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FEDERAL PROGRAMS FOR THE DEVELOPMENT OF HUMAN RE-
SOURCES: QUESTIONS AND OUTLINE FOR A COMPENDIUM OF
PAPERS PROVIDING AN ECONOMIC ANALYSIS

INTRODUCTION

This outline for & compendium of papers is designed to carry forward
the investigation by the Subcommittee on Economic Progress into
the broad area of human resource programs of the Federal Government,
and their relationship to programs in the private sector. The sub-
committee believes that in view of the increased role of the Federal
Government in the human resource field, it is necessary to define and
evaluate the economic aspects of the Government’s programs and to
clarifly fundamental issues and concepts.

While analytical work has been done on the subject of investment
in physical capital, similar study evaluating investments in people is
biifely beginniig. It seems probable that such discrepancies in eco-
nomic knowledge have surely affected decisions on the Nation's
priorities and the allocation of resources. However, there is a growing
body of evidence to the effect that yields from investment in people
are as great if not greater than investments in machines and physical
equipment.

The reasons that Federal programs for the development of human
resources are needed are the same reasons that the programs them-
selves are difficult to analyze. First, many of the programs have
substantial external effects, or in other words, their benefits are
not limited to the primary participants. Second, many tend to improve
resource mobility and raise market efficiency generally. Third, they
often involve strong noneconomic considerations of equity.and income
distribution. ‘

To what extent can economic calculus be applied to the area of
human resource conservation and development? What are our national
human resource objectives? Are existing programs effective in pro-
moting theése broad objectives? Which criteria are relevant in program
evaluation? Can existing results be obtained more efficiently by
alternative means? How can the decisionmaking process be improved?
Can the Federal biudget be organized more effectively? Is longer run
budget planning feasible? How should ‘“returns” and ‘“‘costs’” be
conceptualized and to v hat extent can they be measured? What are
the marginal net returns from resources devoted to human resource
conservation and development programs, and how do these returns
compare v ith those stemming from investment in physical capital?

The subcommittee hopes to give participants in this compendium
an opportunity to look at where the United States is, where it is going,
and how it can proceed efficiently in the area of human resource
development. It is hoped that the contributors in so doing will provide
perspective useful to Congress and will provide background materials
for further study and hearings.
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2 PROGRAMS FOR THE DEVELOPMENT OF HUMAN RESOURCES

The following comments are not designed to prescribe or limit dis-
cussion, but rather to give an indication of some of the subcommittee’s
concerns in this field.

BackGgroUND !

The subcommittee has completed one phase of its study of “Federal
Programs for the Development of Human Resources.” The study was
undertaken to provide policymakers with systematic information on
the extent of the jobs to be done, the availability of resources, the
costs of various alternatives, and probable effects of the programs on
the economy. The intent of our first phase was to classify and quantify
the many Government programs directly affecting human resources,
to anticipate the scope of the tasks to be accomplished, and to estimate
the probable size of the public and private programs in the next 5
years. In addition, an initial attempt was made to assess the economic
mpact of the programs.

Included within the scope of the study were programs which the
various departments and agencies, in response to a questionnaire
from the subcommittee in September 1965, identified as primarily con-
cerned with the support or development of people in the United States.
Major categories identified in the report encompassed programs
for environmental improvement, education and training, health care
and improvements and income maintenance and family support. The
staff analysis contained in volume I focused on the size and effect of
expenditures in each of these functional categories. The application
of cost-benefit analysis to human resources programs, as well as the
significance of the planning-programing-budgeting system, was also
discussed.

Federal Government expenditures for human resources programs,
as defined for purposes of the survey,? totaled approximately $43.6
billion in fiscal 1965. This magnitude accounted for approximately 37
percent, of total Federal expenditures for that year on a national
income accounts basis. More than half of these expenditures were
made by the Department of Health, Education, and Welfare, or
$23.1 billion. Old-age, survivors, and disability insurance payments
alone accounted for $17 billion.

The staff analysis of part I gives some perspective to the estimates
of total expenditures by examining the historical breakdown between

ublic and private spending and between Federal as opposed to

tate and local spending. While total expenditures for health, educa-
tion, social insurance, and welfare in the United States have increased
in both absolute and percentage terms, relative to gross national
product, the distribution between public and private spending was
approximately the same in 1966 as in 1950, or about two-thirds and
one-third. However, the distribution of expenditures varied as among
program categories. For example, in the case of income maintenance
and welfare, public programs accounted for at least 85 percent of total
public and private spending for each year for which data are available

1 The Joint Economic Committes has been actively concerned with problems relating to human resources
for almost two decades. A listing of related reports and hearings may be found on p. 9.

? In the survey, human resources programs were broadly defined. The questionnaire stated that “The
test for inclusion is that the programs are directed primarily toward maintenance or develogment of people
in the United States or, alternatively, have as a secondary effect a substantial impact on the development

of human resources.” Inquiry Relating to Human Resource Programs, Subcommittee on Economic Progress
of the Joint Economic Committee, 1965,



PROGRAMS FOR THE PEVELOPMENT OF HUMAN RESOURCES 3

from 1950 through 1966.% In contrast, public expenditures for health
and medical care amounted to only about one-quarter of the total.*

Within the public sector, the distribution of spending for human
resources programs has shifted significantly. Between fiscal 1950 and
fiscal 1966, the share accounted for by the Federal Government
shifted from 43.5 to 53.4 percent, while the share accounted for by
State and local governments fell from 56.5 to 46.5 percent.®

The initial report achieved gains in assembling, classifying, measur-
ing, and describing the many programs, but left for future investiga-
tion the difficult tasks of refining the economic concepts that are dealt
with, assessing economic effects of governmental programs, and pro-
jecting future requirements. As was pointed out in the report, it “does
not offer a definitive analysis and systematic evaluation of the human
resources programs of the U.S. Government. It provides, rather, a con-
venient compilation of pertinent materials that outlines the extent
and contours of the area to be explored, indicates roughly the num-
bers of people affected by selecteci) programs and the ways they are
affected, and may serve as a starting point for future investigations.”
It serves mainly to suggest avenues for exploration and to demon-
strate the need for better analysis in this field.

The analytical tasks remain largely uncharted. The responses of
the Government agencies suggested diverse objectives and significant
difficulty in conceptualizing or measuring the effectiveness of their
programs. Moreover, the responses indicated that the agencies had
not succeeded in measuring the scale and range of needs in their
respective fields. These conditions make it very difficult to gage
current efforts against reasonable requirements, or to assess results
against potential achievement.

The Subcommittee on Economic Progress in this compendium and
the hearings to follow is seeking new aids in decisionmaking in the
important field of human resource development. The growing emphasis
and the massive resources being devoted to this area require new paths
of thinking and new analytical tools. It seems imperative that technical
experts develop the capacity to look across the traditional boundaries
of their specialties. For example, health and housing experts need to
work in close cooperation with economists to determine the significant
economic side effects of their programs. What are the interdependent
effects? What are the alternative costs and methods of expanding
health benefits or more adequate aid to dependent children? What are
the implications of not expanding these particular programs? And
what increased contribution can the private sector make?

CoMprENDIUM CONTENT

ParT I of the compendium will be devoted to a general assessment
of the development of human resources in the American economy.
First, the subcommittee would welcome critical comments and
suggestions concerning the recently completed report on Federal
Programs for the Development of Human Resources.” In the light of
the responses received, can the objectives be more sharply defined?
my of “income maintenance’ are inclnded expenditures under organized income maintenance
and welfare programs in the private sector—specifically private employee benefit plans and organized
philanthropy but not individual annuities.

4 Federal Programs for the Development of Human Resources, vol. I, table 1, pp. 8 and 10. The data came
from Ida C. Merriam, ‘‘Social Welfare Expenditures, 1965-66,"" Social Security Bulletin, December 1966,

. 9-21.
plz Federal Programs for the Development of Human Resources, vol. I, table 2, p. 15.



4 PROGRAMS FOR THE DEVELOPMENT OF HUMAN RESOQURCES

What is the meaning of the phrases “human resources’” and “invest-
ment in people”’? The subcommittee’s questionnaire to the Govern-
ment agencies indicated that the test for inclusion in the category of
human resource programs is “that the programs are directed primarily
toward the maintenance or development of people in the United
States or, alternatively, have as a secondary effect a substantial
impact on the development of our human resources.” ¢ The review
of the materials supplied by the departments and agencies used four
major program categories, based on their program function: (1) envi-
ronmental improvement programs; (2) education and training pro-
grams; (3) health care and improvement programs; and (4) income
maintenance and family support programs (p. 27). However, it was
recognized at the outset that some other system of definition and
classification might be preferable for some purposes.

The term ‘““development of human resources” as used in this part,
is broader than is usually implied by such phrases as “investment in
human capital,” which is limited to the “activities that influence
future real income through the embedding of resources in people.” 7
Resources may also be “embedded in people” to prevent socially
negative results. :

What are the national goals in the area of human resource develop-
ment and how are these goals related to other national goals, such as
price stability, economic growth, and equality of opportunity? The
goals should be put in the perspective of the availability of resources.
For example, given other objectives, is it possible to “overinvest” in
education, or in health and medical care services? What are some
possible time paths for achieving specified goals, given the Nation’s
potential for economic growth? o

What progress has been made in human resource development. and
how can progress in this area be measured? What has been the growth
in the stock of “human capital”? What have been the flows of educa-
tion, training, snd health care and improvement contributing to this
stock? What are the differences between the flows of resources into
this form of investment measured in constant prices contrasted with
current prices? What are the resource bottlenecks?

How can_efficiency be achieved in allocating resources among
programs? How can priorities be established, and what are the
tradeoffs? What alternative methods are there, and how can such
techniques as program planning and budgeting assist in the decision-
making process? What sorts of tasks can best be accomplished by the
private sector? What are the effects of program financing on resource
allocation and growth?

How are, or should, public and private institutions be designed to
promote human resource development? What is the process by which
an idea in the area of social innovation is financed and put into prac-
tice? Are the motivations of the parties involved such that different
groups work at cross purposes? For example, many programs involve
Federal, State and local governments and the private sector. In such
circumstances, problems of defining and harmonizing diverse objec-
tives may be greatly compounded, and inconsistencies may appear
in the formulation, organization, and administration of interrelated
programs,

8 Federal Programs for the Development of Human Resources, p. 105.

T Gary 8. Becker, “Investment in Human Capital; A Theoretical Analysis,” Journal of Political Economy,
Supplement; Oct. 1, 1962, p. 9.
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There will be five parts to the compendium. After the general
reconnaissance of part I, part II will be conceined with education
and training needs and programs, part IIT with income maintenance
and family support, part IV with health care and improvement, and
part V with environmental improvement.

Part II of the compendium will provide for & more detailed exam-
ination of programs in the area of education, training, and the match-
ing of jobs and people. Although it did not begin suddenly, a new era
in employment policy has developed. Increasingly, attention is turning
from the quantity of jobs to the quality of economic opportunity.
Education and manpower programs are now in operation, designed to
aid not only in matching men and work, but in upgrading the quality
of the labor force. Manpower policy stresses more than simply pro-
viding a job. It focuses on the opportunities that the job offers for
self development. Federal policies for promoting full employment are
focusing not only the need for creating and maintaining conditions
f&vorab%e for employment opportunities and with promoting maxi-
mum employment, but also on the full development of human poten-
tial. Manpower policies are an essential instrument of full employment
policy at the present time.

The first problem raised is that of establishing an inventory of
education and training needs which are not now being met. How large
are the groups who are functioning below their potential because of
unemployment, underemployment, and nonparticipation in the labor
force for reasons of inadequate preparation or discrimination? What
are the real costs to society of these conditions? What is the size of
the investment required and how long will it take to correct these de-
ficiencies? What would be the costs and returns of corrective programs?

How can the design of programs for meeting education and training
needs be improved? What are the public and private roles? From the
standpoint of economic growth and efficiency, what is the relative
importance of vocational and job-related training on the one hand
and general education on the other? What is the role of military
training and education? Does the present structure of Government
programs correspond to this evaluation? Are there significant gaps in
our system of training? To what extent and how efficiently can pro-
gram gaps be met by expanding existing programs, or introducing
such proposals as (1) Government guarantee of training opportunities,
(2) business tax incentives for retraining the structurally unemployed,
(3) wage subsidies for handicapped workers, and (4) the role of the
Government as an employer?

What are the economic effects of education, training, and mobility
programs? What are the effects of selected types of programs on
income distribution and on economic eﬂ:"xciency?ythat are the “spill-
over” or “external effects”” of these programs in regard to the local
community and the Nation? How do these programs affect economic
growth? Can they raise ‘“market efficiency’” and thereby improve the
tradeoff between lowering the unemployment rate and maintaining
grice stability? How significantly did retraining contribute to the

ecline in unemployment after 1963? What is required to reduce the
unemployment rate from its present level to 3% and then 3 percent?
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Part IIT is concerned with the economics of income maintenance
and family support.® How can these programs be meaningfully cate-
gorized? Some are based on insurance principles and the benefits
are considered ‘‘earned,” while the benefits of others are based pri-
marily on need, whether demonstrated or presumptive. Need is not a
necessary requirement for receipt of social insurance payments;
however, the meeting of economic hardship is a major objective of the
programs. On the other hand, public assistance payments are based
almost entirely on specific need attributes.

To what extent do income maintenance and family support pro-
grams represent an investment and to what extent do they contribute
to current consumption without adding to potential future levels of
output? Do income transfers promote economic efficiency and growth?
To what extent do they promote economic stability? Does the addi-
tional security provided make workers more or less productive? Are
there some types of payments which impede economic growth and
resource mobility while others raise future national economic poten-
tial? What are the results if too little or too much is spent for income
maintenance and family support?

What are the debilitating effects of poverty on the economy? For
example, children who grow up in the midst of poverty often do not
acquire the training, attitudes, and opportunities that will enable
them to be productive members of society when they reach maturity.
How many children are in this category? What are reasonable as-
sumptions about the implication of growing up in poverty on their
lifetime earnings, their economic returns to the community, and their
net economic contribution to Government?

What is the resource gap between present incomes of the poor and
some reasonably adequate standard? How acute as well as how large
is the variation among States and among different types of communi-
ties in assistance levels? Are there persons whom the averages hide,
and who indeed have grossly inadequate resources for food and
clothing?

If the decision is made to mitigate poverty, three basic strategies
suggest themselves: (1) Helping those who have the potential to
develop their own human resources to the point that they have enough
to sell in the market to bring themselves over the poverty line;
(2) providing income assistance or assistance in kind to those who
do not have the economic potential; and (3) some combination of
the above choices.

In reference to strategies (2) and (3) above, can and should our
Income assistance programs move significantly from categorical to
more general types of assistance? What are the implications on pro-
gram cost, incentives, and welfare of alternative courses of action—

or example, the negative income tax proposal or a guaranteed income
floor for all persons or all persons who cannot, for reasons of age or
health, be in the labor force?

Part IV is concerned with the economics of health care and
improvement programs. At least five broad types of programs may
be distinguished: care and treatment of the ill; the prevention of
illness; medical research; the training of medical manpower; and the

8 The Joint Economic Committee’s Subcommittee on Fiscal Policy has invited experts to prepare papers
for a symposium on old age income assurance in order to make available to s wide audience current thinking

on problems in private and public pension programs and related programs whose objectives include old
age income assurance.
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building of medical facilities. Some of the Government programs in
the health field may stimulate the demand for medical services, while
others may stimulate the supply of medical services. Is the relative
emphasis between these two types of measures appropriate? Dollar
amounts devoted to medical care have certainly nsen relatively as a
share of consumer incomes and expenditures. But there have been sub-
stantial price effects so that the ‘‘real resources’” devoted to this area
have been quite different. To what extent are these price advances
attracting additional resources and to what extent do they represent
monopoly returns? What are the potential returns from productivity
advances in this sector? Or must the rising demand be met entirely
by rising prices and more resources?

Are the people of the United States receiving reasonably adequate
medical care? Of course, ‘‘reasonably adequate’” is difficult to define,
‘but perhaps some indication can be gained by comparing the general
-average to the health indexes of particular areas and groups.

What is the economic cost of the significantly higher death rates
among Negroes, Indians, and perhaps other groups? What is the cost
-of area differentials in health care which are not associated with race?
What are the costs of absenteeism from work and the major causes?
How large are investments in occupational health and of what magni-
‘tude is the economic loss resulting from occupational hazards?

From the standpoint of consumption, the price mechanism signals
‘that more health services are demanded as a nation develops, and as
family incomes increase. However, health services also contribute to
the growth process. Although there has been relatively wide discussion
-of the contribution of investments in health to the economic develop-
‘ment of underdeveloped countries, there has been relatively little dis-
-cussion of optimal health programs for the further economic develop-
‘ment of advanced nations,

Job performance is correlated with workers’ health. Absenteeism
and employees’ health insurance add substantially to the costs of
-doing business. Moreover, the cost in production forgone of ill or
injured workers may be even greater in an economically advanced
country than in a developing country. In early development if a
‘worker becomes ill or injured, there are many more young and healthy
-‘workers to take his place in the industrial sector. That is, the alterna-
tive cost is relatively low. But when high proportions of the population
are productively employed, the cost of replacing a typical sick or
injured worker may be much greater. What are the marginal returns
of resources devoted to the prevention and treatment of illness and
inj;llrie§?? To what extent can benefit-cost ratios assist in making this
analysis?

Inythe field of medical research, which diseases should receive how
much study? Which are the most costly to the families involved and
to the nation? Should relatively more resources be devoted to the
dissemination of research results or to research itself? Is maximum
use being made of modern methods of communication and data trans-
mission? Should more funds be devoted to medical research versus
other types of research or would additional funds merely result in
increased research costs, particularly in the form of higher salaries?
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"Parr V is concerned with the economics of environmental improve-
ment.® As an economy becomes highly industrialized, it may be neces-
sary to devote more effort and more resources to overcoming the ad-
verse side effects of the growth process itself. '

What are the effects of environmental factors on labor efficiency?
Is it possible to isolate the adverse effects on productivity of poor
housing, inadequate recreation facilities, and noisy, dirty, unsafe
streets? Should more research be undertaken to predict or warn against
possible adverse environmental effects of particular technologies or of
simply crowding? -

So far, most economic analysis has involved resources with positive.
values. Input-output analysis has been in terms of the transformation
of resources to finished goods without extensive analysis of the by-
products which have negative value. Is it possible to generalize about
the extent and growth of resources needed to counter the harmful
effects on the environment as a result of production processes?

Pollution prevention measures have costs as well as benefits. How
extensive are the net costs to businesses of devices to prevent pollu-
tion? How rapidly are these costs likely to increase during the next
decade? What criteria should determine whether a particular anti-
pollution measure should be adopted, and who should bear the cost?
‘What form should pollution controls take? For example, should mini-
mum- standards ‘be established, or should results be sought through
a system of taxes and incentives? '

% The Joint Economic Committee’s Subcommittee on Urban Affairs is conducting a long-range investiga-

tion of problems of our urban environment, As a first step, it has invited experts to contribute papers t&
form a compendium to be followed by hearings in the early fall of 1967. .

+
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CompENDIUM OUTLINE
PART I

AssEsSMENT oF THE DEVELOPMENT oF HUMAN RESOURCES IN THE
AmERIcAN Economy anp GoaLns For 1975

I. Human resource goals, or from a policy of high employment to
one of full realization of human potential; the relation between
economic growth and human resource goals; the allocation of
resources among competing goals.

I1. Measures of “investment’ in human resources.

HI. Methods of program evaluation; criteria; comparisons of al-
ternative means, including those of the private sector.

IV. The design and operation of programs for human resource devel-
opment; the formulation process, the organization of programs,
techniques for improved decisionmaking, the compatibility of
objectives and incentives.

PART 1I
EpucaTion aAND TRAINING: NEEDS AND PROGRAMS

I. The dimensions of the problem: an inventory of education and
training needs; economic loss of underutilized human resources;

A. Need inventory and required resources.

B. The measurement and extent of underemployment: the
special employment situations of women, nonwhites,
and the problem of phasing the young into the job
market and the old out; the required resources for
alleviating these difficulties.

II. The design of programs for meeting education and training goals;
the ro%e of public and private sectors; the structure and
emphasis of programs for employment preparation; program
adequacy at present and in 1975; relevant foreign experience.

ITI. Evaluation of the economic effects of the programs:

A. Benefit-cost.

B. Distribution.

C. Market efficiency.

D. Economic growth.

E. Financing.
PART III

INcoME MAINTENANCE AND FamiLy SupporT: REsSOURCE REQUIRE-
MENTS AND PROGRAMS

I. Definition of the problem: Its dimensions; the income gap
(variously defined); the debilitating effect of poverty (present
and future) on the economy.

II. The design of programs of income assistance:
A. Categorical versus general programs.
B. Regional variations in assistance levels.

11



12 PROGRAMS FOR THE DEVELOPMENT OF HUMAN RESOURCES

III. Economic evaluation of programs:

. Consumption distinguished from investment aspects.
. Intergeneration effects on earning power.

. Positive and negative. effects on mcentives.

. Effect on economic and social mobility.

. Effect on worker productivity and labor cost.

Effect on economic stability and growth.

PART IV

Hearvre CArReE AND IMPROVEMENT: NEEDPS AND PROGRAMS

HEDQ R

I. Relationship of health factors to economic efficiency and growth:

A. Health programs and labor efficiency.
B. Benefit-cost analysis of health programs.
C. The allocation of research among diseases.
II. The adequacy and distribution of medical care.
ITI. Economic evaluation of programs:
A. Supply-stimulating programs.
B. Demand-stimulating programs.

PART V
ENVIRONMENTAL IMPROVEMENT

I. The effects of environmental factors on labor efficiency.

II. External effects of industrial debris, and air, and water pollution:

A. Consumer welfare, health, and safety.
B. Producer costs.
C. Community services.

II1. The relationship between economic growth and human environ-

ment:

A. Effects of economic growth on environment—specifica-

tion of effects and community costs.

B. Effects of environmental pollution on economic growth.

IV. Investment in pollution prevention:
A. Effects on business cost.

B. Measuring the returns to the consumer, firm, and

community.
C. Financing.

@)



