm a believer in a private enterprise system.

SENATOR REEGLE. Soam .

MR. MaGAzINER. So I'm not proposing that the government, in any way, try
to dictate investment or take over the country by any means.

SenATOR RiEGLE. That's right. Nor am L.

MR. Macaziner. Throughout our history, going back to colonial days, it has
been accepted that the government has a role to play in education, and that
there is a role for a public education system.

And it has been accepted that government has a role to play in the building
of the basic infrastructure, the transportation, communication, waste disposal
infrastructure. And we could name most of our great presidents who signifi-
cantly added to that, both Democrat, Republican, Whig, however far you
want to go back. They recognized that role, and it has long been established in
economic theory, even going back to Adam Smith who was the champion, af-
ter all, of markets, but acknowledged that the government had a role to play in
infrastructure development.
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The only thing that would be without that kind of long historical precedent
would be what I've proposed on a technology policy.

But even here, we have had, since the early fifties, a long-time science pol-
icy in the country, which we recognized was necessary. And I think there's a
growing body of evidence that broadening that policy to include a technology
policy, because there are so many externalities involved with long-term tech-
nology development, is something which can be an assistance of the market,
rather than in some way replacing the market.

And don't forget, you already have a situation where the Federal Govern-
ment spends half the R&D dollars in the country. So it's not something where
we're saying, increase the federal role. We're saying, take some funds that we
now spend on defense R&D, and recognize the shift that is taking place in
what's important to us in the world, and put it in support of commercial R&D.

The final argument that T'd make is that we stand alone in not doing these
things. Virtually every other government in the world, whether run by conser-
vatives, liberals, social democrats, have recognized the value of policies like
this, and have done so for many years.

The Japanese Government and the German Govemnment have been conser-
vative governments for a long time. And they have backed the kinds of tech-
nology policies, major infrastructure investments, and federal role and state
role in training, that I am suggesting.

So it should not be an ideological issue.

[The prepared statement of Mr. Magaziner follows:]
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PREPARED STATEMENT OF IRA C. MAGAZINER

America is at a crossroads. Wcancho&scmcconomydm:cliesupmlowwagm,
Or we can creare 2 high wege economy by building high performance wark argamizations and
the high skills needed to sustzin them. Ammhasbmmahnga:ilmchmfnnhelow
wage path.

Producrivity improvement is moengmnthaxdnvrs living standards long wrm. Since
1973, U.S. producdvity has risen ar only one percent per year. It now tkes nearly three
years to achieve the same productivity improvemenr we used to achieve in one year. Becanse
of this downrum, real weekly camings have fallen by mare then 15 percent since 1969, with
thegrcamstdedmeaﬂ”em.,lhcbouommpemcntofourwmtm

If U.S. productivity continues m &lm,réalinoomewillconﬁnmlodmp.

Though many factors coamibure to productivity improvement, I will focus on three
important ancs which require government leadership:

. People who are well educated.
. A suong echnology base.

. A modem infrasmucrme.

PEOPLE WHO ARE WELL EDUCATED

Wcmmngancwmwbmthswmkhofmomwxllbcdcmmlmadnotby
military might but by commercial competitiveness. And success ist that economic
mmpeunnnwdldcpcndnotonthcbrﬂhanccofasd:mhmdfumeoutheprodnmve
capacity of all the people. The policics thar made America rich when strong backs, long
bours, andmmplcmmmecouldprodm:eagooddayspaysmplywontdothcjobmawaﬂd
where warkers must gse compuers, exercise judgment, and wark in teams.

High Perfi Work

The arganization of America’s wark plafm today is largely modeled efter the mass
production syswem mede femous by Heuary Ford in the early 20th cennrry. The premise is
simple: Complex jobs are broken down into a mynad of discrete, simple sks, which
wurkers repeat continuously.
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From the tm of the centory through the 1960s, the Unimd States prosparcd under this
gystem, creating millions of new jobs for immigrants and farmers migraring to the dities.
With our vast domestic market cacouraging more capital investment, mass prodactian helped
make the United States the most productive, richest and largest manufacmrer in the wordd
with the largest middle class of any natdon. Summmmuﬁcnmgansedthcpnnﬂplu
of mass production to spread to the sefvice scowr — 10 our hospitals; banks, retail stores, and
schools.

Undcrdﬁsm(ﬂclofwmk.mostcmployc?.snmdnotbcbighlyskiﬂed It is far mare
impaortant thar they be reliable, steady and willing w follow directions. By limiting work to
shmcyclesthztmmpeaxedhmﬂmdsnfmaday wotkers leam how to perform the
1asks more quickly and cffectively. -

The system is controlled centrally by mapagers, planners and supervisors. This group
doces the thinking for the orgenization, inweracting with customers and supplicrs, designing
prodners, determining production, planaing swategy and budgets end motivating and
disciplining workers on the line. An exrensive hiecarchical supervisory structare with
elabarate adminiswrative procedures allows management o conmol those employees who
actually "msake” the product ar “provide" dmmvnx

As the new cenury approaches, the old.wurk orgamization will not support a high
wage naton like the United States.

Today, customers are prepared  pay Ingh:r prices for quality, variety and jmmediacy.
To succeed in the new global markerplace, high:wage nations can continue 1 eam higher
wam only by producing the highest quality goods and services, providing greater product

choice, infroducing new products more frequ:mly. and crearing automated syswems thar are
more complex than those that can be operated i m 1ow-wage countries.

Increasing variety and immediacy complicatcs production; the number of tasks to be
pexformed by front-line warkers increases exponendally, and the tasks change frequenty.

Mare plammers are peeded w develop procedures for new mroduct introdnctions and
more schedulers arc needed 1 schedule greater producs variety. As mare amtomation is used,
more set up time and maintenance people are needed.  As quality réquirements increase, marc
checkers are needed to check the checkers already in place to assure qaality. To control all
this, administrative guidelines, rigid preplanning, work procedures and service functions
muluplytmnlbumumqovawhahnsefﬁmmcyandqualny The syswem becomes
inflexible, cumbersome and slow w respond.

There is an altemative. Over the past decade, organizations in the United States and
abroad have moved toward high performance work. The guiding principle of this system is to
reduce bureancracy by giving authority for a wide mnge of tasks to front-line workers.
Workers are asked to use judgment and make decisions. Management layers disappear as

front-line workers asmercsponsxbdiryformmyuf:hcmbﬂmothmuscdmpafmm—
ﬁumqmlnycunmlmscbednhn

This type of work reorganizaton requm investment in ednestion and taining.
‘Warkers need w be educated in arder 1 functon in the high performance work place. They
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needmbemxﬂ.i-sk!ncdmpafurmnvuﬁztyof;asksmdmume.inauﬂng
responsibiliries, Sopervisors also need 1 leam a new style of management As fronr-line
wmknslmmmpavisethmsalvcsmdmonhprﬂm&wmi.nﬁddle-kvdmggmm
nwveinmdzemleafacoagh.:hadnginfumnﬁgnvmhwom.

As employees” responsibiliries are redefized, their pay levels ofien rise 1o reflect their
whhthcuvinpduﬁvedﬁmamduoedadminis;uaﬁwbmumcy'—m&moﬁmthe
costs of higher wages and skill developmear. Lower costs arc echieved by reducing

Whatever the induswry or instinnion — from factories to offices, schools to government
agenci:s-mesenewwud:argmﬁmﬁonsshareﬁxefonowingpﬁndplm:

*  Organizagons are goal aricnted. ﬂmisamngem?haﬁsanacm_nmon
misslon and an instimton-wide focus on coarinuous improvement.

*  Authority and responsibfliry a:edecenmhnd. Mamagers or adminisramors
develop objectives, bar front-line workers determine the means to achicve those
objecdves. ! :

*  Frontline workers, mdependently and in teams, suggest and formulate policy, as
wcﬂaspmocsnndpmdnc;impm?cmnms.mdneins_mcmalinsolving
problems. Suongcommunimﬁong:dmuaulevelsmdissmlimd by

¢  The work environment and work schednls are redesigned. The work place is
often cleaner, Toomier, brighter, with wark starions and equipment situared for
benter communicarion and interacton. Rigid scheduling is replaced with flexible
blocks of time w permit inwnsive wark on a single task, team planning and team
teaching. oo .

*  Work is defined as an eatire job rather than discrete tsks. From-line workers
use judgment, make decisions and have responsibilides beyond specific
foncdons. : v

*  There is a higher ratio of direct from-line workers to fndirect managers or
administrarors. f

. Manyindhmfuucﬁonsmasignedmdirmwudmvm&&namm.
employres handle their own schedpling, inventory, minar maintenaace,
Iesources, persounel issaes and quality. Indirect workers® jobs are redefined.
Supu'viso:s,mnagarsandadmhﬁs'mmmwhandspppmtmm
disciplime. :

*  Technology no longer drives the process, but assists workers in performing their
jobs. Warkers, not machines, control the pace of wark.

72-543 - 93 - 2
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. Jobs are flexible. Through cducarion and taining, workers have the ebility o
perform 2 variety af jobs. Rowmdonmay be spontancons or managed to balance
waorkioads. Employm are allowed to take initianve and wark collaboratively.

. Seniority compensanon is often supplcmcnwd with compcnsanon based on skills,
knowledge and group perfoumance.

By arganizing work under these gmdchncs, comparnies have zmp:oved quality,
productivity and customer and worker satisfaction.

Tbﬂ:mcmpluofcoipaxﬁsmmaxﬁbeghrﬁngtofm:donuhighpcxfmmame
work orgenizations. In most cases, these arc oux best and most productive companies. A few
good examples are not enough. We need w0 Icarn from those institutions that have wien
steps toward high performance wark, and provide incentives for others to move in a similar
firecti : .

O_In'E \ 4

If we are to meet the needs of the high performance woriforce, we mnst create &
human investment system to educate and train Americans from early childhood through their
adult warking life. Qur success in developing the world’s preeminent learning system will be
the most important factor in determining our furure standard of living.

In the pinetes and beyond, what we eamn will increasingly depend on what we can
lcamn, and. on how well we can apply what we lcam in the workplace. A college graduate
joining the labor force this year will eam 70 percent more than a high school gradvate. The

camnings of yomger workers who dropped out of high school, or who got no mare training
after finishing high school, fell by more thun a fifth over the last 10 years.

Dwmn:mcmpmnceofeducanonmdshl]s,wcarefaﬂmgmpmmadequam
training to the majority of our people. :

«  Millions of our children arrive ar schoal already behind because of pareatal drug
ar alcohol addiction, poverty or Lhrl lack of a stable home cnvirooment.

i Over 25 percent of our students dmp our before ﬁmshmg high schooL

. 'mema_;omyofoursmdcmswhodonmgoontoﬁ:uryearmﬂcvmhavcfew
options to gain skills relative to their counterpans in other nations.

+  Many qualified smdents are finding it harder w afford'a college education as
costs skyrocket and available financial aid fails w keep pace.

+  America under-invests in adult waining programs, compared to other nations.
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World Qlass Edueationg] Standards :

‘We need to set and meet world class smndards. Today we have an educational system
dmtoooﬁmmompeoplc'upthcladd:rwhetb:a'lhcysmdyornonanddmnpspeoplcmm
the workforce whether or not they have the skills it tkes w succeed. We're t00 soft-bearted
to make kids meet wugh sandards, We wany that flunking tests bnuses their self-estoem.
But it's a Jot crueler 10 let them remain weducared, and Live poor.

‘We must develop 2 meaningful national éxsminaton sysem. The exams should be
bmchmmdmmmmebménﬂwwmiinbmdadswenshnuldn’tbeuedshnply
to measure resalis. They shoald be'used w increase expectations, and give schools
incentives to fmprove students’ performance.

Itisjnstmtn'ncﬂmonlyourmostgiﬂezdsmdcmandodmandingwoxk. Our
cmnpedmaumdmcwoddknowmath’sgﬁmnmtabﬂky.:hmmmmfar
edncarional achievement, That is the real lessoni of the outstanding results achieved in immer-
city poar and rural schools by remarkable teachers.

Mmﬁswmy.whmpmmmmadmﬁmmchﬂmp
American kids w do their best, they come through with world class: perfanmances. It is not a
question of their ahility. It is a question of gur commirment.

A Level Plaving Field for All Children

Our second edncarional challenge is to make sure thar all of our children swrt out o a
level playing fleld, because national standards can’t be fair unless we do. We have to work
hardtoseethaxeveryAmeﬁcanschoo]haadiaﬂenghg.richann’cuhm.thnmrymadn
has the opportumity w develop the skills that he ‘or she needs © wach well

In the past, the poor, minoriries and immigrants have 100 ofien beea vicrims of a
system which held them w lower standards then others and provided fewer oppartanities.
Too often, less is expected. Less is provided We shouldn't be surprised when less is

We’ve got w fix thar  Fornmately, we know how. For starters, smdy after stndy
shows that the Head Swnt program pays off big: Surely a comnwry that found $500 billion _
dollars to bail out the savings and loan indostry'can find $5 billion dollars w fund fully the
Head Swmnt program. Surely we can carry out the recommendarion of the National School
Readiness Task Farce w enable staies and localities 10 offer prenan care, day care, and
fnmﬂymppmsavixsmnmpmvmlnmingmoblansmdequipchﬂmmmmbm
most of school. : . :

Sunlyweumpmvidcmmzﬁmdsfcrdiccmapernepmgmm.sothnwcmbave
smaller classcs in the early grades for poar end ‘disadvantaged children. There is now ampls
evﬁmncmdcmonmwmatdassnmmwchﬂd:mmoneminmmym
can produce measurable and lasting lesming gains, which increase the chances of poar
children staying in school and succeeding. . :
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In the Graduati te

We should lauach an all-out effort o increase our high school graduation rate o 90
percent by the yoar 2000. Nearly 2 quartr of our high schoal smdencs fail to graduate on
time. In some cities the drop cut rae is 50 percent. These dropouts are doomad to a series
of low skilled, low wage jobs, or a life on the ouwskirts of socicty, which oftea leads o crime
and prisan :

It's no wonder we have the highest incarceradon e in the world and spend more
money to keep people in prison than to scad them to college. We need 10 make something of
the lives we're wastng. - ;

Some kids are going w drop ow o matfer what we do. We can't jost write those kids
" off. We should form a youth oppormmity corp thar would recruit young high school dropouts
far a year or two, pay them entry level wages. and help them develop self discipline and
productive skills. Since we're scaling back our military forces as the Cold War eads, why
don't we make the most of the maining facilites and the expert personnel in our military -
the best training gromnd on earth — by using them to teach in the youth opportuniry corp?

A youth opportuniry carp would give dropouts the opportunity and the discipline w
complete their high school diploma ar the same standards as everyone else and a second
chance 10 eamn 2 decent living. :

A National Education Trust Fund

No American who is qualified should be denied the opporwmnity to pursue further
edocation after high school due to inadequate fimancial resources. Pell Graats should be
rewmined, but we ought to screp the existing student loan program. We waste over $3 billion
dollars yearly on loan defeults and $1 billion dollars in bank sv*-*ies -=ry year. We should
replace it with an edocadon uust fond-

This wust fund would give every American, regardless of income, the right to borrow
the moncy to finance a college education. But a studeat would have to be willing w pay the
maoney back as a small additional percentage o their income mxes. -

A Nation: iceshi m

We should challenge American business to help Americans develop skills in the work
place. Samething’s wrong with a country that swips the dignity from bluo collar work by
permirting yoanger workers with a high school diploma 1o waich their earnings drop 20
percent over a decade. :

America stll has a good college system, and we should cherish it But no more than
25 percent of the kids in eny age group in any country in the world gradvate from four-ycar
colleges. Increagingly, the skills of the other 75 percent will determine whether we succeed
cconomically as a nation.
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TodayinAm:xim,wofmnpaymolixﬂcau:nuunwmoscnotgndmﬁng&m
callege. They Live as secand-class cidzeas in our schools. By conwast, in Europe, serious
professional, technical and apprenticeship programs exist for the non-college bound, 1o
provide a high quality edncarion and a smooth wansitdon from school 10 work,

Ipmmscmcugngcmdnsnyandomschpolsmaneﬁonmmmindnmy-m&d
apprenticestips where students can pursue 34 year programs starting in high school and
contining ar community colleges ar wechnical schools w advance their education and skills so
that they are prepared to cotzr the high performance work world of the funre.

Industry associations will belp define the' standards for these. programs. They will be
asked to provide work-based Isarning oppormumnities and part-time summer jobs far smdents
cmrolled in the programs. Aud they should give preference in hiring 10 stdents who
complete the comrse. The education trust fund I proposed carlier wonld pay for smdenrs
wishing  enter apprenticeships. ;

Today, college may seem the only path l:'D success. We need 10 change this. We must
provide moliiple educational options leading to success. A natiomal apprenticeship program
will provide that oppartaniry far the negleced majority who do not gradnate four-year
colleges. ;

Worker Training

Most other developed countries require companies © contribute o niversal worker
maining systems. We do not. As a result, many U.S. companies do not invest in warker
waining because they fear thar weined workers will leave them, preventing them from
realizing the return o their investmenr.

Indocements should be provided for U.S. compaunies to train their workers or o
contribute to public effarts © train adult workers in general.

Creating & broad based system for tmmng in the U.S. would encourage companies o

move wwards high performance work and would help equip our existing workers to coatinne
™ increase their camings o retirement. ' .

A _STRONG TECHNOLOGY BASE

Since colonial days, ane ofthcmsonsAmmicahaspxospcmdisourknackfmusing
scientific knowledge © crears commercial products. Americans have atways been a practical
people. Maybe we didn't always pioneer the basic science. But we used to hold the lead in
punting science and wchnology 1o real-world uses.

Mare recenty, we have been strong sdqi:ﬁﬁmny, but we seem w0 have lost a lot of
our wlent Sor converting scieace into products. ‘Too often, we have won the banle of
claiming patents, but lost the war of creating weaith. :

Here are some examples of what I'm miking about.
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. American scientists ar Raytheon invened the microwave oven. But today, I is
Korean and Japanese companics who produce 90 percent of the world's
mitrowave ovins — including most of the microwaves in American kichens.

«  American sciendsts at RCA inventéd the color wlevision. Bur wday, Furopean
end East Asian campanies prodnce over 97 perceat of the world's color
wlevisions, including 85 perceat of;the TVs Amcticans‘ warch.

. Ammansamus:snAmpumvcnwdtthCR. Butcoday,Iapancsc.Kmean
and European companies produce over 99 percent of mc warld’s VCRs incloding
virmally all of mosfbought by Amenmns

»  American scientists fundad by the Defcnsc Depamncnt-invemnd the numerically
conmolled machine wol. But today, European and Japanese companies produce
over 75 percent of these machines, including sxxoutoftcn machines at work in
American factories.

+  American sciendsts at AT&T s Bell Labs and at Texas Insauments invenred the
basic technology that led to the world's first memory chip. Bur wday, Japanese
companies produce over 80 percent of the wordd's memory chips, including over
50 percent of those bought by American companies.

. American sciendsts backed by NASA seat the first commercial commaniceations
sawellites into space. But mday, aEmopeancompanycauedAmmneEspaee
has over half of the commercial space launching business.

. Ammmnsamustsa:BcuLabummnzsﬁrstmvumdttnsolzredlmconvm
sunlight to elecricity. But today, Japanese and European companies have well
over 70 percent of the world marker.

. AmcdmnsdmdstsaxIBMﬁrstinirenmdhighmmpm:nnesupumondm,jun
six years ago. But wday, the Japancse arc already ahead in commercializing
products from this new wchnology.

Ima&mdthmlmuldconnnuednshs:'forpnm ‘There are cases where America
stﬂllmdsthewuﬂdmcommcmalmngpmdncts,ofwursc But the list of squandered leads
is growing faster.

Mcxtthmhalfofomuzdsd:ﬁcitiswithnaﬁonslihlapa&Gumany.me:e.
Sweden, Holland, Swizerland and Deaomark who pay higher wages and higher beaefits 10
their workers than we do o ours. 'Ihcydontbea:uswuhdleaplabor they beat us with
technology and skills.

In former days, basic Tesearch was done in universides. Then, company ar
guvunmmlabmmrysuennstsmdmepapuspmducedandbcganwdmkofnew
techoologies. Thcn.companypmductdrnsxumbchnmcngmeerpmduapmmtypesmnk:
10 their customers. Then, customers locked them over and suggested modificarions. Then,
products were introduced to the market. Then, ¢ompanies worked on ways w mamdacure
these new products more efficiendy. Th:pmcess&mnbasxcsumccmmnsspmdmmmk
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decades.

Today, this process doesn’t move in slow, steady steps any mare. The whole process
is accelerared, and the stages overlap. Even before the basic science is proven, applied
research ofien begins, product developments gets uaderway, market research is doae, and
manufactwring processes are developed .. and here is where we fall behind.

InAm:ﬁca,d:csccadyn:pswwardsmchmlogyeommdaﬁnﬁnnmusnanymkm
by companics working on thair own. They compeie head-w-head with cach other, ofien
daplicating each other’s work as they compete. In Europe and Japan, these steps in what is
somezimes called the "pre-competitive” stage ars mken in cooperation. Companies wark with
each other, and with govemment-supporied research institates and niversities, to acoelerate
theprmcfunm‘ngsci:nmmmmarkcmblept‘odncs. In Europe and Japan, i is oaly whea
theﬁmgennﬁmofmodmismdymhcdqydapedthmcompcﬁﬁonhpmmmnd-md
thenoompmﬁsmpeteﬁemely“dﬂ:mchothe;. More and more, whar we're seeing is that
the early-stage compeddon is among oarions, and the laner smge among companies. That
pxmnswd&apmblsm,becauseinAm:dca.‘thcsckindsofpzrmmhipshavcbeen
ﬁvwneduponasmaddﬁngwiththcﬁwma:kcr.f N

Some of us may not philosophically apptove of any kind of governmeat involvement
in indusmial development. Bmitismemﬁtyﬁlmday‘siummaﬁonalmatkuplace. More to
thepoim,whmdoncwnhcarcandgmdsme.itcznwuﬂ:.Ifwcwamtoliveupmrhc
American legacy of practcality, we can’t let our bias blind us w the effectiveness of the right
kinds of wechnology policy. ’

European govemments spend billions of dollurs each year 1o pioneer the prodoets of
e 1990s. The Ewopeans are derermined. Over $25 billion dollars of govemment moncy
went to finance the development of Airbus. The invesment has paid off. Airbus has 25
pexcent of the warld’s commercial jet aircraft marker, surpassing Lockheed and McDonneli
Douglas, and Europe beacfits from the creation of 50,000 high skilled jobs and $5 billion of
positive trade balance. :

In Japan, billions are being spent on dozens of joint projects’ bringing together
companies, governmenr laborarorics and uaiversides w develop new prodacts in
biowechnology 10 new high petformance matmals W new electromic devices. 4

Whar do we have 10 march these effors? A few hundred million doliars funnslled
through the Defense Department for a handful of projects, and a receaty passed 350 million
fund in the Department of Commerce. Germany and Japen now spend far mare than us
relative to the size of their economies on commercial research and development  And the
resulrs are about whar you'd expect — the foreign share of parents granted in the U.S. has
exploded. : .

There are a few dozen basic wehnologies which will suppart new growth industries
and revitalize tragditional anes over the next decade. We cannot predict which will be the
most impcatant, or the pace of their commercialization. Bur we already have a premy good
idea of what most of them are. A major economic power must be competitive in all of them.
The Japanesc and the Europeans have explicit plans w do just that. They arc punting moscy
and resources behind their plans. We are only haphazardly doing so through defense spinoffs
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and occasionel programs like Sematech. Whea we had 2 lock on wchnical leadership, we
licensed the Japanese and Ewropeans. It is unclear whether they will do the same for us.

We should creare a narional civilian research and developm&t program 0 support
privaws sector R&D in funre commercial wdmologms

This program would promore basic msean:h. product dcvclopment. applicadons
engineeting and prototype manufacuming.

We already spend almost $76 billion ann:naﬂy onpnmicmémehinthiswnnuy.m
most of it has little commercial valne, Over 60 percent of these fimds go to defense R&D. 1
propose shifiing $10 billion of these funds o help simulete commercisl R&D.

Now, T'm not mlking about a hand-our 6 privare business, and I'm not talking about 2
go-it-alone. government program. Companies should take the lead in defining projects and
shouldbcmqmedtopu:upatlcastSOpmofﬁmdswbcinvcsmd.

I'm also in favor of extending the R&D tax credit to make it peomanent, so that
companies can make Jong-tem pla.nsmmvmmmcre R&D.

Research and development investments arc expensive and nsky Tkey also tend o
have "spillover” effects that benefit the rest of us, not just the companies who pay for them.
That’s why it’s proper for government to help support companics who increase their R&D
investmeants.

No mzjor nation in recorded history has been the wordd's eeoriomic leader unless it
has also beea the world’s wchnology lcader. We must invest o ensure that America takes
back irs tectmological lead.

BUILDING A MODERN INFRASTRUCTURE,

chncctwochallmgesdwmgdnsncxthmd:. ‘We must convert much of our
military base to commercial use without disrupting our people and we must cree the world’s
leading economic foundation fur 21st centuwry commerce.

Up uxtil 15 years ago, America’s economic foundation — our infrastrucTure — was
second 1o none. Today, afier a decade of shameful neglect, our economic foundation is losing
its competitive edge. Our infrasgucmre investments have collapsed. If this vend continues,

-oureconomywonthaveabascuponwhmhmbmld

But we've stll got a chance w cach up. : WmmccndofmcColdWar.wchavcan
oppmumrymsh:&momsmoacampalgntobmldapmnmtecmommfomdmmfm
the 21st centary.

Ivaposcaplan:oﬁzmgcthcrfomgoals On:gonl.zsmcrwcﬂlcwvﬂdsbcst
econnmic support base. Secmdzsxohupmedgfensemdusmalbasebusympucenme,by
phasing resoarces out of military production and joto infrastructure invesument. Third is t0
give a boost 1 infrasucnire-relared maaufaciuring industries with potental for major export
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growth. The fourth goal, running through the other three, is w provide good jobs w0
AmeTican workess.

Far surters, we've got o quit letdng our conventional infrasgructure rot * We shouid
accelerare the repair of our‘roads, bridges, sewers, and the rest of our support systerns. But
just recovering from neglect isn’t good enough. - We can't be content just © carch up. We've
got to move ahead. A worid-leading infrastructore for the 21st cenurry will require high
speed wanspartation and communication systems. Ir calls for clean, efficient power
geoeration. And we'll also need compreheasive’ wasic management syswems.

Imnsportation
Since colonjal dmes, American leaders have consisendy understood the importance of
rANSportation to economic success. Dmdeat’uﬁ-dmde.wnhcachn:wadvmcemuanspm

rachnology, America led in the development of cfﬁcxcnt roads, canals, parts, railroads,
airparts and super-highweys.

Buat over the past two decades, we have fallen behind our main economic competitors.
They have invested heavily i: new wchnologies. We haven't. To easwre our fumre
economic success, we must baild a 21st cenmury:transportation infrastrucnure, including high-
speed rail, “intelligent” highway systems, and efficient short-haul air wanspormtion.

High Speed Rafl

Hhgh speed rail oanspormdon can be eco'ﬁomiczlly sensible, energy-conserving,
eavironmeatally sound, and safer than auto and air wavel.

Overcrowding and delays in our major urban centers cost society in terms of lost time
and producvity. Our highways and airports are congested because few real alternarives
exist High-speed rail systems would shift some of the waffic burden away from oar
congested stweets and airways. Technologies cnst :odav in other counuies W dramatically
increase train speed.

Gennany, France and Japan — countries that have tradidonally relied on rail
transportation for shart and medium-length tips — already benefir from train ravel at speeds
of 160-190 miles per hour, and technicians are testing ideas that will lcad, before too long, w
trains hining 300 miles per hour. The U.S. has no high-speed ground transportation
manofactaring capability, and only one U.S. passenger railcar manufacturer. Now, our
transportation needs aren’t the same as other countrics, but there's still a big place for high-
speed rail gavel in America. We need to caich up.

Technological advances will soon make possible a dramaric improvemens in intercity

mavel By linking “smart cars” with “smert highways” in an intelligent vehicle highway
system we can improve the speed of auomoblie Tavel and the capacity of majar highway
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travel corridors.

US. cides are currendy experimeating with simple sensor and communications
systems which alert passeagers w waffic conditons antomarically, so they can adjust their
routes to fit road condidonss Machines on the drawing boards will acmally convey vehicles
in anromated high-speed lanes. We don't know'exactly what these new technologics are
going to look like, but we do know it’s going to be crucisl for America not 1o get left behind

Short-hayl Alrcraft

~Tiltrotor™ gircraft teke off aboutlikza.hjelicoptcr, but then fly like a conventional
arplane. These airplanes can operite from very: small airparts. And that frees up space at
larger eirparts for long haul maffic. Inlsouf&:sgmaxerconvcm:mxfarshm—banl
travellers. -

The U.S. has fallen behind other nadons m the develcpmen::of short-banl turbo prop
planes for commercial wavel A successful commercial developmeant of tilt-rotor wchnology
would allow us m "leapfrog” farcign competitors in short ravel aviarion,

Communication

We can’t compete if we can’t communicate. A world-leading communications
foundarion in the 21st cenmury will requite “intelligenr networks™ which can store, process
and distribote information. We'll also need to work on getting fiber optic transmission lines
to most homes and warkplaces. And we’ll need beer and berter sofrware systems and dam
bases to suppart the communicadon system.

Developing the world’s best communication network will require investmen: - *» high-
speed computing, glass fiber, dam compression, network management software, ai. - .
other areas. It also calls for moving forward to implement technology we’ve aiready
developed, including fiber cable, analog o digit! conversion devices, and getting existing
informarion -- public 1ecards, dawabases, libraries, edocadonal materials and so on ~
converted inro the ngnt format and put on line where peopie using the new wchnologxrs can
getat it

enerati

Cheap, efficient power generation will be an essential part of en cconomically
competitive infrastrucrare for the 21st ceamry. And it's also got 10 be able to meet
environmental smadards, even as those standards become more and more ambitious in the
decades ahicad

Over the next decade, we can expect significant swides in developing new kinds of
fuel cells, advanced batteries and eves compressed-air energy sworage. We can also loak
forward o contnuing progress in alteruatdve energy sources such as, photovoltaics, solar-
thermal elecwric sysrems, geothermal systems, wind geacrators and ocean thermal energy
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canversion. We 'need w be ready w ke these discoveries out of the laboramry and onto
construction sites.

The U.S. has piooeered e crearion of most of these technologies. But other countries
are mking the lead in  developing, applying and:mamifacturing them.

Waste :
1
Saccessful economics of the 21st cennrry will have to find efficient ways to dispose of
their waste with minimal pollution. By the year 2000, Amexicans are expected to gegerate
over 216 million tons of municipal sohdwmmnhyw

Gumdy,weshrpmostofmiswmcmlandﬂs Maemccnﬂy.wchavemuused
the portion we recycle and incincrare. Efficient sysems w recycle waste will have o be
developed and put into wide use if we are o avoid costy pollurion problems.

Similar challenges exist with waste water and septuge and sliudge disposal. Most
municipalities have combined sewer overflow systems which are fifty to 2 hundred years old,
and which carmot process waste when tains overload the sewage systems. New solations are
aeeded © regulate the flow of waste water and sewage, and major fnvestments are required in
halding tanks, coairol valves and pipe rcplanemmt_

A Com frastructure

American companies played a leading mlc in serving the world with the prjor
gencration of infrastrucrure techmologies. The United States exported locomotives, cars and
trucks, airplanes, road building equipment, copper telephone cable, clectromechanical and
clectronic telecommunjcarion switching devices and conmol panels, power planrs and gas
turbines, sewage weameat plants, process control computers and instruments for many of
these plents. American companies provided mgmccn.ng services to the warld to design and
build these facflities.

Ouwr companies seized leading positions through the experience they gained as they
built faciliries in the Unijted States whu:h were ahead of anything else in the word. This
mcpcncncc.mdthcchanccmspxeadk&Dcosuovcralargcbnmemaxtabase gave US.
companies a "leg up” on foreign competition. .

It can happen again, if we make it happen. Companies which pioneer prodocts and
esteblish efficient manufactering facilities 10 supply the transpartation, communication, power
geaeration and eavironmenml infrasoocrures of the 21st century will have boaming
international businesses. These companies will be on the leading edge of technology. This
techmological lead can crear high valee-added jObS which cannot easily be bid awzy by low-
wage counuies.

An aggressive program (o build up Amcr:im's infrasmucmure would help spawn
competitive U.S. industries which could provide renrmns to the U.S. economy for many
decades © come.
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Defense Conversion and Infrastructure

With the decline of thé Cold War, it no longer makes sense 10 invest hundreds of
billions of dollars fn weapons thar are mnlikely ever to be used. But cutbacks in defense
spending can canse hardship for communites which depend upon defense contractars for
high-paymg, sieady jobs. We need a plan for preserving these jobs:in a peacetime economy,

can be the key 10 thar plan.

Smncpeoplepmposeuuhangsawngsﬁomdcfensemtsmﬂmdmummngprogmma
Bur this is not enough, on irs own, t Solve the problem. There ars not enongh of the right
kinds of jobs available for thesc rewained workers. Others want w ‘apply all of the savings
directdy to deficit reduction. But if millions lose jobs, the increased requirement for public

uncmployment insurance, welfare and orher assistance programs could swallow up a big part
of the savings.

To simply cut defense expendittnes and ?.llow the people and facilides now used for
defense manufactize to be “mothballed” would have disastrous short-term, and potentially,
long-term comsequeaces. As contracts are cancelled, plaars will scale back or shut down
oty Add s ohis aal of Laplisid ol ilecn vdoees o s Lolewul
reteil and sexvice compantes whwmm@m@mhﬂmgsmofmﬂmry
funding. The multiplier effect could put millions of workers on the sreets.

Lost jobs mean higher uncmploymeant rates, more individuals without health benefirs,
longer welfare rolls mdfcwmpeoplemnhemxm And, already weak financial
instimions will find themselves with loan and morrgagc defanlts by faltering businesses.

In short, the commercial economy will h_avc great difficulry absox‘bmg the shock om its
own in any reasonable smonnt of time. We camot leave it o ma: - forces aided by a "grab
bag” of ecomomic adfustment measures o n:gcn:mn: the jobs and wig notey L
will be lost.

Many of the skills and technologics required to bufld our infrastructure for the 21st
centary are similer to those now used in our defense industries. Engineers and warkers used
o designing and producing pressurized parts for submarines will find 2 use for their palents in
the pressurized parts needed for high efficiency power generarion or incineration facilities.
Warkers used m welding parts far military vehicles ar munitinns will find a need for their
metalworking sidlls in the fabrication of sewer gverflow pipes and tanks or rails and railcars
for high speed mrain syswems. Elecronic guidance experts can be challenged by the
requiremeats for intelligent highway systems. Military communications personnel will find
applications for their skills in the growing commercial communications sector. Some
retraiming will of course be nccessary, but not a'massive amount.

To m~deploy these capabilitics from defense 10 commercial infraswucumre industizs is
our key challeage. And the government bas 2 mole, and 2 respoasibility to stmulate marker
forces and private players to meet this challenge. Market forces alone will not drive the
change for three reasons.  First, most of the companies now prodocing defense goods lack
knowledge of how infrastructure businesses work, and in many cases are ill-equipped to serve
commercial markets. Second, prudear companies will be reluctant w invest in these rew
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businesses wnless they can see a sizabie long-rm market developing. And third, defense
engineers ofien lack the cost-conmrel mentality so impormnt 0 2 commercial business.

Over the next decade 1 propose to place $200 bilion of federal funds into a wust fund
mcnu-youtamnsformaﬁonofomcconamichundaﬁon. The trust fund would leverage this
saedmoucywi;haddiﬁnnalfundsfmmmmandlomlgovunmts and private investars.

The find would stimulace states, municipalities, local authorities and privare imerests
to undertake the bailding of these.projects. The creation of large predictable markess for
infrastrucne would in wrm stimulate privare industry to invest to serve the new markets.
Compamcswidﬂngwbidonpmjmwhichusc;&dcmtmdsmmabemquﬁedwpmchm
crsubconmwoﬂ:me:dsﬁngdcfenscfncmmmhelpﬂmmnvcnmpumdmem
Thcymaynlsobenquixedmsmbﬁshorsubcoﬁuactsomewod:mfacﬂiﬁuinpoormbmor
rural arcas and o urlize former welfare Workers as part of their workforce.

’Ihucmanumbcrofdiﬂfaemw:ysméfundmnbeorgmizad.farinmceasa
series of revelving loan accounts or as & sysem modeled along the lines of Fannie Mae.

Revolving Loan Accounts

The federal government could establish a series of independent authoritics designated
to oversee the development of various infrescructure projects, i.e. 2 rail amtharity, a
commanications authority, eic. Each anthority would make graats, below-maricet, or market
tate loans tw states and localiries for infrastucmre projects. Depending tpon the risk inberent
in the project and the local avthority’s ability w’pey, & match of between 20-50 percent could
be required as a condition of partcipation. The funds would replenish themselves as loans
are ropaid.  States and localities currendy use revolving funds such as those for waste water
weament and sewage programs. ; :

The federal goveramenr would commit w financing a cermin percent of the cost of a
project; states and mumicipalities or privare invedtors would make up the remainder. User
fees, such as tday's road tolls ar solid wasie disposal charges could finance the prvate and
public cost of local bond issues or privae investments.

This option requires that each infrastructore project generare adequate user fees to
finance the barrowing or provide a remum on the capitill Depending upon the project, aser
fees could pay back the eotire federal share as well as the local public or private shares, or
paxt of the federal share could be used as 2 grant. Rarher than eacoureging the maxim of
"geting something for nothing”, this plan forces: realistic planning and economic construction.
Ths is also 2 swp towards a capiral budget in which the need to invest far the sake of furore
gencxations is proweted by its own revenus soeams.

Establishing specific revenues thar replenish the fund is 2 way w assure that our
generation's commimment © the future is kept and thar federal government investment in
public facilities will not be cut by the growih inthe consumption budget.
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L] ie Mae L]

In the past, the federal government has stmulared private resources for specific types
of projects such as honsing and swdeaor loans through organizations:like Fannie Mae that buy
mortgages of lnans from banks and thrifts so thar they can grant eddirional loans with the
same equity. The federal government could cxthm & federally-chanered investment
carporation to bay infrastucture loans to sumula.u: addinonalmvesunemmmﬁnmm

For exzmple, a bank could make a loan t_oamumapalnyor;acmpmmonformz
canstruction of a new wastewater reamment plant. The governmenr could buy the lnan from
the bank, enabling the bank to make another loan without taking on additional risk.

Farmie Mae, Freddic Mac and other federally-charteved carporations ensure the safety
ofmmmmbymamgweu-dcﬁnedpmemfmmcbm&mrhcywmbuy.
Banks respond by sclling loans based on these parameters. Infrastrocture loans would be
based on similar well-defined parameters — a key difference would be that these parameters
may differ depending on whether the loan was th repair a bridge, build 2 new leading edge
wmwmmmmrplangorbuﬂdam,hspeednﬂsysm. The federal government could
cusure its investunent further by requiring municipalities to ake some of the rigk —
guaranteeing a portion of defaulted loans.

'I'hccoxpmnonwouldﬁnxnccmelf&mn thcfedu-alfundsputmmthccutpmnan.
leveraged by securities issued o the public d:muzb the stock cxchnnga The securities woald
pay principal and interest on the loans. :

User fees such as road wols, warsrway charges oruﬁlityfec;, could generae 3
Teasonable remm on invesunents the private secior makes in infrastructore.  States like
California, Texas, Arizona, Florida and Virginia, among others, have stimulated private
investmeat in infrastructare through legislation thar enables the private sector to own,
construct, develop and operaw twoll roads. We could amend the 1986 Tax Act to allow greater
flexibility in involving the privare sector to plnn, finance, construct and manage mfrastracture
Projects.

This approach would remove the ngzdmu and mcfﬂdmes thax has charecterized
federal involvement in public wotks projects in the past

Ovudlcmofthcnmfcwdccaks,wcmgomgwmdmofpmjmm
cach arca of infrastrucure.  This campaiga to rebuild our economic underpinming — as &
bonus — can provide a substantial, predictable mxketmamwpnvaminmmywmu these
new businesses.

In ihis way, the govermment is not.forciﬁg indusuy’s hand. Instead, it is offering
private business real market oppornmides. Some exisuing defense companies may try to make
the transition, others will not. Compenies who do bid on these projects will purchase
facilities and hire workers from the current defense contractors who o not. The criteria by
which their bids are evaluated should explicitly encourage them 1o do 50, and also to carry
out necessary reguining programs for workers.
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Creating a 21st cennury economic foundation for cur nation is a challenge which if .
met, will help ensure American preeminence well into the next cenmury. These investments
will provide a firm foundarion for our cconomy and ensure thar our loyal defense workers can
transfer their skills and dedicarion t our next challenge — the deferise of the American
dream. . :

T HI B

The real wage declines which haveoccuiredmmcU.S over the past two decades can
only be reversed by improving American pmducnv:ty Increasing investment in our economy
is the key to improving pmducuwry :

‘While privare sector investment must lmi, government does’ have an important role 1o
play, by helping create a mare skilled workforee, helping building America’s commercial
echnology base and helping to modernize America's infrastrucmre.:
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SENATOR SARBANES. Mr. Mishel, we'll be happy to hear from you.
Thank you very much, Mr. Magaziner.

STATEMENT OF LAWRENCE MISHEL, RESEARCH DIRECTOR,
ECONOMIC POLICY INSTITUTE

MR. MisHeL. Thank you very much, Mr. Chairman.

As you mentioned, I'm the Research Director of the Economic Policy Insti-
tute, a Washington-based think tank, and I've just completed a comprehensive
study of the trends in income, wages, employment, wealth, and poverty,
called the State of Working America.

SENATOR SARBANES. Am I correct that that book is coming out next week?

MR. MisheL. It's released, available on Monday, Labor Day.

SENATOR SARBANES. Monday. How long a book is it?

MR. MisteL. Much longer than we wanted, but it's 500 pages, 240 tables,
80 graphs, and many months of work.

_ SENATOR SARBANES. Sounds like a very comprehensive coverage of the sub-
Ject.

MR. MisHEL. Yes, I think it is.

Today, I want to focus my remarks on the nature of the current recession.

Unfortunately, Mr. Chairman, this recession has been neither short nor
shallow. We know it hasn't been shallow because the income losses to the av-
erage American in this recession have been greater than in any other reces-
sion in the last 30 years.

We know it hasn't been short because the average length of a recession in
the postwar period has been 11 months. Estimates of the length of this reces-
sion begin at eighteen months and continue, so today we may still be in a
technical recession.

And, as I said, in any kind of income sense, in the kind of sense of an aver-
age American, you cannot even say that there's been any recovery because
our incomes are still now far below what they were in 1989 or in 1990.

SENATOR SARBANES. Clearly we are still in a jobs recession.

MRr. MistEL. Absolutely. And Il go into that and comment on the BLS re-
port this morning.

The current recession is at least SO percent greater than average, assuming
the lowest estimate of the length of this recession, and is probably at least
double the length of the average recession.

In terms of the shallowness of the recession, as I said, each American has
lost $685 in this recession. In contrast, the 1981-82 recession cost each
American $141.

SenaTor RiEGLE. Now, when you say each American, you mean that with a
family of four, you have to multiply 685 by four.
thaidR. MisteL. Exactly. And being an economist, I could probably even do

[Laughter.]

The reason why this has been a very costly recession in terms of income is
that the actual income decline from the beginning of the recession to now has
been larger than all but one of the prior recessions, and because we have a
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very lengthy recession, it's been a very sustained fall in income. And so the
cumulative loss of income in this recession has been extraordinarily large.

You might think, judging from the unemployment rate, that this has been a
shallow recession, and some commentators have speculated about that. We
haven't reach the high unemployment rates of 1982 or 1975.

This can be fully explained by the fact that there has been extraordinarily
slow growth in the size of the labor force.

Because, one, we're in the baby bust period. The number of people gradu-
ating college, graduating high school, looking for their first job, is far lower
than what it used to be ten or twenty years ago.

And the percentage of the women wanting to work in the labor force is
growing but hardly at all, and much slower than it used to be.

The result is that in the 1980s, the labor force grew two million people a
year. But since 1990, it's grown at only half that pace.

Had the labor force grown in this recession, as it had in the prior five reces-
sions, we would have an unemployment rate today of nearly 10 percent.

So it's a little bit misleading to think about this as shallow because of what
may seem like a modest rise in unemployment.

SENATOR SARBANES. Well, it is not that modest, but it is less than in the pre-
\1/19%12)5 recession. It has actually gone from 5.3 to 7.6 percent since June of

MR. MisHEL. Right. Absolutely.

The unemployment rate also has to be understood in the context of the
amount of permanent job loss, which you discussed in the prior hearing,

This recession has had as much or more permanent dislocations of work-
ers, permanent job loss, as in even the much deeper recession of 1981-82, in
terms of the rise of unemployment.

And new statistics from the Department of Labor Bureau of Labor Statis-
tics show this. They recently released a report on what they call displaced
workers. And they asked people whether, over a five-year period, they were
permanently displaced from tlgeir jobs because of a plant shutdown, a facility
shutdown, their jobs were eliminated or there was slack work. These are peo-
ple who have lost a job and there's no expectation that it will come back.

And in this graph, you can see that over the 1987-1991 period, that five-
yele;r period, there were 12.3 million people permanently displaced from their
Jobs.

From 1979 to 1983, which covers the 1981-82-83 recession, there were
11.5 million people permanently displaced. So we see that there's more dis-
placement in recent years than even in the early 1980s.

SeNaTOR SARBANES. Even though the unemployment rate in the early eight-
ies was much higher? .

MR. MisHeL. Exactly. That's exactly the point.

Which brings me also to talk about one of the very significant characteris-
tics of this recession that you mentioned in the earlier hearing, which is the
peculiarly white~collar nature of the current recession, compared to prior re-
cessions.

72-543 - 93 - 3
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In the BLS data, you can see that in the recent five-year period, 5.7 million
white-collar workers permanently lost their jobs because of shutdowns or job
elimination.

In contrast, 3.8 million lost their jobs in the earlier period.

The amount of white-collar displacement in the last five years is 50 percent
greater than that of the earlier period.

Let me just comment on who white-collar workers are, so that——

SENATOR RiEGLE. Let me just say one thing.

What you've just laid out here shows, both in the blue collar sector and in
the white-collar sector, what looks like a lower unemployment rate now ver-
sus the last recession's, is actually masking a bigger job loss problem.

In other words, it actually is not capturing and telegraphing through to the
country the magnitude of the genuine job loss, both in bluecollar and white-
collar work.

And I think that's partly what's coming back through these public opinion
polls, where people themselves, in their own experience and in their own
neighborhoods and families, see this decline. And they're expressing it in
terms of this great anxiety, because they see the economic future slipping
away.

And yet, part of the way we present this data does not get beneath the sur-
face into the guts of what's happening, which you're doing here now.

So it's a very valuable revelation that you're giving. The fact that even
though the surface unemployment numbers, in comparison to the last reces-
sion, may not look as high, the underlying problem is in fact worse.

MRr. MistEL. Right. Exactly, Senator.

I would say that we have more economic scarring of the work force in this
recession than in the last recession. That's the way I would put it.

And the only reason that we don't have higher unemployment is that there
ire fewer people looking for their first job or trying to re-enter the labor mar-

et. .
Which is the flip side of what the Commissioner of BLS told you earlier,
which is that we have more unemployment due to people who were either
temporarily laid off, but especially people who were permanently laid off,
separated from their jobs in this recession, than in earlier recessions.

SENATOR SARBANES. Well, in earlier recessions, you had a larger labor force,
and you also had a number of the people who were unemployed were only
temporarily unemployed and were waiting to be called back.

In this recession, many more people are permanently displaced from their
jobs, they are out, they are finished. I mean, they have not been told, you are
going to be laid off, and we hope, in six months or nine months, things will
pick up, and then you can expect to be called back. They are just told, you are
finished, period, even if things get better, we are not going to bring you back.

MR, MistEL. I think there are two other factors that explain the economic
anxiety that you noted, Senator Riegle.

One is that this recession has affected a whole new group of workers who
seemingly escaped the effect of earlier recessions. And that is the white-collar
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labor force, which ranges from people that are executives and managers, ad-
ministrators, technical workers, sales workers and clerical workers.

The survey, as I said, showed that there was 50 percent more displacement
of white-collar workers in the current downturn than in the 1980s recession.

We have also seen that white~collar employment is growing half as fast in
the early 1990s as in the early 1980s during the prior recession.

And we see that this is the first recession for which we have data, over the
last five or six, that unemployment among white-collar workers rose more
than among blue-collar workers. That is, we have roughly 1.2 million more
white~collar workers unemployed today than we had two years ago. The in-
crease in unemployment was actually less among blue-collar workers than
among white-collar workers.

In prior recessions, the usual case was that white-collar unemployment
grew far less than blue-collar unemployment. But yet, in this recession, the
white-collar unemployment has actually grown more.

And I think this signifies that we have seen the end of the white-collar
boom, that we no longer have prosperity in a whole range of industries, such
as retail trade and finances, insurance, banking and real estate. And that the
so-called restructuring of firms in the service sector and the manufacturing
sector, which was claimed to give us great productivity, is actually just dimin-
ishing a broad range of job opportunities tlc))r even the college elite and other
types of white-collar workers.

But we have had more than just employment problems. I think the other
element of the economic anxiety is that we have very serious income prob-
lems, and that has not been paid attention to when we focus just on employ-
ment and unemployment.

Fundamentally, you only get good income growth if hourly wages and
benefits are rising.

We have two available measures of hourly compensation from the Bureau
of Labor Statistics. A

One basically shows that hourly wages and benefits are no higher today
than in the first quarter of 1989. The other actually shows that hourly com-
pensation is down around 1 or 2 percent. You cannot get income growth with
such growth in hourly compensation.

This follows a decade where hourly compensation actually declined.

For most workers, however, the decline has been more. For the 80 percent
of workers that BLS calls the production worker, nonsupervisory worker, this
is 80 percent of all wage and salary workers, hourly and weekly wages have
fallen 3.5 percent since the beginning of 1989.

As you know from the hearing yesterday, the Census Bureau just released
its report on what the income of the typical American family was in 1991.

Between 1989 and 1991, the typical family lost $1,640 in income, wiping
out the entire gain in income of a typical family from 1979 to 1989.

And I would point out that that——

SenaTOR REGLE. So a whole decade's worth of gain was subtracted and
taken away. Is that right?

MR. MisHEL. In just two years.
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And you should also note that the income decline from 1989 to 1991 was
even greater than the 1980 to 1982 income decline in the earlier recession, in
a period of very fast inflation, as well.

We can also look at another measure of income that is available on a quar-
terly basis—and more up to date—per capita nontransfer income. This is
market-based per capita income. It excludes people's transfer income, such as
unemployment insurance, social security, or other things that are not gener-
ated by the market.

Here's what the private sector has been providing for the American people
since the beginning of 1989.

There has been a fall of 4.4 percent, or $552, since the first quarter of 1989.

SeENATOR RIEGLE. Again, that is per capita?

. MR. MisteL. This is per person, $550. It's around $2,000 for a family of
our. '

If you'll note, the recession started at this point. You can see that there's a
very steep decline, and it's gone on for a long period of time.

Basically, from this trend, we can show what I mentioned at the beginning
of my testimony, that every American has lost essentially $685 in this reces-
sion from what they would have had if they had maintained the income level
at the beginning of the recession. ’

SENATOR SARBANES. What is the date on that point, right there?

MRr. MisHeL. The big downward movement is in the second quarter of
1990, basically April, May and June of 1990, a little over two years ago.
There was actually a decline, you might note, from 1989, at the beginning of
1989 to 1990.

SENATOR SARBANES. Is the bottom scale by quarters?

MR. MisHEL. Yes. These are quarters.

SENATOR SARBANES. Okay. So it begins when? in 1989?

Mr. MistEL. It begins in the first quarter of 1989.

SENATOR SARBANES. The first quarter of 1989, and runs until the second
quarter of 1992, is that right?

MR. MisHEL. Right. Which is the latest available data.

SENATOR SARBANES. Right.

MR. MistEL. I think, in some ways, my computation of the income loss of
the average American during the current recession is very conservative in the
following way.

You could expect, in any period of time, that incomes would be growing. I
mean, per capita income has been growing over the entire postwar period. It
grew from 1979 to 1989.

If we compare how people have done against what might have been ex-

with the similar growth that we had from '79 to '89, we sce that each
gzl;sgg has lost $1164 during this recession, or a family of four losing roughly

This is a tremendous income loss, and I think it shows that, in no way, can
we consider this recession shallow, and we know that it's the longest.

And on that point, I'll just close, and look forward to your questions later.



33

Thank you.
[The prepared statement of Mr. Mishel follows:]
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PREPARED STATEMENT OF LAWRENCE MISHEL

Mr. Chairman, thank you for the opportunity to testify about the employment situation and
the income problems facing American workers. I am the Research Director of the Economic Pol-
icy Institute, a Washington, D.C. based think-tank. With my co-author, Jared Bemstein, I have
just completed a book, entitled The State of Working America, which presents a comprehensive
analysis of trends in incomes, wages, employment, wealth and poverty in recent years and over
the post-war period.

Today [ will focus my remarks on the nature of the current recess ion and the accompanying
income and wage problems since the beginning of 1989. In July there were 9.8 million unem-
ployed workers and 6.3 million workers who were working part-time but wanting full-time work.
In addition, in recent months there have been more than one million workers wanting a job, but
too discouraged to look for one. In total, more than seventeen million workers, representing
13.2% of the labor force, were unemployed or underemployed in July. Since the first quarter of
1989 there has been a 3.4 million increase in unemployment and a risc 0of 4.6 million in the num-
ber of underemployed Americans (see Table 1).

There are a number of important dimensions of the early 1990s recession that need to be un-
derstood. First, although there has been no officially declared end of the early 1990s recession we
do know that it has been the most protracted recession in the post-war period, lasting at least one
and a half years and perhaps extending to this day and beyond. In contrast, the average length of
the eight prior recessions was just eleven months, at most half as long as the early 1990s reces-
sion (see Table 2).

Second, this recession has been neither short nor shallow, contrary to the expectations of
both the Federal Reserve Board and the administration, We are fortunate that the sizeable losses
of income, output and employment in this recession occurred at a time when the labor force has
grown very slowly. Because of the baby bust, there has been only a small number of people en-
tering the labor force looking for their first job. We have also seen only modest increases in
women's labor force participation, the consequence of sluggish job creation in industries where
women are likely to work. The result has been a growth in the labor force of just 1.1 million a
year during this recession, far slower than the annual labor force growth of 1.9 million from 1979
to 1989. :

If we had had the type of labor force growth that prevailed in prior recessions the unemploy-
ment rate today would be close to ten percent rather than just 7.7%. For instance, the labor force
grew at an annual rate of 1.9% in the prior four recessions, but only at an 0.9% rate in the early
1990s recession, a rate 1.0% less per year (Table 3). With the historical rate of labor force growth
there would have been an additional two percent of the labor force unemployed today (one per-
cent more each year from 1990:2 to 1992:2).

Third, there has been as much, or more, permanent job loss and job destruction in this reces-
sion as in prior recessions (Table 2 and Figure 1). We can see by examining the BLS data which
separates the unemployed into those who were permanently laid-off and those who were either
temporarily laid-off or looking for their first job (or reentering the labor market or having quit
their job). Roughly three-fourths of the rise in unemployment in the early 1990s (1.6% of 2.2%)
has been due to the permanent loss of jobs. In contrast, in the four prior recessions only about
forty percent of the rise in the unemployment rate was due to permanent job losses. The actual in-
crease in permanent job loss in the early 1990s recession, perhaps surprisingly, has been the same
as in the deepest recession of the post-war period, from 1981 to 1982 (Table 2). This confirms
our point that the seemingly modest rise in unemployment in the early 1990s recession is due to
slow labor force growth and the failure of unemployment to rise among entrants and reentrants.
Thus, the early 1990s recession has caused as much economic "scarring” of the work force as the
early 1980s recession and much more than in other recessions.

Another factor causing a rise in unemployment is a lengthening of the time an unemployed
worker spends unemployed before finding a job (or leaving the labor force). For instance, the av-
erage duration of (in-progress) unemployment rose to 18 weeks in the second quarter of 1992, up
from 11.8 weeks at the start of the recession (Table 1). This protraction of unemployment reflects
the slow rate of job creation and the difficulties the unemployed are having finding new work.
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Fourth, msunportamtomdexstandmgﬂlepeaﬂmﬂywhne-coﬂarnanneofﬂleamnm-
o&ssxon.Thxssmeonlymwslonof&nelastﬂmtyymwhaemomwhnb-oollarﬂ]m blue-
collar workers lost their jobs (although the rise in the blue-collar unemployment rose more and is
now higher, see Table 4). In only one of the prior five recessions did white-collar unemployment
grow as much as half that of blue~collar unemployment. There has also been an historically slow
growth of white-collar jobs during the early 1990s recession (Table 5). Over the last eight quar-
ters only 643,000 white-collar jobs were created, a rate of about 332,000 annually. In contrast,
during the five quarters of the 1981-82 downturn there was a growth of 827,000 white-collar
jobs, an annual rate of 662,000 jobs or twice the annual number of white-collar jobs as created in
the early 1990s.

Data from a recently released Bureau of Labor Statistics survey of workers permanently dis-
placed from their jobs over the last five years confirms our analysis in several ways. There has
been as much job destruction in the early 1990s as in the much deeper earty-1980s recession and
there was a much greater rate of job loss among white-collar workers in the early 1990s reces-
sion. For instance, 12.3 million workers permanently lost their jobs over the 1987-1991 period.
In contrast, nearly one million fewer workers were permanently displaced over the 1979-1983
period (Table 6 and Figure 1). The greater number of permanent job displacements in recent
years is more than accounted for by the greater job losses among white~collar workers (Table 6).
Whereas 3.8 million white-collar workers lost their job in the early 1980s (1979-83) there were
5.7 million white-collar workers who lost their job over the 1987-1991 period, an amount fifty
percent greater (Figure I). More than a million more professional and managerial workers and
864,000 more technical, sales and administrative support workers lost their jobs over the
1987-1991 period than over the 1979-1983 period.

This greater job loss among white-collar workers occurred in every type of major white-
collar occupation, but was most pronounced among managers, executives and administrators and
among administrative support and clerical workers (Table 7).

The growth of unemployment and underemployment in recent years has been accompanied
by a steady deterioration in the (inflation-adjusted) incomes, led by the declines in the wages and
benefits of American workers. For instance, the hourly and weekly eamnings of production and
nonsupervisory workers, a group comprising eighty percent of the work force, have fallen 3.5%
since early 1989 (Table 8). 'Ihe:e are two available measures of hourly compensation (Figure 2).
The non-farm business measure of compensation shows hourly compensation essentially flat
since 1989, being the same in the most recent quarter as in the first quarter of 1989. The other
measure shows hourly wages and compensation declining, respectively, by 2.2% and 0.8%.
These data, by the way, show that benefit increases have only partially offset the reduction in
wages in recent years.

With wages falling it is not surprising to find that all of the available measures of income
show declines over the 1989-1992 period. The data released by the Census Bureau .yesterday
show that the typical family's income fell $1,640 from 1989 to 1991, a full 4.4%. This recent in-
come loss more than reverses the modest income gain over the prior ten years. Data for the most
recent quarter show market-based (non-transfer) per capita incomes are down 4.4% from early
1989 (Figure 3). These data indicate that each person is receiving $552 less (in annualized 1987
dollars market-based income now than at the start of 1989. Data on the median wage and salary
income of families also show incomes down from 1989 levels (Figures 4 and 5), with no growth
over the last seven quarters (Figure 4).

In terms of income losses this recession has been far more damaging than other recent reces-
sions. The current recession has cost each person $685. In contrast, there was only a $141 per
person loss of income in the 1981-82 recession. The reason that the income losses in this reces-
sion are so large is that the actual decline in income has been larger than all but one of the five
prior recessions and this income decline has occurred over a longer period of time because of the
length of the recession. The result is that more income was lost in this recession than in any other
recession since 1960.

My calculation of income loss only counts the degree to which incomes have been lower
than those of the second quarter of 1990. However, we could have expected incomes to be grow-
ing in this period. If we compare the actual income decline during the recession against the longer
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term trend in income growth (from 1980:1 to 1990:2) we sec that the cumulative income loss per
person in this recession was $1,164 (Figure 6).

Mr. Chairman, I am sorry to report that the economy is failing nearly every American. We
are currently experiencing a protracted recession which has reduced our incomes and generated
significant levels of underemployment and job loss.



TABLE 1
Unemployment and Underemployment, 1989-1992

Invol- Average

untary Dis- Total Duration

Un- Part- couraged Under- Un- Under- of Unem-

employed Time Workers employed* employment employment ployment

Time (000) (000) (000) {000) Rate Rate** (weeks)
1989:1 6,402 4,958 882 12,261 5.2% 9.9% 12.4
1989:2 6,479 4,965 851 12,295 5.2 9.9 11.8
1989:3 6,553 4,872 814 12,239 5.3 9.8 11.6
1989:4 6,664 4,783 809 12,256 5.4 9.8 11.7
1990:1 6,537 4,884 776 12,197 5.2% 9.7% 11.9
1990:2 6,583 4,906 861 12,350 5.3 9.8 11.8
1990:3 6,986 5,162 827 12,975 5.6 10.3 12.2
1990:4 7,453 5,476 956 13,885 6.0 11.0 12.4
1991:1 8,103 5,865 982 14,950 6.5 11.9% 12.8
1991:2 8,467 5,929 952 15,348 6.7 12.1 13.5
1991:3 8,499 6,076 1,064 15,639 6.8 12.4 14.1
1991:4 8,711 6,344 1,094 16,149 6.9 12.8 14.9
1992:1 9,138 . 6,575 1,084 16,797 7.2 13.2 16.8
1992:2 9,545 . 6,279 1,125 16,949 7.5 13.2 18.0
July 1990 9,760 6,324 n.a. n.a. 7.7 n.a. 18.3

* Number of unemployed, discouraged or involuntary part-time civilian workers.
** Total underemployed as a share of labor force and discouraged workers.

Source: Economic Policy Institute analysis of Bureau of Labor Statistics data.

LE
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TABLE 2
Changes in Unemployment in Postwar Recessions

Unemployment
Recessions: Rate Changes in Unemployment by Cause:
Beginning and All Permanent Other Duration o
Ending Quarter Peak Trough Unemployment Job lLoss Reasons* Contractio
1948:4-1949:% 3.8% 7.0% 3.2% n.a. n.a. 11 Months
1953:3-1954:2 2.7 5.8 3.1 n.a. n.a. 10
1957:3-1958:2 4.2 7.4 . 3.2 n.a. n.a. 8
1960:2-1961:1 5.2 6.8 1.6 n.a. n.a. 10
1969:4-1970:4 3.6 5.8 2.2 0.9% 1.3% 11
1973:4-1975:1 4.8 8.2 3.4 1.3 2.1 16
1980:1-1980:3 6.3 7.7 1.4 0.6 0.8 6
1981:3-1982:4 7.4 10.7 3.3 1.7 1.6 16
Average of 4.8 7.4 2.7 - - 11
prior recessions
1990:2-1992:2 5.3 7.5 2.2 1.6 0.6 22

* Includes unemployment due to temporary layoff or quits and of new entrants
re-entrants who have not yet found work.

Source: Economic Policy Institute analysis of Bureau of Labor Statistics da.

TABLE 3
Changes in Labor Force Levels
and Participation in Recessions, 1969-1992

Change in Labor Force

Labor Force Growth Participation Rate*

Recession Total Men Women Total Men Women
(Annual Growth)

1969:4-1970:4 2.4% 2.2% 2.8% 0.1% -0.3% 0.4%
1973:4-1975:1 2.2 1.2 3.6 0.1 -0.7 0.7
1980:1-1980:3 1.3 0.9 2.1 0.0 -0.4 0.2
1981:3-1982:4 1.7 1.2 2.4 0.2 -0.1 0.6
1990:2-1992:2 0.9 1.0 1.1 0.0 -0.1 0.1

* Percentage point change annualized.

Source: Economic Policy Institute analysis of Bureau of Labor
Statistics data.
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TABLE

Change in Unemployment Rate by Occupation

4

Gender, Race, and Industry, 1990-1992

1990:2

Change
1992:2

All

5.3%

Occupation

Managers, Prof

Tech, Sales, Admin
Craft

Operatives & Laborers

Gender

Adult Men
Adult Women

Race/Ethnic

White
Black
Hispanic

Industry

Construction 1
Manufacturing
Services

Source:

of Labor Statistics data.

7.5% 2.2%

[SS It
.
(AR Y= Va]

- N O
.
O U

TABLE 5
Changes in Employment and Unemployment
in Recessions by Occupation

in

Unemployment

Economic Policy Institute analysis of Bureau

Change in Change in Peak Share
Recessions: Employment (000) Unemployment (000) of Employment
Beginning and White- Blue- White- Blue- White- Blue-
Ending Quarter Collar Collar Collar Collar Collar Collar
1960:2-1961:1 764 -1,142 210 592 43.0% 36.9%
1969:4-1970:4 695 =737 516 971 47.7 36.0
1973:4-1975:1 871 - -2,004 765 1,903 48.1 35.1
1980:1-1980:3 721 -1,557 253 1,013 51.5 32.4
1981:3-1982:4 827 -2,583 826 2,124 52.7 31.3
1990:2-1992:2 643 -1,500 1,130 1,018 57.0 26.7
Source: Economic Policy Institute analysis of Bureau of Labor Statistics

data.
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TABLE 6
Amount of Worker Displacement, 1979-1991

White-Collar Displacement (000}+*

Total Total

White- Managers and Technical, Sales Displacements
Time Period _ Collar Professionals and Administrative {000)
1979-1983 3,775 1,133 2,642 11,474
1981-1985 4,181 1,656 2,525 10,837
1983-1987 4,350 < 1,537 2,813 9,722
1985-1989 4,202 .'1,588 2,614 9,170
1987-1991 5,699 2,193 3,506 12,293

*Workers experiencing permanent job loss due to a facility closing, job
elimination or slack work.

Source: Economic Policy Institute analysis of Bureau of Labor Statistics
Displaced Worker Surveys.

TABLE 7
Number and Rate of Displacements in
Early-1980s and Early-1990s Recession

Total Displaced Workersw*
(000) Displacement Rate**

1979-1983 1987-1991 1979-1983 1987-1991

White-Collar 3,775 5,699 7.3% 8.9%
Managers = 879 1,406 8.4 9.5
Professionals T 604 787 4.9 5.1
Technicians 295 388 10.0 10.8
Sales 1,100 1,325 10.8 10.6
Administrative Support 1,247 1,792 8.0 10.2

Non-White-Collar 7,699 6,594 18.6 14.1

Total 11,474 12,293 12.3 11.1

* Workers experiencing permanent job loss due to a facility closing, job
elimination or slack work.

**Number of displaced workers as a percent of mid-point employment levels.

Source: Economic Policy Institute analysis of Bureau of Labor Statistics
Displaced Worker Surveys.
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TABLE 8

Wage and Compensation Trends, 1989-1992
(1991 Dollars)

Production and

Nonsupervisory Workers+*

Nonfarm Private

Average Average Business Sector Hourly Pay**+
Hourly Weekly Hourly

Earnings Earnings Compensation** Wages Benefits Total

1989:1 $10.64 $366.24 $17.80 $12.98 $1.40 $15.79
1989:2 10.58 365.52 17.59
1989:3 10.60 -368.17 17.61
1989:4 10.60 367.27 17.67
1989 Annual 10.60 367.20 17.66

1990:1 10.49 359.74 17.58 12.89 1.44 15.74
1990:2 10.51 361.97 %7.74
1990:3 10.43 361.74 17.71
1990:4 10.32 356.06 17.64
1990 Annual 10.44 359.96 17.66

1991:1 10.30 349.11 17.62 12.56 1.45 15.40
1991:2 10.37 354.16 17.76
1991:3 10.36 356.63 17.79
1991:4 10.33 356.58 17.79
1991 Annual 10.34 354.32 17.73

1992:1 10.35 352.52 17.84 12.70 1.53 15.67
1992:2 10.27 353.41 17.81

* This group comprises over eighty percent of payroll employment.

Bureau of Labor Statistics establishment survey.
** From Bureau of Labor Statistics productivity series.
*w+*Levels of Employer Costs per Hour Worked from Bureau of Labor Statistics
Employment Cost Index series.

From

Source: Economic Policy Institute analysis of Bureau of Labor Statistics

data.
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TABLE 9
Income Trends, 1989-1992

Disposable Median

Median Per Capita Family

Family Non-Transfer Weekly

Income Income Wage

($1991) ($1987) 1991

1989:1 < $11,794 $676
1989:2 LT 11,673 685
1989:3 11,635 692
1989:4 11,675 692
1989 Annual $37,579 686
1990:1 11,744 685
1990:2 11,741 688
1990:3 11,661 683
1990:4 11,581 669
1990 Annual 36,841 681
1991:1 11,364 670
1991:2 11,365 667
1991:3 11,324 669
1991:4 11,315 669
1991 Annual 35,939 669
1992:1 11,308 668
1992:2 11,272 670

Source: Economic Policy Institute analysis of Bureau
of Census (Median Family Income), Bureau of Labor
Statistics (Median Family Wages) and Bureau of Economic
Analysis (Disposable Per Capita Income) data.

TABLE 10
Loss of Income in Recent Recessions

Per Capita .
Non-Transfer Cumulative
Peak Trough Income Change Loss

Peak Trough Percent Dollar Per Persont*

1960:2 1961:1 $6,717 $6,637 1.2% $80 $55
1969:4 1970:4 8,721 8,706 0.2 16 2
1973:4 1975:1 9,723 8,903 8.4 820 659
1980:1 1980:3 10,192 9,881 3.0 311 141
1981:3 1982:4 10,140 9,940 2.0 200 141
1990:2 1992:2 11,741 11,272 4.0 469 685

* Income loss relative to maintaining income in peak quarter.
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Figure 1
Permanent Job Displacements,
1979 - 1983 and 1987 - 1991
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Source: Economic Policy Institute analysis of Bureau of Labor Statistics data.
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Hourly Compensation,
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FIGURE 6
Disposable Per Capita Non-Transfer Income Trends,
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SENATOR SARBANES. Thank you very much, Mr. Mishel. That was very help-
ful testimony, and we look forward to your book on the State of Working

Mr. Reynolds, please proceed.

STATEMENT OF MORGAN O. REYNOLDS, PROFESSOR OF
ECONOMICS, TEXAS A&M UNIVERSITY, COLLEGE STATION, TEXAS,
AND SENIOR FELLOW, NATIONAL CENTER FOR POLICY ANALYSIS,

DALLAS, TEXAS

MR. ReynoLps. Thank you for this invitation.

I'm pleased to be here to address this vital topic in an election year or any
other year, for that matter.

I want to divide my remarks into two sections.

One is to talk about the short run, and some briefer remarks about the long
run.
We've heard a lot of depressing talk today and it's backward looking.

That is, I agree with a good deal of what has been said. We have had a re-
cession. We're moving sideways, more or less, up until this point.

But to get a clear understanding of what has gone on and what is about to
g0 on requires us to understand a little bit more about the market economy.

.There's been an awful lot of talk here about quantities, but none about
prices.

Adam Smith's name was mentioned, a master in economics. And that's
very useful, because we should recall his apt metaphor, the invisible hand.

The invisible hand, namely, millions of market prices changing daily, are
what coordinates human action, dovetails action, make the system work.

It is not people in Washington, as Senator Riegle said. I liked his remark
that we're still flopping around. Amen.
 That doesn't mean that we shouldn't have strong confidence in the fact that

we are on the verge of a recovery.

" Let's recognize that when we have serious problems in the economy, what
we have is discoordination, a form of chaos. The obvious manifestations of
this are lots of unemployed labor and, as well, idled capital of various kinds
that is not being used to produce prosperity.

Why is this? The first thing an economist would say is, if something is in
massive excess supply, if we have a glut of something, their prices are too
high to be sold, they're too high for current market conditions.

Let me give you my bottom line on the short run, and this model really
works well in explaining our fluctuations, our ups and downs in employment
and unemployment.

In our political economy, total employment cannot grow unless money
spending grows more rapidly than labor compensation per hour. Whether it's
good or bad, it's true.

The recent past is just another instance of this. Our last strong year of em-
ployment growth was 1989. And since then we've stagnated, staggered
through recession number nine since World War IL.
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And, as is well known here, unemployment has officially been reported as
risen from about 6.5 million, on any day, to more than nine million.

Why? Why? We have a mixed economy, a mixture of markets or capital-
ism and sizable government or socialism. And the blame, of course, can be
put in either direction.

I blame government—that is, mistakes in the recent past, in the manage-
ment of government policy that has staggered an economy the size of the
United States, a predominantly market economy, for months and months on
end. And these mistakes couild be described in three categories: monetary, fis-
cal and regulatory mistakes.

Now, money is number one. Money growth plays a big role in how rapidly
Ilng%r;ey spending changes. And there was a sharp drop in monetary growth in

The money supply, as measured by that, grew less than 1 percent. That was
down sharply from the previous year, 5 percent, or nearly 9 percent during the
preceding years of the 1980s.

Now, since then, money growth has sharply inflated. And this gives me
reason for optimism.

Why do these monetary fluctuations, why are they so important in terms of
their short-term effects on employment and output?

Essentially, it's because pricing in the market, basically market-determined
but somewhat political as well, doesn't react quickly. This has been known
since Henry Thomton 1802, on up to the present. Labor prices and capital
pricesdhave longer term commitments, and they don't react quickly. They wait
around. :

We get temporary gluts and surpluses of various factors of production, and
quite frequently their prices continue rising at their old, no longer sustainable
rates.

So this is the basic explanation for why we have fluctuations, over the
course of the business cycle, as different rates of spending hit the economy.
Namely that prices get out of relation with each other.

Then, as you go through a slump, the prices come back into better relation
with each other, employment revives, output growth revives. And that's just
what we're doing right now.

So sustained slack, as long as the price system is free to operate, reasonably
free to operate, is not a long-run problem. It is a serious short-run problem,
and of course it affects some people much more severely than others.

So this can all be summarized in a simple equation, as economists are want
to urge on the public, and this equation works like gangbusters for 1980
through 1991. That is, if you take total hours of employment, I can explain 92
percent of their fluctuation, just based on changes in the rate of money spend-
ing and changes in compensation per hour.

The slower is the growth in compensation per hour, the more rapid is job
creation or employment growth. This is just simply a fact of economic life
that prices matter and the prices of labor matter.

And, of course, the more rapid is money spending, the more rapid is em-
ployment growth.
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Now, there are some secondary or minor factors that could be listed. No-
body knows how important these are. But let me just list these as possible
govemnment errors that put us in a recession and sustained it.

One, the 1990 budget deal which raised taxes just as we were entering the
recession. The increase in the minimum wage in the last couple of years 1s up
27 percent. More regulations, mandated benefits, which raised the effective
price of labor. More generous unemployment benefits, which allows people
to have a higher reservation price, to hold out longer in making adjustments.

We've had corporate debt overhang, which calls for restructuring, getting
nonlabor costs under control. And then we've had, of course, Canada and the
United Kingdom go into a recession before we did. You can point to de-
pressed global economy. :

These are very secondary, in my view, for short-term business fluctuations.

Now, here's the good news. I'm in the unusual position of being the bearer
of good news, both short and long run. The recession is about over. I know
we've heard this, some partisan talk about this, but——

SenaTOR REGLE. You have to admit, we've been hearing that for a long
time. We've been hearing that for two years.

MR. ReynoLps. Well, let me give you two sound reasons why I believe
that's right. I believe my equation, which is in the record. And that is, one, we
have the so-called natural recuperative re-coordinating powers of the market
economy at work. In other words, Adam Smith's invisible hand, which I'm
trying to make more visible, is bringing down the rate of increase in compen-
sation per hour, to something like 3 percent or maybe less. And that's going to
stimulate more employment and hence recovery. Because when people are
working, they're going to produce more output.

The second factor is——

SenaToR RiEGLE. Could I just stop you there, just for a minute? And I want
you to continue.

But, in effect, what that's saying is that the way to solve this problem is for
people to work for less. In other words, if wages drop, there'll be an equilib-
rium struck at some point, the market forces will work and so forth.

And that may well be right in an economic model sense. I think when you
say that to the public—especially when they see what's happening to workers
in Japan, workers in Germany, and others moving ahead. In effect, we're say-
ing, look, just tighten your seatbelt. This is going to work out all right as long
as you're willing to settle for less income going down the road, because we
have to do that to equilibrate the free-market forces.

I mean, you're not really offering that, are you, as——

MR. RevnoLps. I'm not running for office, and I'm offering this as an expla-
nation.

And the truth is, in an inflationary economy, it's not so much absolute wage
cuts, in most instances, as a moderation in the rate of wage increase. We're
still getting average compensation increases.

So I'm arguing this as an economist, not as something to sell to the general
public. I'm not saying this is easy to sell.

So the central, major factor is that we have to look at what the Central
Bank's been doing, and they've been inflating the money supply.
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Of course, there are loose linkages here between what they do and the
economy, in general. We might want to talk a little bit about that.

So the basic argument is that money stimulus is going to allow us to put
these prices into better relation with each other, and I'm predicting, over the
next year or so, probably a 3 percent growth in employment, three million
plus jobs, although I have this in hours.

It depends on how businesses react and so on.

Now, there's some secondary reasons to be optimistic. Corporate profits are
lgrowing. This is almost a sure sign that lagged employment growth will fol-

owW.

Dun and Bradstreet, [ believe, reported some survey optimism among busi-
ness leaders as the highest in eight years.

The labor share is also behaving correctly for recovery.

Now, over the longer run, when we're talking two and three decades out,
the prospects for American workers depends on to what degree do we tilt to-
wards capitalism, the market economy versus more government intervention.

Productivity, of course, everybody agrees is the key to higher real wages
and income growth over the long run.

The proximate causes of that are more capital investment, more skilled
workers, more technological progress, and better coordination, better constant
reallocation of labor and capital in their most productive uses.

How do you get that? Adam Smith wrote the bible in effect on that.

Let me quote the master.

Little else is requisite to carry a state to the highest degree of opulence
from the lowest barbarism but peace, easy taxes, and a tolerable admini-
stration of justice, all the rest being brought about by the natural course of

So what we need is a supportive legal framework for the market system to
work and produce wealth. For well over two centuries, we've been at it, and
we're the wealthiest nation on earth by far. I don't think we should look to Ja-
pan or Germany for models, except as their experiments work or fail.

But we're far more successful than our European or Japanese competitors.

Now, how are we doing on Adam Smith's instruction? I say that we're not
doing very well. Peace, we have some reason for optimism. Taxes are not
easy. And many of the government programs are doing considerably more
harm than good.

However, I'm optimistic about the long run. I think that too many of the
failures of govemnment are becoming too manifest. If we look at the educa-
tional system, especially in our inner cities, we see it as unresponsive, central-
ized, monopolistic and inefficient, and poorly serving our most disadvantaged
and poorer citizens.

So I think, over the long run, we're going to make some dramatic changes
that will improve the skills of our younger generation, and this through a
more responsive, decentralized, and competitive, more efficient schooling
system.

And then finally, on the poverty front, by world standards, of course, pov-
erty is not severe in the United States. We've clearly not licked the problem.
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On the other hand, the war on poverty, in a sense, has almost been won, but
nobody’s happy or celebrating, in the sense of really serious material depriva-
tion on a substantial scale. It largely has been won; we've made enormous
progress on this. But yet there's no celebration. Why?

Well, in the more fundamental sense, we might have a more serious pov-
erty problem than ever. Namely, a larger number of people who are unpro-
ductive or dependent and\or irresponsible. And what the poor most need is
not some kind of entitlements or handouts, but clearly more job opportunities
and more liberty in a growing expanding economy.

So I urge us to move policy in a direction to allow the market system to ex-
pand, to resume its expansion.

Thank you.

[The prepared statement of Mr. Reynolds follows:]
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PREPARED STATEMENT OF MORGAN O. REYNOLDS

I am pleased to be here this moming to address the state of American workers. Few topics
are more vital in an election year ("jobs, jobs, and more jobs"), or any year for that matter.

IN THE SHORT RUN

A clear understanding of what is going on currently in our labor markets requires us to see
some of the work performed each day by the invisible hand, in Adam Smith's eloquent metaphor.
The price system Consists of literally millions of market prices, many changing daily. The system
coordinates human action; to Coordinate means to work harmoniously together, to dovetail ac-
tions. If many of these prices are significantly "wrong" for a sustained period, chaos results (seri-
ous. discoordination). In particular, high unemployment of both labor an capital (a massive glut
of unpurchased services) signals that their prices are too high for market conditions.

What is my bottom line? On the short run economy, the principle is this:

« In our contemporary political economy, total employment cannot grow unless the volume

of money spending rises more rapidly than labor compensation per hour.

The recent past is just another instance of this conclusion. The last strong year of employ-
ment growth was 1989 (see Table 1, column 1). Since then, employment has stagnated, as we
have suffered through post-World War II recession number nine. By official estimates, the num-
bers unemployed have risen from about 65 million to more than 9 million.

Why? Only government errors are big enough to throw an economy the size of the United
States off course and keep it staggering for an extended period. The cause of our short run diffi-
culties, I believe, is monetary, fiscal and regulatory mistakes. Number one was the sharp cut in
monetary growth in 1989. The M1 measure of the amount of money grew less than 1% in 1989,
down sharply from the 4.9% in 1988 and the 1981-88 average of 8.6%. The direct consequence
was a drop, after a lag, in the rate of growth of money spending in both 1990 and 1991 (sce Table
1, column 2).

Fluctuations in the rate of growth of money Spending have important short-run effects on
employment and output. Why? Essentially because pricing especially for labor, does not react
quickly enough to sustain reasonably full employment. We get "gluts" or surpluses of goods, in-
cluding labor services, because the prices of these goods and services are no longer consistent
with market conditions. Their prices continue going. up at old, no longer sustainable rates. Even-
tually, after a good deal of economic pain, however, people adjust to the new conditions, markets
begin to move toward market-clearing prices, and growth resumes because prices come into bet-
ter relation with each other again.

The indispensable role of pricing in Coordinating economic activity has been underempha-
sized. Too few of my colleagues in the economics profession have emphasized the importance of
prices in aggregate analysis and, in particular, price-cost margins for business. John Maynard
Keynes (1931), however, wrote, “there is no positive means of curing unemployment except by
restoring to employees a proper margin of profit" (p.234). Benjamin M. Anderson, Jr. (1949)
Wrote:

With respect to business, there is one outstanding fact. Business expands when profits are
improving, Business contracts when profits decline or when there is a serious threat to prof-
its. Now, profits are what is left of gross income after costs are subtracted, and the labor fac-
tor in costs is overwhelmingly important (pp. 436- 37).

Milton Friedman (1977) made the argument pointedly in his Nobel lecture: "... the apparent
tendency for an acceleration of inflation to reduce unemployment... can be explained by the im-
pact of unanticipated changes in nominal demand on markets characterized by (implicit or ex-
plicit) long-term commitments with respect to both capital and labor” (p. 456).

Sustained slack in labor and capital markets is partly market-determined and partly
politically-determined. People make mistakes, they over- or under-anticipate inflation, they set
prices t0o high or too low, they adjust with lags, they hold off for inflation to resume in modem
governments committed to "full employment,” they "grope.” These slow market adjustment
speeds are aggravated by union- and govemment-imposed minimum prices for labor, work re-
strictions, mandated benefits (higher costs to employers and consumers), employment taxes (not
"contributions" to social insurance), and transfers to the idle.
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On the downswing, labor prices do not react quickly to an unexpected deceleration in money
spending. Price-cost margins get squeezed and many businesses find that they must reduce their
losses via lay-offs and smaller levels of production, Meanwhile, labor prices, like a supertanker
trying to tumn, tend to keep going at their old, unsustainable pace after the reduction in the growth
of money Spending, thereby pricing some workers, especially newer entrants, the lower skilled,
and minorities, out of jobs. State barriers (also termed "pro-labor policies™) especially harm job
prospects for new entrants, the young, the unskilled, and minority workers.

Short run fluctuations in total hours employed can be statistically accounted for very well by
changes in only two factors: '

1) changes in the volume of money Spending (strongly influenced by monetary growth), and

2) changes in hourly labor compensation.

Rapid increases in money spending, all else equal, stimulate employment, while increases in la-
bor compensation depress the quantity of labor demanded [or, increases in the aggregate demand
curve for labor stimulate employment, while increases in wage rates reduce the amount de-
manded]. A simple linear equation supports this reasoning very well: it fits the postwar data
tightly. If we use the annual data for 1980 to 1991, for example, we have:

9%Chge Hrs Empl .= .76 +.70(%chge Money Spending)
(-.09)

-.78(%Chge Compensation per Hr)
09
Observations = 12,df.= 9,R*= 92

Dare I call it "Reynolds' equation?" Basically, it says that if hourly labor compensation rises more
rapidly than total Spending, then employment declines. Variation in the rates of change in spend-
ing and wage costs account for nearly all (92%) of the short run variation in total hours em-
ployed. The same model also works well with, quarterly data and longer U.S. time series.

Monetary fluctuations combined with "wrong prices" account for the bulk of our recent diffi-

culties, but each recession is unique; factors which may have played a minor role in the down-
ward spiral include:

+ The 1990 budget deal which raised taxes just as we were entering a recession.

« The 1990 increase of 27% in the mandated national minimum wage significantly raised
the cost of low skill labor, decreasing its use.

« Growing regulations in labor markets such as mandated benefits raised the cost of labor.

« More generous unemployment relief to enable greater withholding of labor.

« Adjustments required by the corporate debt overhang,

+ Recessions in Canada and the United Kingdom, a depressed global economy, and other in-
ternational events.

For the near future, however, pessimism should be put aside. why? We are coming out of the

recession. Two factors are paramount: '

+ The "natural” recuperative (recoordinating) powers of a predominantly market economy
have been at work: the invisible hand, to borrow a rich metaphor, has moderated wage in-
creases, thereby stimulating employment and recovery. (This is also reflected in a rise and
more recent decline in labor's share of national income-labor productivity is rising relative
to pay; and in rising corporate profits; and in the highest optimism among business leaders
in eight years).

« The Federal Reserve Bank has pushed the money pedal to the metal, inflating M1 8.6% in
1991 and 8.8% so far this year.

So a near-term boom is in place. Reynolds' equation puts us in a position to estimate its size:

If average hourly compensation increases only 3% during the next twelve months and money
Spending increases by 7%, then the predicted rise in hours employed is 3.3%. This translates into
some 3 million new jobs, the remaining increase being additional hours for the already-



56

employed. No one, of course, should put any confidence in the "exactness” of such predictions.
Also, unemployment will not decline as rapidly as hours expand.

Monetary stimulus helps us to put prices into beter relation with each other, and thereby
helps to end a recession, but it would happen anyway under a sound money regime. Electoral cy-
cles are short, however, and office-holders want the stimulus now. Like drugs, the "high" is tem-
porary and the long run consequences of boom-bust cycles are less pleasant If more jobs and
wealth just required runn/ printing presses faster, every nation on earth would be rich. Money in-
flation is strictly a short run fix.

IN THE LONG RUN

My analysis implies that neither total employment nor unemployment is a long run problem,
provided govemment basically leaves the price system free to operate. The important issue for
worker prosperity in the long run is productivity. Total output is total hours worked times the
amount produced per hour. Real wages basically increase at the economy-wide advance in pro-
ductivity (actually slightly faster in a healthy economy).

How can productivity be boosted? The means are obvious and well-known: more capital in-
vestment, more skilled workers, more rapid technological progress, more entrepreneurship, and
more effective coordination to direct Iabor and capital into their most valuable uses. Capitalists,
ultimately, are workers' best friends because capital is the engine of economic progress. Income
growth also is the only sound means to reduce economic hardship and income inequality over the
long haul.

So how can these results be encouraged? Capitalism, and its associated legal framework, is
the answer. As Adam Smith summed it up:

' Little else is requisite to carry a state to the highest degree of opulence from the lowest barba-
rism, but peace, easy taxes and a tolerable administration of justice; all the rest being brought
about by the natural course of things. All govemments which thwart this natural course,
which foree things into another channel, or which endeavor to arrest the progress of society at
apanicularpointammnannalm\dmwpponmemselvwareobligedtobeoppmsive and
tyrannical (cited by West, 1976, pp. 58-59).

Adam Smith could hardly imagine the behemoth governments we had today, nor their multi-
farious attempts to "force things into another channel" Peace among governments is always an
"iffy" proposition but we are entitled to some long range optimism. Taxes are far from easy, of
course, and every dollar of tax revenue probably costs taxpayers $1.50 if we figure in administra-
tion and reduced production lost to American families (Payne, 1992). Federal deficit spending
also subtracts capital virtually dollar for dollar from the productive sector, further impeding pro-
gress against poverty. And, on the spending side, we may not get all the govemment that we pay
for, but it does harm enough as it is.

Nonetheless, I am tremendously optimistic about the future prosperity of American workers.
Why? Because the welfare state not only lives on borrowed dollars, but also on borrowed time.
the mixed economy i s an unstable mixture of capitalism and socialism, and, just as in the rest of
the world, the future mixture will shift decisively toward voluntary cooperation, namely capital-
ism. Two or three decades hence we will live in a much better world. In education, for example,
we will enjoy a responsive, de~centralized, competitive, and efficient system that replaces today’s
unresponsive, centralized, monopolistic, and inefficient systems. Cracks in the public school es-
tablishment story are widening and the confidence of a skeptical public erodes further daily. Af-
ter the impending collapse, human capital and skills will soar, and with them, productivity.

The information revolution is following hard on the heels of the intellectual revolution. The
mobility of workers, capital, and information is up. In this new environment, lies, even big lies, -
simply cannot last as long as they once did. Government cannot deliver the goods, while free
markets do, and it is becoming obvious to all. If confidence in the efficacy of government finally
collapsed in closed societies, it will in open societies t00. so govemment will roll back, perhaps
enough to perform its handful of functions properly. Big organizations are failing around the
world. In the twenty-first century people will not share this century's confidence in the omnipo-
tent, healing state. On the contrary, their confidence will reside in the individual, family, enter-
prise, and voluntary associations within a private property, frec market, sound money, limited
govemment system.
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Is the classical liberal, constitutional approach to government policy--where the law applies
impartially, generally, and equally to all citizens, regardless of group affiliations—really so ascen-
dant? I think so. On the merits, blind-folded administration of justice for all citizens is to every-
one's advantage, most of all the least advantaged and least influential citizens in our community.
Most of the poor and disadvantaged do not need the forced relief of the redistributive state; even
the intellectually innocent have begun to realize some of the enormous harm done to intended
beneficiaries by the welfare system,

On poverty, arguably our system of private markets and charitable programs has nearly put
an end to serious material deprivation in America. In a sense, we won the war on poverty. But
nobody is celebrating. Why not? Because poverty is more than a lack of income or access to
services. The only long run cure is for poor persons to acquire the discipline, skills, and values
that enable most of us to stay productive enough to avoid poverty. Today's poverty problem is
probably worse than ever in the more findamental sense of a larger number of adults who are un-
productive, dependent, and irresponsible. the poor most need the job opportunities and liberty of
a growing marketplace under the protective or "nightwatchman" state.

No one knows the future. But if my scenario is remotely correct, maybe we should devote
some attention to the transition from welfare state to capitalism. It would be nice to be better pre-
pared than we were for the collapse of communism. .

References

Anderson, Benjamin M., Jr. Economics and the Public Welfare. Indianapolis: Liberty Press,
1979 [1949].

Friedman, Milton. "Nobe! Lecture: Inflation and Unemployment.” Jo. Political Economy 85
(June 1977): 451-72,

Keynes, John Maynard. Essays in Persuasion. London: St. Martin's Press, 1972 [1931].

L. "Unhappy Retums: The $600 Billion Tax Ripoff." Policy Review 59 (Winter 1992): 18-24

West, E.G. Adam Smith: The Man and His Works. Indianapolis: Liberty Press, 1976.



58

TABLE 1: ANNUAL PERCENTAGE CHANGE IN TOTAL HOURS OF NONFARM EM-
PLOYMENT, MONEY SPENDING (GDP), AND COMPENSATION PER

HOUR, UNITED STATES 1980-1991
)] @ E)
% Chge % Chge % Chge

Year Hrs Empl Money Spending Compensation per Hr
1980 -0.8 8.8 10.7
1981 0.7 119 9.6
1982 24 3.9 7.5
1983 2.0 8.1 3.9
1984 6.0 10.9 4.0
1985 2.5 6.9 42
1986 0.9 5.7 49
1987 33 6.4 3.4
1988 3.5 7.9 4.1
1989 2.7 7.0 34
1990 0.3 5.1 5.2
1991 -0.1 29 8.2

Source:

(1) Economic Report of the President, February 1992, USGPO, p. 349 for years 1980-1990;
1991 figure calculated from U.S. Department of Commerce, Survey of Current Business, Febru-
ary 1992, p. C-2, and March 1992, p. C-2.

(2) Economic Report of the President, February 1992, p.298.

(3) Ihid., p. 349 for years 1980-1990; 1991 figure calculated from U.S. Department of Labor,
Monthly Labor Review, May 1992, p. 99.
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SENATOR SARBANES. Thank you very much.

Mr. Magaziner, I wanted to follow up on this worker training point that
you made.

As I understood it, you said that we spend only 10 percent of our education
dollar educating people after they've finished college. Is that right?

MR. MaGaziner. After age 21, yes.

SENATOR SARBANES. After what?

MR. MAGAZINER. Age 21.

SENATOR SARBANES. After age 21. And that's in contrast with what the Euro-
pean countries and Japan do, I take it?

MR. MAGAZINER. Yes.

SENATOR SARBANES. Now, this chart shows the share of workers trained by
the current employer. In other words, the extent to which the employer is
training his workers. And it shows that the Japanese are well above the
United States in that; in fact, 70 percent and above.

Now, what this scale along here shows is the educational attainment of the
worker. In other words, less than high school, the American employer trains
about 20 percent of his work force. The Japanese employer is at 70 percent.

This is high school, where we move up a bit. This is one to three years of
college. And this is four years of college.

So the Japanese employer trains a significantly larger percentage of his
work force than ours do, but a much more significant part at the lower educa-
tional levels.

In fact, I think you said that 70 percent of the money spent by employers
training their workers in the United States was spent on college-educated
workers. Is that correct?

MR. MAGazINER. Yes, that's right.

SenaTOR SARBANES. How do you explain this?

First of all, the gap isn't even close with regards to college educated people,
which is where the American focus is. And, of course, this gap is larger, much
larger, as you move down the level of educational attainment.

MR. MaGgaziNer. | think there are two explanations. One is that too many
American companies, I think, have stuck with traditional forms of work or-
ganizations, which basically assume that a relatively small percentage of the
people are going to do the thinking for the organization. And they basically
plan work processes for the front-line workers in great detail. And you as-
sume that the front-line workers do simple repetitive tasks over and over
again.

SENATOR SARBANES. Sort of turn them into a human machine, I think.

MR. MaGaziNer. Yes, more or less. And, in fact, in the early Frederick Win-
slow Taylor days, it was literally that. You wanted to create workers who
would be machine-like.

Therefore, there's been more emphasis by American employers on invest-
ing solely in capital as a way to upgrade productivity, rather than in the skills
of workers.

I think in Japan, what they realized earlier than we did, although it was
Americans who taught it to them, was that in today's world, with today's
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modem, complex product mix, introducing new technologies, more fre-
inzexntly trying to customize products for markets and services for markets,

you needed a more flexible work place, and that attaining lower cost in
the long run, better productivity in the long run, came from investing more in
the skills of your workers, so they could use the capital you were investing in

And they've moved to different kinds of work organizations where they
will typically delegate more responsibility to those on the front lines, and they
create less of a bureaucracy on top of those people. And they achieve better
productivity that way, and also, by the way, better quality. So that's one rea-
son.

The second reason, which is a public issue, is that I think in Japan, there
tends, although this can, to some extent, be misleading, but there tends to be,
among the larger companies, still a lifetime employment system, where com-
panies basically view investments that they make in their workers as long-
term investments, because those workers are going to be with them, in one
way or another, throughout their working lives.

In America, too often, when we interviewed companies on our Commis-
sion and said, why don't you invest more in training, the answer was well, I
could train somebody and then he'll walk across the street, to my competitor,
to some place else, and I lose all my money.

And so there's not that same incentive, because you don't know what's go-
ing to happen in work. You buy a piece of machinery, you know it's yours;
you invest in a worker, you're not sure where that worker's going to be three
years from now.

So I think those of—

SENATOR SarBanes. Well, this proposal of Governor Clinton's, where an
employer commits a certain amount to training his workers, or failing to do
that, he contributes that amount into a public fund that would train the work-
ers, would be designed, I take it, to get at that very problem. So a company
would not be reluctant to train its workers because it feared they would then
leave the company, because the company, in effect, has to make that commit-
ment to training. Of course, it would eliminate that company's apprehension
about a commitment to training. Would that be correct?

MR. Magaziver. Yes. If you look at other countries—not Japan, because
they have the lifetime learning system—where there is a lot of labor mobility,
the way they've solved this problem is precisely that. They've created univer-
sz:hl systems which involve virtually all companies training in some way or an-
other.

So, if you add together the different programs in Germany, for example,
companiés are required by law to spend about 3.5 percent of the payroll on
training. In Sweden, it's 2.5 percent. In France, it's 1.5 percent. In Singapore,
it's 1 percent, and in Ireland, it's 1 percent. And we can go through a whole
long list. And they do it in different ways, but they basically have that kind of
requirement.

As we interviewed companies in those countries, they said they didn't hesi-
tate to do that, because they knew everybody else was as well. And if the em-
ployee left, then they could hire an employee who has been trained
somewhere else. And so that universality in the system was important.
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Right now, about 15,000 companies in America do about 98 percent of the
trainhi:g that takes place, out of the millions and millions of companies that
we have.

So, I think, although I can‘;r?eak for Governor Clinton, I think the pro- .
posal that has been put forward calls for gradually phasing in this kind of
training over the decade, but recognizing that very small companies might not
be able to do it, or it might be too burdensome. It begins only with companies
above a certain size so that it doesn't put an undue burden on a local retailer
that has only three or five employees, or whatever.

MR. REynoLDs. Can I, Mr. Chairman, make a comment?

SENATOR SARBANES. Surely.

MRr. ReynoLps. This is a false economic argument, even though an econo-
mist as great as Alfred Marshall endorsed it.

There is no problem of underinvestment in worker training, provided
wages and salaries are flexible. Suppose you have two jobs offering the same
com ion, but one features a training component that will raise your pro-
ductivity for the future, as well.

Well, people would want the training component job. That would keep
down the wage. In effect, the employer could offer a lower starting wage or
lower wages while their productivity is lower, and then raise wages due to the
competitive component later on when the workers are more productive.

So the usual analysis is that the workers actually pay for their training, and
it's a perfectly general phenomenon, so there's no problem of underinvest-
ment.

MR. Magaziner. 1 understand. If you took the global economy as one unit,
which it's increasingly becoming, your argument is correct.

Theoretically, I think the problem that you have is that if your concern, as
these gentlemen's concern has to be, is to say okay, I'm sitting here in a coun-
try now that, on average, has higher wages than a lot of other countries, and
what I want to do is not necessarily say to my people, well your wages have
to come down in order to——

MR. RevnoLps. Well, until higher productivity-——

MR. MaGAzINER. | understand. But what I'm saying is that in a dynamic
sense, the company could say, okay, I'll do my low wage thing and put my
training into a plant in Singapore or into a plant in Mexico or wherever, rather
than into my American plant, because that way I can put it into a place where
I have a lower wage.

Now, that American worker, under your theoretical case, could say, okay,
I'll go from Michigan and take that job at a lower wage, get the training. But
that's not really very realistic in the real world.

So I think theoretically, I understand what you're saying, but——

SENATOR SARBANES. Yes, the company shifts the jobs but the American
worker cannot shift his location. The company can put the job in Mexico and
work on that theory, do a lower wage and the increase in productivity over
time and so forth. But that does not help the American worker. In fact, that
simply moves his job out of this country and into some other country. That is
exactly the problem.
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SENATOR RIEGLE. Yes. That's already what's happening in the auto industry.
Without the Free Trade Agreement with Mexico, we've had 70 auto plants
—Ford, Chrysler and GM plants—go to Mexico, and we're now seeing all
these plant closings across the United States. That's just the auto industry.

We've had a more recent example of making typewriters up in Cortland,
New York, with the Smith Corona Company doing precisely the same thing.

Could I pursue that, just for a minute, just on the trade front? I want to, if I
may, refer to a chart that I sent down, and if I can get Senator Sarbanes to
hold it up. I just want to relate this to what our performance has been over a
period of time, and try to figure out where we go from here.

This chart shows the cumulative trade deficit in the United States since
1980. And this chart down at the bottom starts at 1980, and it comes through
where Senator Sarbanes' thumb is, to 1992, the present time.

If we had a chart that went back in time to the seventies and sixties and fif-
ties, all the way back to the start of the century, you'd find that prior to going
into this red deficit position that we actually had a positive balance of trade.
We were up above the zero line, going all the way back to about 1914.

But in the eighties, the accumulation of a lot of things caught us in a situa-
tion where we started to run these trade deficits. What Is so stunning is what's
happened in such a short space of time, given our earlier history. We've gone
from 1980, twelve years now, up to 1992. And this scale is notched in hun-
dred billion dollar segments.

So you can see this cumulative trade deficit, since 1980, has now gone
through the trillion dollar mark, which would be right here on that scale.
We're now down here approaching $1.2 trillion, in terms of this aggregate
trade deficit with the rest of the world.

Something is terribly out of phase with us, and I want to go to the second
chart, right here.

Now, if you take this chart, if Senator Sarbanes will hold that up again. It's
very striking because this, in a sens, is an overlay of time on this miserable
trade performance of the United States, as we've become this leading debtor
nation, and have had all this drain of wealth and jobs out of the country.

But if you look at what's been going on in these other countries, they've
been using different overall economic strategies, but they have worked quite
well within their societies.

So Japan chose this real compensation per hour, which takes into account
productivity improvement, worker skill, and the industries in which they're
working, and so on. They've been at a nice steady climb since 1977, and of
course that's helped them create this huge trade surplus for them, which of
course is a trade deficit for us.

And the same is true with Germany. I think they're the two most important
relevant comparison countries in terms of major industrialized countries,
competitive countries.

But if you then look at the United States, you see this very anemic perform-
ance. We're lagging way behind these other countries.

Now, with that as the background, I want to pose this point, and then ask
you to respond to it.
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I had a chance to study economics in some good universities myself, and
so, I have had a chance to deal with these concepts for a long period of time
and do it with some outstanding professors at the University of Michigan,
Michigan State, Harvard Business School, and other places.

What I'm finding is that other nations now have decided to adapt their form
of capitalism and their free market philosophy, which they essentially have, as
I think all of us here do.

But they've decided that they need a more unified strategy in their public
and private sector, and their work forces and citizens. And they have decided
that they have to orchestrate that strategy in a way to get onto these improving
lines into the future, in terms of their national output and income, and their
economic performance as a nation.

So they have concentrated on education, on infrastructure, on worker re-
training, lifetime worker retraining and so forth.

We've done very little of that in the United States. We've let that just get
sorted out by whatever way the market forces, the mixed bag, would bring it
out.

SENATOR SARBANES. Actually, we have allowed our infrastructure to deterio-
rate. The fact was that we used to have a clear understanding that infrastruc-
ture was a very important responsibility that needed to be discharged.

And, of course, one of the major infrastructure projects that this country
ever undertook was under a Republican president, President Eisenhower,
which was the Interstate Highway program.

SenaTOR RIEGLE. Exactly.

SENATOR SARBANES. And it's only in relatively recent time that we've simply
allowed the U.S. investment in infrastructure to deteriorate to the point where,
in many respects now, we have second-class infrastructure.

SenaTOR RiEGLE. The roads are falling apart all over the place. We see it in
Michigan in the bridges and so forth.

I was in Pittsburgh this past week. I was coming back from downtown
Pittsburgh, out to the airport, traffic was slowed down, and I had a chance to
look at these concrete dividers on the highway that keep one lane of traffic
from coming across the center to the other side. They're all rotting away. I
mean, the concrete's rotted away. It's in a pile on the ground, and the steel
girders that run down through 1it, that reimfc))rce the concrete, are all rusting
away. -

I had just been speaking to a group of steel workers who had lost over
100,000 steel worker jobs. I'm driving back and I see the infrastructure rotting
away, right before our eyes, and we obviously need these steel girders to re-
build this particular stretch of highway, not to mention all the other things that
we need to be doing in this country.

And I thought to myself, why can't we couple these unused steel mills and
these unused steel workers who are sitting on the sidelines and who have this
skill, and put them to work to build these steel girders, so we can come back
out here and rebuild this highway before it literally falls to pieces.

We've had any number of bridges collapse recently in the United States.
But quite apart from those that have literally fallen down into the rivers that
they cross, killing people and everything else, is that we now have an
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inventory of unsafe bridges in this country that is enormous, that have to be
rebuilt. Or water systems, or, as you say, fiberoptic networks, and other things
that we need to be doing.

There's so much work that needs to be done.

But coming back, when you look at this chart of the other nations, what
they have done is two things. They've taken the invisible hand and then some
visible hand. That is, they've put the two together and worked out a coopera-
tive national strategy that is working very effectively for them in the interna-
tional economy.

And they are not sacrificing their workers to low wages. The Germans are
not running their workers into an impossible wage competition with the
Mexicans. Or, in the case of Euro , when Turkey wanted into the Com-
mon Market, they were kept out use they were a third world economy
with low wages like Mexico. And the Germans were not prepared to have
their workers caught in a situation where they had to compete against Turkish
wages, and so they kept them out.

That's the different theory that's being practiced by Bush. I happen to think
it's wrong here, because I think it's very destructive to us.

‘But without getting off on that point about the Mexico Free Trade Agree-
ment and the dangers that it poses to our country, it seems to me that the data
is now in. We have to have a new economic strategy where, within the scope
of our past history and free market practices, the invisible hand and the visible
hand have to both be used here to shape a strategy that solves these deficits in
education, solves these deficits in technology, solves these deficits in terms of
worker training, and really start to move us, and particularly in key industries.

These nations are also deciding which industries they want for the future,
which industries are going to be valuable through the nineties and into the
next century.

So they're making sure that they're not missing those industries or having
those jobs in those industries and that national wealth doesn't go to some
other country.

Now, if we don't have some kind of a new mixed strategy of that
kind—and I might just make two other points.

We did that during World War II. When we were faced with an interna-
tional danger that required cooperation and a very sophisticated national eco-
nomic response, we put it together in this country.

Business and government and labor got together. And we went on an eco-
nomic surge and we went out and mobilized and won World War II. It was a
phenomenal effort in national cooperation.

Once the war was over and the other countries were beaten down, we for-
got what we knew during the war time. And the other countries have come
back, as we now see, particularly in the last decade.

Now, we're in a new kind of a war. We're in an economic war and we're
losing it. That's what that trade deficit chart shows. We're losing the interna-
tional economic war, and we're losing it in terms of compensation per hour of
our workers. And even worse than that, we're building an underclass in this
country, which today's headlines tell us about, where the underclass is
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growing; there is more and more poverty. And we're seeing a disintegration of
our social order.

We're seeing more and more of a Clockwork Orange society where there's
violence, random violence. You are from Texas A&M. I have to tell you that
if you walk the wrong direction in this town, and you go down to take the
subway and you do it at dusk, you run the risk, as anybody does in this town,
of being shot and killed, because we've had that happen. And it isn't just
unique here. It's happening down in Texas and happening in the fifty states.

We're imposing terrible stresses on our society because we have a malfunc-
tioning economy, and we just won't wake up to the fact that we have to come
up with a new strategy and orchestrate this effort.

That does not mean government calling the signals. I mean that's a false
and phony issue. Nobody's suggesting that. But you can't put government to-
tally on the sidelines here, when what you need is a mobilization and a fo-
cused effort that allows you to start to close these gaps.

Otherwise, we're not going to close them, because other countries now
have a lead on us in these areas. They're not only not going to wait for us,
they're laughing at us.

The Japanese have been laughing at the United States. They belittle our
work force. In fact, off to the side, they laugh at our government because of
the lack of direction and the fact that we don't have any plan that gets us going
at full speed, such as these other nations are doing.

I think this is a clear and present danger to this country. I think the country
is in real danger of losing its economic future, if we don't construct this plan.
In fact, we are losing its economic future each day.

And frankly, it's not enough to leave it to the invisible hand. We've left it to
the invisible hand. The invisible hand doesn't get this job done. The invisible
hand doesn't {xovide the education, doesn't provide the job training, doesn't
provide the allocation of money and resources into the technological areas.

That's what these other countries have found. They've decided they have to
augment it, that they have to have the invisible and visible hand working to-
gether in a very intelligent strategy.

Now, what it comes down to, to me, is that we have to decide. Are we so
stupid here in the United States that we can' figure out a strategy that's at least
as effective as the strategy that the Japanese and the Germans have?

I think we can. But if we start by saying that we can't even think about it,
first of all, that there's no real problem. So we go off and work on something
else, instead of working on what is the overriding driving central issue of the
day, namely, the problems and damage being done to the U.S. economy and
the U.S. work force.

We end up saying, first of all, there is no problem, and second of all, well,
if we're going to finally recognize there is a problem, we really can't do any-
thing about it because, if government somehow becomes a partner in all this,
such as we had in World War II, we're going to end up losing rather than win-
nng,

We're losing today.

And if this U.S. Mexico Free Trade Agreement goes through—which is
really a jobs program for Mexico, as Lester Thurow testified, just a couple of
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weeks ago—a full third of the American work force without appreciable job
skills is going to find itself competing directly with Mexican labor that eams,
on average, about 50 cents an hour. And there is no way that they can effec-
tively do it.

Now, you can have a free-market response to that, and the free-market re-
sponse is going to be very simple. The jobs are going to be snuffed out here.
ghe lwork's going to go down to Mexico, and we're going to have a bigger un-

erclass.

We're going to have a headline like this a year from now, where we've
probably added another two or three or four million people to poverty. And
our cities are going to be falling apart. We're going to be at war with ourselves
because we don't have a strategy to do anything about it.

First of all, that's crazy economics, but it's also is unwise national policy.

I mean, we're squandering our people. We're squandering our people's fu-
ture. We're turning away from our people's needs. That's why people are so
frustrated. That's what the Ross Perot thing, I think, was about.

The political rebellion that's out in the country is in the citizenry where
people actually feel this economic erosion. They feel this loss of real income
over the last three years. They see their kids' economic future being dimin-
ished. They're scared to death of it.

They don't want to see America continue to slide backward, and the middle
class continue to shrink and people slide back into poverty. They want a
change, and they want an intelligent change. And you can't leave government
on the sidelines.

Government can't run the show, but we're going to have to have an Ameri-
canized model and a new economic strategy that can compete effectively
against the Germans and the Japanese. And if we don't, we're going to lose
our future to them, as we have been doing for the last ten years, and which
that trade chart shows.

People can talk from now until doomsday, and it doesn't talk away the fact
that we're $1.2 trillion upside down in foreign trade over the last decade, be-
cause we've been out to lunch. We've had a bad economic strategy. Trickle
down doesn't work. It may drive up the price of paintings at Sothebys, and we
may sell a few more half a million or million dollar yachts and have a few
more very fancy apartments on Fifth Avenue for those that can afford them.
But, at the same time, we end up with an enlarging underclass, more people in
poverty, more and more people sliding backward in terms of their incomes,
and a country in deep trouble.

That's the choice we face. :

SENATOR SarBaNEs. Well, I think that is a very powerful statement of the
situation we confront.

I just want to put a couple of questions.

Mr. Mishel, why do you think this recession has affected white-collar
workers so much more than previous recessions?

And let me just make this observation. It's very interesting to me that all of
a sudden a whole sector of our economy who never understood, and in many
instances had not very much sympathy with bluecollar workers, who were
always encountering these job layoffs and the question of unemployment
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insurance and how do you have health coverage for your family when you've
lost your job and everything else, all of a sudden now, because of the way this
recession has worked, there's a growing understanding and sensitivity in the
sector of the population that largely was previously oblivious to that situation,
because they are experiencing it themselves.

And they now have come to understand what it means to have been an ef-
fective worker doing your job, playing by the rules, and through no fault of
your own, losing your job, and then having to face the problem of how do you
support your family, how do you meet your health-care needs and so forth.

Its my perception that many, many people classified as white-collar, who
have never had this experience before, either themselves or their acquain-
tances or friends or neighbors are now encountering it for the first time, and
as a consequence are beginning to develop an understanding of the problems
that blue-collar workers have periodically come up against as the nation goes
into recessions.

What is it that has brought them into this recession, as well?

MR. MistEL. First, let me comment on blue-collar workers, then on white-
collar workers.

Its important to understand that the unemployment rate of blue-collar
workers is obviously now far higher than it was a few years ago.

SENATOR SARBANES. Oh, yes. It is still a blue-collar recession, as well. For-
tune was right to put on the cover, in my opinion, what is obviously a blue-
collar worker looking out at a parched countryside, when they talk about a job
drought. But they were also right, I think, to put on the inside, a white-collar
worker facing the same situation.

So they, in effect, have underscored, as it were, the double dimension of
this recession and what confronts both the white-collar worker and of course
the blue-collar worker.

I have always regretted the fact that the society generally didn't seem to ap-
preciate what the blue-collar worker was up against.

It's very difficult for them. They usually don't have savings put aside of any
significant degree. They lose their job and they're really dependent on unem-
ployment insurance. They tend to lose their health-care and so forth.

But a lot of white-collar workers are now experiencing the same thing
really for the first time, and are beginning to hopefully develop an under-
standing of the problem.

MR. MisheL. Exactly. I mean, the unemployment rate among white-collar
workers has risen more than usual in a recession, but the white-collar unem-
ployment rate is still lower than what the blue-collar unemployment rate was
going into the recession. But still I think the point stands that this has been a
peculiarty white-collar recession.

I think the reason is that we are paying the price for the unbalanced growth
of the 1980s. We had too much commercial real estate, too much building for
tax shelters rather than shelters for offices and housing. So we had a much
overexpanded real-estate sector.

We're paying the price for the problems in the insurance industries, in

g.
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We have a highly leveraged retail sector that hasn't increased sales in five
years, and which is going through a lot of bankruptcies.

We have basically no growth in all of the white-collar intensive industries.
Plus, the lean and mean strategy of American business, which was cut to the
bone in the early and mid-part of the 1980s, has moved upscale to the white-
collar work force as firms are now drastically cutting white-collar employ-
ment, both in manufacturing and in services.

The combination of these effects is to create a lack of growth in white-
collar employment, and also very serious income problems.

You might note, Senator Riegle, that the current recession has not only led
to a very high increase in poverty, but that the largest income losses from
1989 to 1991 were in the very best-off families in the upper 5 percent.

We don't have any data on the upper 1 percent. And I would bet that they
may not have been hurt as much. But it's not only that trickle down has not
worked for the vast majority of Americans, it's no longer even working for the
people who get the first trickle.

SenaTOR SARBANES. Now, Mr. Magaziner, let me ask you this question.

I note that the European Community is embarking on, I think, a $30 billion
investment in developing a rapid inter-country rail system. Is that correct?

MR. MaGaziNer. Yes, I believe so.

SENATOR SARBANES. Of course, that dwarfs anything we have thought about
doing in this country, doesn't it?

MR. Magaziver. Yes. And I think, in general, if you look at both Europe
and Japan, there are plans for major, major infrastructure investments.

The Japanese have apé)roved a $300 billion program for infrastructure in-
vestment over the next five years. And in Europe, there are a series of pro-
grams including the rapid transit program that you've talked about.

And the Japanese are embarked upon, as are the French and the Germans,
long-term, 15- to 20-year programs to completely bring broadband fiberoptic
communication around the country to offices and homes, so there are major
initiatives underway elsewhere in the world for——

SENATOR SARBANES. I take it that it is your view that much of what a major
infrastructure investment program would require, in terms of human capital,
could effectively draw on a lot of the abilities and capacities that have hereto-
fore been in the American defense industry?

MR. MaGazINER. Absolutely.

SENATOR SArRBANES. And if you are going to be bringing down defense
spending because it's no longer needed to address the security threat, and yet
you have some very talented people who have worked in those defense indus-
tries for many years, the one place in which their talents could be very effec-
tively put to work would be in a major infrastructure investment program?

MR. MaGazINer. Yes. And, as [ said, we've done a study of the skill sets,
and they match pretty closely, so you're not having to talk about a major, ma-
jor reorientation of that work force.

The other thing I would say is, one problem that we've always run into
when we think about it, is that we say, well, a number of the companies that
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do defense work don't really have experience in the commercial marketplace,
so they really can't make that transition.

But in the proposal 'm making, you don't depend on that. You basically are
letting the marketplace decide what companies want to go in and respond to
these requests for bids on infrastructure programs, but you're just saying that,
as part of their overall bid process, they'll pick up one of these defense plants.
So you make the defense contractor whole because that defense contractor’s
plant is sold or subcontracted to, and the new company that's going to go into
:ihqt business and do the business then is one that is capable and can gear up to

omng it. .

One of the problems we have, just to make the point clear about what
you're saying about Europe and Japan, if you want to look now to engineer or
construct a high-speed rail system or an intelligent highway system, or a mod-
emn recycling system for solid waste, or a modem combined sewer overflow
system or whatever—I can go on and an on—you'll find that a lot of the lead-
ing manufacturers in the world are not in the United States, because compa-
nies have been stimulated by programs in Europe and Japan to go into those
businesses. ‘

SENATOR SARBANES. Yes. We are building mass transit, and we have to im-
port the subway cars from outside of the country.

MR. MacazINer. Exactly. It's crazy.

SENATOR SARBANES. We do not build subway cars in this country for the
mass transit systems. And yet we need mass transit to meet the transporta-
tional needs of the major urban areas. They are energy efficient and they are
an environmentally positive development. .

MR. Magaziver. Exactly. And just to give you an idea of that on the mass
transit side—I mean, we're not talking science fiction here. In Europe and in
Japan, you can ride trains that go on average 180 to 200 miles an hour. Within
five to ten years, there'll be trains, because they're already in prototype, going
up to 300 miles an hour in those places.

And, you know, that would mean going from, say, Boston to Washington
in our crowded corridor in about an hour and a half.

Well, if you had a train system that did that, you would substantially
change the equation on gasoline usage, pollution, airport congestion, a whole
range of other types of things.

SenaTOR RIEGLE. Wasted time of our people.

MR.MacaziNer. Wasted time of the people and so on.

And so we're not talking science fiction here. We're talking things that are
real in these other countries.

And here, if I want to go from Boston to New York, I have to change and
wait for a train, because we're not electrified part of the way in New Haven,
and so on and so forth.

Igustcome back to the point that has been read into recorded history, as far
back as it goes, that there has never been a world economic leader that did not
have the world's best infrastructure and the world's best technology base. It
just hasn't been there.

SenaTOR RIEGLE. Mr. Magaziner, can I just ask you this question. Mr. Rey-
nolds makes the point that eventually the invisible hand will sort all this out.
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You may have an awful lot of disruption and displacement in the mean time,
but sooner or later there'll be an equilibrium reached.

And the concern that I have, if we give full weight to that approach, espe-
cially when you see what's going on in the world today, it seems to me that
that doesn't get us where we need to be. In other words, we have, in large
measure, tried that and thats——

MR. MacazINer. Well, see, there are two issues. I think theoretically that 1
understand what he's saying.

But, as we move towards a global economy, the invisible hand will equili-
brate across the global economy.

And so basically, if you allow that to happen when you're sitting in one of
the higher income countries, if you're not trying to accelerate your own devel-
opment, you're going to have trouble because you're going to equilibrate
downward. But I don't think that's good policy for the United States, to just
wait for all those things to work themselves out.

And the second thing is——
ﬂlaiENATOR SarBaNEs. And the other advanced countries are not practicing

Mr. Macaziver. Exactly. The other advanced countries are recognizin
this, and they're saying we have to accelerate our movement towards the higl%
productivity society because we want the world to globalize. I mean, they're
not saying protect.

As this begins to happen, we have to accelerate our own skills develop-
ment, our own technology development, our own infrastructure development,
so that as things globalize we will be in good shape. ‘

And I think that's a more forward looking strategy that supplements the
free market.

SENATOR SARBANES. Well, gentlemen, thank you very much. This has been a
helpful panel. We very much appreciate your testimony.

The Committee stands adjourned. :

[Whereupon, at 12:32 p.m., the Committee adjourned, subject to the call
of the Chair.]
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