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REDUCING UNEMPLOYMENT TO 2 PERCENT

TUESDAY, OCTOBER 17, 1972

Concress oF THE UNITED STATES,
Joint EcoNomic CoMMITTEE,
Washington, D.C.

The committee met, pursuant to notice, at 10 a.m., in room 1202,
Dirksen Senate Office Building, Hon. William Proxmire (chairman
of the committee) presiding.

Present : Senator Proxmire and Representative Reuss.

Also present : John Stark, executive director; Loughlin F. McHugh,
senior economist; John R. Karlik, Richard F. Kaufman, Lucy A.
Falcone, and Jerry Jasinowski, research economists; Walter B, Laes-
sig, minority counsel; and Leslie J. Bander, minority economist.

OPENING STATEMENT OF ‘CHAIRMAN PROXMIRE

Chairman Proxmire. The committee will come to order.

We meet at a time when it is difficult for members of either the press
or the committee to attend, for obvious reasons; we are in the closing
days of this session; many members are out of town. The other day
we had a meeting of the Appropriations Committee, one of the most
crucial meetings of the year, and it took us 6 hours to get a quorum.
We didn’t have a quorum of the Senate at all yesterday and we won’t
have one today, so it is very, very difficult under these circumstances
to get the kind of attention that this subject deserves. I think the adop-
tion of policies to reduce unemployment has the greatest potential for
improving our economy and for doing something effective about pov-
erty and substandard income, and do it in a more realistic and simple
way than any other kind of approach we can foresee.

Certainly, unemployment is one of the most difficult economic prob-
lems facing our society. Although this Nation has been committed to
full employment since the end of World War I1, the average rate of
unemployment has exceeded 4.5 percent over the past 20 years. That
1s a long way from an acceptable record and it is especially important
to this committee because as you know, this committee was established
in the so-called Full Employment Act of 1946 following the traumatic
experience of the depression, we had unemployment ranging up to 25
percent of the work force and averaging 17 percent for 10 years and
then the dramatic change in World War II, when unemployment
dropped down to 2 percent, that change gave us by far the greatest
improvement in income and a dramatic reduction of poverty during
that period.

(1)
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We had a price control system that worked well. It was with this
experience in mind that the Full Employment Act of 1946 was enacted,
and this committee was one of the institutions created to try to achieve
that aim for our economy.

Well, the situation has improved a lot over what it was in the 1930’s
or even before that, but it still is a long, long way from anything like
full employment.

Especially the average, 4.5 percent average over the past 20 years,
conceals miserable unemployment ratios for blacks, and minority
groups, and for teenagers. At the present time our unemployment rate
of 5.5 percent which means 4.5 million people are out of work. As we
all know, it has been even worse 1n the last 2 years.

As I indicated in announcing this study, unemployment is the cen-
tral concern of this committee. I believe that a decent job for everyone
who is willing to work should be our No. 1 economic priority. Un-
fortunately, a commitment to such a goal by no means insures its
achievement.

As a first step in expanding the margins of knowledge in this criti-
cal arca, we have asked Mr. Otto Eckstein and his associates at Data
Resources, Inc., to undertake a study of how we might reduce unem-
ployment to 3 percent and possibly to 2 percent—a level, I might add,
that has been achieved in other great nations of the world, including
Japan. As a matter of fact, in Germany it has been below 1 percent
for a long, long time and if they had anything like our present unem-
ployment level of 5.5 percent they would probably have a revolution.

T am glad to see that you reach a positive conclusion, that we can
lower the permanent unemployment rate to a level substantially be-
low the average of the postwar period, possibly down to 2 percent.
As you put it, this can be a realistic goal for the next decade.

Your study also indicates clearly that there are large issues that
must be resolved to achieve this.

As I view the subject, there are several broad avenues of inquiry
where a great deal of work needs to be done. One is the structure of
our market economy. We know that market is imperfect, that it is
afflicted with many rigidities, some of them resulting from the policies
of Government itself, that impede efforts to attain the best utilization
of our economic resources.

A second major subject that lies largely unexplored is the effect
of employment on increasing demand or changing its composition. It
is obvious that if demand were increased and its nature changed, it
could bring about dynamic changes in economic performance. But we
have no idea of how these would work out in actuality.

A third major area concerns the structure of the job market itself.
We know that there is a vast amount of work to be done in bringing
jobs and workers together. Considerable waste of manpower results
from deficiencies in our job markets.

Representing Data Resources, we have Mr. Otto Eckstein, who is
president of that organization, a former member of the Council of
Economic Advisers, and a former member of the Joint Enonomic Com-
mittee staff who helped on the landmark study on employment, in-
comes and prices in 1959 and 1960; Mr. Martin Feldstein of Harvard
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who undertook the staff leadership for preparing this study; and Mr.
Robert Hall of MIT who has consulted with Data Resources exten-
sively on this study.

Later we will hear from Mrs. Barbara Bergmann, University of
Maryland.

Mr. Eckstein, let me say at the outset of these hearings that I wel-
come your study as a stimulating and useful inauguration of our ef-
fort to explore the unemployment problem and the means that public
policy should follow to reduce it.

There are parts of your study that, frankly, I felt didn’t seem to
go as far as I hoped they would and your model seems to rely very
largely on the data of the 1960’s with very little, if any, input, of
course, from World War II experience which was salutary, or
from the European experience which we had so much in mind when
we wanted the study done; but I suppose it is very difficult to con-
struct models that will take into account these useful experiences.

At any rate, will you and your associates proceed with your presen-
tation in your own way and then we will call on you for questions.

Mr. Eckstein, please proceed.

STATEMENT OF OTTO ECKSTEIN, PRESIDENT, DATA RESOURCES,
INC., AND PROFESSOR OF ECONOMICS, HARVARD UNIVERSITY

Mr. EcrsreIN. Thank you, Senator Proxmire.

Let me proceed as follows: Let me make some introductory remarks,
give you some more fleeting conclusions about the current situation
and the current potential of aggregate policy and then turn it over
to my colleagues.

Chairman Proxmire. Mr. Eckstein, let me say I don’t know if it
is necessary, but we follow the rule invariably ; we have had trouble
with some of the witnesses—Mr. Burns objected to it. We time wit-
nesses and try to keep their remarks down to 10 minutes. There are
three of you so it shouldn’t be too difficult and any remarks that
vou cannot make you can put in the record or we will bring out in
any questions with you.

Mr. EcksteIN. Well, of course, Mr. Feldstein has really done the
largest part of the real direction of the study, so I will try to save
as much time as I can for him. Perhaps I can transfer a few minutes
of my time to him?

Chairman Proxmigre. Yes.

Mr. EoxsteIN. Let me only make a few very simple points.

First, I congratulate the committee and its chairman for reminding
us that, as your predecessor, Senator Douglas used to say, that we
really have to raise our sights every once in a while and that it is
the job of people like ourselves and of this committee to look ahead
to see if we can do better, rather than to lower our sights and resign
ourselves to whatever the current state of the world may be.

In my part of the study I took our large DRI model to see how
far we could get with demand policies alone before we make the
structural changes which really are the heart of the study; these
results are summarized in three tables at the end of my prepared
statement that I have already distributed.
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In table 1 which, of course, will be reproduced in the record, it is
clear that something fundamental has happened to make the married
male a smaller part of the labor force and, consequently his unemploy-
ment experience is now better than it used to be for given circum-
stances. This also means that you run out of that prime group of
workers earlier than you used to and you can see that most evidently
by comparing the period of, say, 1962, when unemployemnt was
about what it is now and the married male rate was 3.8 percent, and
the present time in which the same unemployment rate goes with a
married male rate of 2.8 percent.

You can also see that the rate for women is essentially unchanged
over the longer period of time, that the rate of teenagers has de-
tertorated as they have increased so greatly in numbers.

Now, how far can we get and what difference do alternative macro-
policies make to the whole story? That can be seen very easily in
tables 1, 2, and 3, all at the end of my prepared statement. Our outlook
is something like this: If we stay on the present path, which would
mean that the Federal Reserve continues to raise bank reserves by
some reasonable rate, and the budget is not put through the wringer
overnight in the next year, we would look forward to a continuing
improvement, the rate of growth staying at 6 percent for a while
longer and then settling down to somewhat less than 5 percent, and
this would lower the unemployment rate ultimately to about 4.5 per-
cent somewhere in 1974-75.

That seems to be roughly what has been the recent policy.

Now, on the other hand if we follow the script of table 3 in my
prepared statement, which is a much tougher policy, that the budget
all of a sudden is slashed in various ways and the Federal Reserve
does not go back to its sins of 1966 through 1969 but gets quite a bit
tougher than it is today, then, of course, this recovery is not as good
and the unemployment rate would tend to hover around 5 percent or
higher even in 1973 and 1974 and as far as the trained eye can see. If
that happens, then, of course, the rate of black workers—which is
unreasonable in any event—simply remains higher.

For example, male black workers who, with a good recovery might
get their unemployment rate down to 4 percent, would stay at 5 per-
cent and might even be close to 6 percent for several years in a row.
So a premature swing to conservative policies would be the biggest
single mistake that we could make in trying to reach our employment
targets. We are running the risk of a premature tax increase, I think
the Brookings Institution has tended to do too 2ood a job of persuading
the country that a tax increase is inevitable; perhaps one will be
needed buf at the moment, with the outlook for 1973, there is no
convincine case that it is needed for 1973. Perhaps 1974 is the right
time but that is reallv not pertinent to a decision now.

The huge fieure about enormous full employment deficits are now
floating around .

Chairman Proxmrre. When vou sav no convincing case for a tax
increase. what assumption does that make as to the size of the deficit
and size of the budeet? )

Mr. Eorerrrn. Well. in our estimate. the full employment deficit.
which was in surplus until very recently. might be on the order of
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$5-$10 billion in fiscal 1974 and there is no evidence now that it would
be bad for the economy.

Chairman Proxmigre. You don't think that is sufficient to warrant a
tax increase?

Mr. Ecxstrin. Not today.

Chairman Proxarire. Before 19742

Mr. Ecrsteix. No, that is right ; there is no prospect that unemploy-
ment, would drop much below 5 percent next year, even if our good
forecasts come true. It has no prospect of dropping to 4 percent; it
has no prospect of dropping in 1973 to 4.5 percent; when you raise
those taxes you will slow down the advance in the economy and the
economy needs not one more good year but at least two more good
years to do for the employment targets what aggregate demand can do.

Similarly, on the expenditure side, I am sure there are many prob-
lems of efliciency and there is much waste in Government. But the
general macro case does not require a tremendous slash in spending
overnight. There may be cases in particular programs. Similarly, the
conclusions are parallel for the Federal Reserve.

The goal of macro policy in the near term should be to lower the
married male unemployment rate to 2 percent as quickly as it can.
Once the married male rate is down to 2 percent and that is a figure
which is higher than it was in the period of labor shortage in the mid-
1960’s, two structural improvements would have to be in place. By
any method we can now use, 2 percent would be a situation which
would be reasonably normal, in which labor shortages would be very
peculiar and limited.

That would be goal No. 1 and until that married male un-
employment rate is down to 2 percent, and I wish the criterion could
be defined in terms of a comparable measure for women as well

Chairman ProxMIRE. Again, in view of the fact the other members
are not here, I am going to interrupt you from time to time. It seems
to me, Mr. Eckstein, you put a tremendous amount of emphasis on a
statistical relationship between the married male unemployment rate
and these other unemployment rates. The experience in World War II,
which we are referring to, the experience in Europe, as I understand
it, is that once you get unemployment down below a certain level, em-
ployers change their employment policies; they hire minority groups
m much greater numbers; they hire women; tgey hire teenagers, and
they make an effort to train them. They do so because it is in their
economie interest to do it and you have a far greater involvement of
groups that have been heavily unemployed in the economy and a
rapidly diminishing relationship between the unemployment rate of
married males and the unemployment rate of others.

That was the experience of World War II; was it not ?

Mr. Eckstex. That is all very true and, of course, we have to be
leery of interim targets. The last one was followed for 12 years and
then we tended to retreat from it.

All T am saying is this: Until the married male rate is down to 2 per-
cent there really is no argument. I don’t think any of the structural
considerations which will loom so large in this hearing really come into
play, at least for people who are concerned with the employment target,
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until you are to that point. And that point, with present policies, is 1%
or 2 years away at least.

Now, on the structural side, let me only add one point—one or two
points—to the detailed study of Professor Feldstein.

Youth unemployment looks to be the toughest part of the problem.
Their unemployment rates are astronomical as even these summary
tables show. The case that impressed me and the only one that I really
know about, in a realistic sense, is the West German case. In West
Germany the youth unemployment rate is extremely low; all rates are
low but the youth rate is also extremely low. Ours is 13 percent; theirs
is on the order of 1 or 2 percent. They do not have the youth unem-
ployment problem that we have and I think that the reasons are fairly
clear:

First, West Germany has a very elaborate apprenticeship system
which affects a reasonably large faction of all the young workers who
leave school and begin to enter the labor force. Apprenticeship means
they are taken under the wing of a company. They are not well paid,
they really ave still like in school ; they still live at home; they spend
3 or 4 years and at the end of the apprenticeship they have a trade;
at the end of an apprenticeship they typically stay with a firm. With a
good wage, they are then able to raise a family and escape the inse-
curity that our young people have.

Chairman Proxmire. This sounds as if the overwhelming propor-
tion of young people are in blue-collar trades. Isn’t there a great deal
of employment? Aren’t there a far greater number of them in service
and other industries where an apprenticeship program is unnecessary,
because the skill is not that great ?

Mr. EogsteIN. Well, in the white-collar areas such as banking and
fields like that, or retailing, they have something that resembles an ap-
prenticeship system. It is typical for a bank to hire a bunch of young
people, not to pay them very much in the beginning and teach them
something. But in the service jobs, Germany has a peculiar situation.
There are 1.3 million foreign workers who are typically in these serv-
ice trades. Germany does so well for its own people partly by leaving
the better blue-collar jobs with the real promotion potential for its own
people. And, of course, the overall labor shortage means also the em-
ployers have an incentive to do their own training. Germany is also a
less mobile society in which more people are content to go into blue-col-
lar occupations and see this as a realistic way to progress.

Well, one other issue that I want to raise and then I will stop: That
is the question of inflation.

The United States has a problem on inflation, no doubt about it.
Some of it is the history, some of it is concentration of market power,
protectionism, and all the rest.

I think for the purpose of this employment-focused hearing, the
conclusion I would draw is this: We have a control program; it has
its problems; it has some benefits. While unemployment is excessive
by any reasonable definition, it is the job of the controls program to
neutralize the bad effects of market power and protectionism. I would
say we should scrap the controls at such a rate as we can see that the
structural problems of market power and protectionism are solved
and as the inflationary expectations generated in recent years abate.
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I don’t think we need the current level of controls forever. I don’t
believe the tradeoff is as bad as it has been in recent years, but one of
the functions of the control apparatus

Chairman Proxaire. You say then that the elimination of wage and
price controls would depend on the solution to our structural prob-
lems. If that is the case, why shouldn’t the controls be confined to those
areas where there are clear structural rigidities such as in the health
service area and in the construction area, and maybe in a few other
areas with limited resources, maybe in lumber and so forth ¢

Mr. Ecksrrin. That would be a very logical evolution of the control
program.

Chairman Proxmire. If we move to a fuller level of utilization of
our resources, which we all hope we can do, it is going to be harder and
harder to get rid of controls. The time to do it is now; they expire
April 30, not to renew them, but to change them to confine them more
to those areas where you have the structural problem.

Mr. Eckstein. I don’t think we are ready to scrap the present con-
trols. Qur progress on inflation is not yet sufficient to make me feel
confident that the end of controls would not lead to a renewed
outbreak.

Chairman Proxmire. You are not confident with 5.5 percent unem-
ployment ; you are never going to do that.

Mr. Ecksterx. It is not the unemployment that is the problem. It is
the fact that inflation itself, despite a few good months here and there,
still has the wage-price spiral in a state that it is still self-perpetuating.
Until we have established a consumer price record which makes it
reasonable to go to labor and, say, the wage settlements should be

Chairman Proxmire. I apologize for interrupting you but is it not
true that on the average wage increases have been less, and signif-
icantly less, than the guidelines so that any effect of restraints on wages
scems to be overwhelmed by the economic facts in holding wages down.
As I understand it, the wage increases are around 4.5 percent.

Mr. Ecxstrin. Well, there are figures that——

Chairman Proxyire. Guidelines, 5.5 percent.

Mr. Ecksrern. Some show that it is as low as that; others show that
it is somewhat higher. This, of course, is a very quiet time for wages—
I mean, the real testing on wages comes next year with the major
calendar of new negotiations and, of course, that outcome will depend
upon the price record that prevails going into them.

I think labor by this time thoroughly appreciates the effect of infla-
tion on their pocketbooks and justly aims to get full compensation for
the past inflation.

So I am leery of scrapping controls, even the rather general controls,
at this particular juncture, although I recognize that you cannot keep
them for very long because they do break down of their own accord ;
and I certainly agree with you that the logical evolution of controls is
to confine them to the areas where the real structural problems are.

There will be some dispute about what that is. I have taken up too
much of the committee’s time, so let me ask Professor Feldstein to
proceed.

(The prepared statement of Mr. Eckstein follows :)
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PREPARED STATEMENT OF OTTO ECKSTEIN

T NatioN's EMPLOYMENT TARGETS AND THE CHALLENGE T0 IIcoNoMmIc PoLricy

Macroeconomic policy alone can barely bring us to a sustainable 49 unemploy-
ment rate, much less to any improvement from that 12 year-old “interim” target.
Yet, any retreat to more conservative, unemployment targets of 4.5 or 5% has
serious social implications. It would be foolish to over-stimulate demand to reach
an unemployment rate far below 4%. It would be even more foolish to abandon
the attempt to improve the economic structure so that such goals can be reached.

Professor Feldstein’s extensive econometric study shows the basic character
of the structural unemployment problem. My own task is this: (1) To identify
the remaining potential of improving the unemployment situation through de-
mand management and to assess the current economic outlook ; (2) To show what
difference the macro economy makes to the composition of unemployment in light
of our employment targets; (8) To identify the magnitude of the task of struc-
tural reform that would make the achievement of these goals possible; and (4)
To attempt to define new employment targets for macro policy as well as the
targets for labor market policies.

THE POTENTIAL OF DEMAND MANAGEMENT AND THE CURRENT OUTLOOK

In September, 1972, the national unemployment rate was 5.5%, a half point
improvement over the trough value of the recession. While everyone is pleased
with the general progress of the economy, the unemployment picture is only at
the beginning of its improvement. Even with an employment gain of 2.4 million
over the last twelve months, unemployment has not dropped quickly. The labor
force grew by 2.2 million, as workers who had been pushed out of the labor force
by lack of job opportunity began to return. In the goods producing industries
particularly, employers have been cautious. They still do not trust the solidity
of the recovery and are preferring to use overtime as opposed to the hiring of
new workers.

Economic policy has been expansionary, with major tax reductions and large
expenditure increases. Monetary policy has raised bank reserves at an adequate
rate. The economy has recovered. But how long will it be allowed to go on? This
is the central question in the economic outlook. '

A continuation of present fiscal and monetary policies would let the economy
continue to expand as far as the trained eye can see. TABLE 1 shows the history
and the current prospects for the growth of real GNP, the national unemploy-
ment rate and the unemployment rate for married males, an indicator of poten-
tial labor shortages. It can be seen that even with continued expansionary
policies, the unemployment rate only drifts lower, reaching 4.59% mo sooner than
late 1974 or 1975. The married male unemployment rate which was 1.5% in the
late 1960’s and was 2.89 in September, would drop to 2.0% in 1975, a situation
which could still not be described as one of overfull employment even with the
present structural policies.

The reasons for the slowness of the improvement in unemployment are not far
to seek. We are in a period of exceptionally rapid labor force growth. The number
of people in the working age brackets and the long-run trend of increasing par-
ticipation of women alone increases the number of available workers by 134
million a year over the next 5 years. Productivity per worker is advancing by
39, per year as the rate of investment for modernization remains high. The mili-
tary services, which have already shrunk by over 1 million people may shrink
a little further, and in any event will not absorb any of the growing labor force.

The economy itself shows no signs of generating an exceptionally strong burst
of growth for any extended period. At the moment, virtually all sectors of de-
mand are advancing in a healthy, balanced way. But the housing sector is likely
to falter within the next vear or two. Hopefully, recovery of our export surplus
will at least partly substitute for this weakening demand component. Business
investment in plant and equipment is advancing well, though the real rate of
advance is moderate by historical business cycle standards. The behavior of
inventories gives every sign of continuing in an exceptionally modest way.

The structural unemployment that would accompany this growth pattern is
also described in TABLE 1. The unemployment rate for adult white males would



9

drop below 39, still far above the levels reached in the second half of the 1960's,
but lower than in the period of slow growth in the late 50’s and early 60's.

The unemployment rate of adult male blacks would drop to 59, again higher
than in the second half of the 1960's, but a relative improvement in the job
experience of this’group which has suffered from much higher unemployment
even in good times in previous decades. Professor Feldstein shows, however, the
participation rate of this group, i.e., the fraction in the labor force, has dropped
considerably.

The unemployment rates for adult white women show a pattern of improve-
ment which is slightly worse than the pattern for white men. The projected un-
employment rate of 4.29, in 1975 is much higher than the experience of the
second half of the 1960's, but lower than in the slow growth years of the late 50's
and early 60's. The number of white women in the labor force has risen very
sharply as more and more wives seek work. The ability of the economy to absorb
this number without a deterioration in the relative structure of unemployment
of this group is a very considerable achievement. On the other hand, it must
also be recorded that there has been no improvement whatsoever in the relative
wages of white women as compared to white men ag shown in the study prepared
for this Committee by Professor Thurow.

The unemployment rate for black adult women shows a somewhat more favor-
able path than for black adult men. It is projected to drop to 6.39%, a figure not
much higher than in the second half of the 1960’s, and substantially better than
in the earlier period of slow growth,

The job prospects for teenage workers remain poor. The unemployment rate
for white teenagers is not likely to drop below 13%, a substantially higher rate
than prevailed in the 1950's. The unemployment rate for black teenagers stays
close to 309%.

THE STRUCTURE OF UNEMPLOYMENT UNDER CONSERVATIVE ECONOMIC POLICIES

There is much talk of a sudden swing toward more conservative economic
policies. While I believe it is impossible to achieve the proposed $250 billion
budget ceiling without extensive gimmickry, the Administration certainly could
take several billion off the estimates of military spending and could cut back on
various civilian programs, particularly the older grants-in-aid. Furthermore, the
Federal Reserve System could decide to reduce the rate of increase of bank
reserves available for private deposits.

The resulting impact of conservative policies on the structure of unemploy-
ment can be estimated by alternative simulation with the DRI model. TABLE 3
shows the results of a budget reduction of $5 billion in fiscal 1973 and $10 billion
in fiscal 1974~75 from our base line forecast, and a reduction in the rate of expan-
sion of bank reserves from 7% to 59%. As a consequence, unemployment stays
above 5% throughout the forecast period. The unemployment of every group is
higher, of course. The adult rates show only a smail improvement over the re-
cession levels, The teenage rates also remain somewhat higher, but it is evident
that the major causes for the poor teenage unemployment experience are on the
structural side.

The unemployment rates only show the fraction of individuals among the
active job seekers who are unable to find a job. They do not show the attrition
in the labor force and consequently understate the total impact on employment,.
Of all the people likely to abandon the labor force and go on the welfare rolls
the unemployed are a particularly high risk category. Already without a job and
trying to make ends meet with some government help from unemployment in-
surance, it is only one further step to stop the job search and g0 on welfare.
Millions of people go through the experience of unemployment each year and
thus are exposed to this risk. When the job situation ig strong, unemployment is
brief, confidence by the job seeker remains high. With more conservative poli-
cies, not only are more people exposed to unemployment, but they go through it
for a larger number of weeks and with a lesser degree of confidence of becoming
successfully reemployed.

THE STRUCTURE OF UNEMPLOYMENT WITH A STRONGER RECOVERY

To show both the possibilities and the limitations of the benefits of strong
macro performance on the structure of unemployment, a simulation has been run
in which unemployment drops more quickly and to a lower level over the next
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few years. Such a development could originate with a stronger private economy
or more expansionary fiscal and monetary policies.

As table 4 shows, all groups experience lower unemployment rates although
there are large remaining structural problems. The teenage unempolyment rate
remains astronomical. The rates for black men and women remain substantially
higher than the corresponding rates for whites. And the rates for women gen-
erally remain higher than for comparable groups of men.

STRUCTURAL IMPROVEMENTS NEEDED TO REACH A NATIONAL 2 PERCENT
UNEMPLOYMENT RATE

This Committee has rightfully focused our attention on the long-run task of
achieving the kinds of full employment goals that other advanced countries seem
able to reach. What is there about the American economy that seems to require
us to deliberately seek to maintain unemployment rates of 4 to 5%, rates which
we know produce hardships for millions of families and which we understand
to disrupt the work ethic and stable family structure?

I think the answer lies essentially in two areas: first, our economic structure is
inferior in generating so great a dispersion of unemployment rates for differ-
ent groups. This is the upshot of the findings of Feldstein, Hall, Perry, Gordon
and others. Second, the economy itself has an inflationary bias at any reasonably
defined level of unemployment and the United States is less tolerant of inflation
than other countries. Let me take up these issues in turn.

STRUCTURAL UNEMPLOYMENT

Apparently the American economy functions well when the unemployment rate
of married males is about 29, or perhaps even if it is even a bit less. But under
contemporary conditions a married male rate of 2% coincides with a national
unemployment rate of 4.5%. Why are the rates of the other groups so much
higher? Is thisan inevitability ?

Professor Feldstein has used the theory of human investment to help explain
the high rates among teenagers. Let me add only these observations: in the
major European countries the teenage unemployment rate is not dramatically
higher than for other workers. In one way or another, these societies have
found an institutional structure which guides the young person from school-
leaving to a job in which he or she is content to build his/her work career. In
the United States, on the other hand, as the Feldstein, Perry and Hall data show,
the first several years after school-leaving are marked by long periods of job
search, dissatisfaction with the initial jobs and short periods of work experience
interspersed with unemployment. The typical youngster does not achieve job
stability until he is well into his twenties.

What is different in other countries? In Western Germany, where there is
virtually no unemployment in any demographic group, the secret appears to lie
in the prevalence of the apprenticeship system which applies to a very large
fraction of all occupations. The typical youngster works as an apprentice for
several years. During this period he receives little more than pocket money and
lives at home with his parents. He takes some formal schoolwork which is neces-
sary to the particular trade. He is normally not expected to marry, and he will
only have a car if his parents can provide it. He has to pass his apprenticeship
tests before being accepted as a recognized member of his planned occupation.
If a student has made the wrong choice, he is still able to switch to another
program, Once apprenticeship is completed, he earns a regular wage which is
sufficient to begin a family. In the fully employed society of West Germany,
an individual then enjoys a degree of job security which is rarely found in the
United States for blue-collar workers. No doubt, there are may reasons why
the system succeeds in West Germany. Professor Feldstein has already devel-
oped at length the reasoning of the theory of private investment in human beings:
it only pays employers to invest in on-the-job training of inexperienced workers
if there is a reasonable probability that the worker will stay with the firm and
if the total cost, including the wage paid to the trainee, does not exceed the
value of the product created by him. Besides this factor, the West German
.economy also operates in a condition of permanent labor shortage. With unem-
ployment at 0.5% and 1.3 million foreign workers filling many of the unskilled
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%'obs, it is to the self-interest of employers to create their own skilled labor
orce.

No doubt there are important differences in the comparable systems in France,
England, Japan and other advanced Western countries. It would be good for the
United States to make a major study of other systems, since clearly our own
institutions are a failure.

The greater geographic, occupational and social mobility in the United States
helps to produce a high teenage unemployment rate. Universal ownership of a
car and the availability of casual jobs make it more possible for youngsters to
experiment with one occupation or another. The looser class structure, in which
a college education is a realistic possibility for the majority of all youngsters,
also induces job turnover which produces high unemployment rates. Lack of
respect for blue collar work creates the desire to try various other alternatives
before settling into a well-paid, highly secure blue collar occupation.

In the last ten years, the Federal government has launched a number of pro-
grams designed to ameliorate the teenage unemployment problem. Such programs
as the Job Corps and Neighborhood Youth Corps have affected millions of
youngsters, These programs have mainly been aimed at the disadvantaged,
where the neeqd is greatest, but where the chance of success is limited so long
as the society has not solved the problem for youngsters with fewer disad-
vantages. The Federal efforts have not seriously attempted to create a perma-
nent institutional structure that would provide a successful transition for the
typical youngster from leaving school to settling into a satisfactory occupation.
Vocational education generally remains a backward field in this country.

The unemployment rates of blacks and other disadvantaged groups should
benefit from the Equal Opportunity policies adopted in the 1960’s and increased
investment in human resources. If the United States is to achieve full employ-
ment targets comparable to other advanced countries, this process must be
quickened. At the moment there is a considerable risk that the mighty force of
the Federal government is being called off and that our progress will slow down.

In the case of women, the job problem is less a question of unemployment as
of opportunities for promotion and of equal wages. Women are traditionally
more willing to take whatever jobs they can get and so the inequality of op-
portunity has mainly manifested itself in wage differentials rather than em-
ployment rates. The current demands of the women’s movement for equal pay,
maternity leaves, access to all types of jobs, and for an end to discrimination
in promotion come amazingly late in our historical process. As these demands
are realized, the differentials in the unemployment rates can also be expected
to shrink.

THE INFLATIONARY BIAS OF THE ECONOMY

It was a major finding of my recent study (with Roger Brinner) for this
Committee that the long-run trade-off between unemployment and inflation is
inadequate. Apparently, the wage-price spiral is turned loose when the national
unemployment rate reaches the 4 to 4.5% area, and even with somewhat higher
unemployment there is a mild degree of inflation. This inflationary bias, which
would not exist if the economy were truly competitive, originates in the con-
centrations of market power in the hands of large companies and unions and in a
long list of government policies which work hand-in-glove with producers inter-
ests, including the quotas and tariffs to keep out foreign competition, agricultural
price-support policfes, cost-plus procurement, and an anti-trust policy which is
timid, erratic, and politicized.

It is not the purpose of the present study to dwell on these warts on the face
of our economic system. What is critical is this: whatever the sources of this
inflationary bias may be—private monopoly or public protectionism—it should
not be allowed to defeat our progress toward achieving our full employment goals.
The President wisely imposed a set of wage and price controls a year ago. These
controls serve to separate the inflation and unemployment problems. This sepa-
ration should remain effective as long as the economy remains short of excessive
aggregate demand. As the cost distortions and price expectations engendered
during the Vietnam war become weaker, the degree of inflationary bias of the
economy will decline of its own accord. The extent and severity of the price con-
trol system that is needed to allow the country to move toward full prosperity
may therefore weaken. But so long as problems of inflationary bias exist in the
economy short of full-employment, some need for controls remains. Thus, from
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the point of view of reaching over our employment goals, the controls should
be dismantled no faster than the improvement of expectations and of economic
structure.

THE GOALS OF EMPLOYMENT POLICY

The analyses presented here today imply a set of policy prescriptions which
respond to the original questions asked by this Committee. These policy conclu-
sions are simple, and can, I believe, command the support of a broad range of
opinion. They are:

1. It is the task of demand management policies to promote the expansion of
the aggregate economy at least until the unemployment rate of married males has
dropped to 2.0%. Even with the current demand policies, it will take several years
to reach this point. Any early, sharp swing in fiscal and monetary policies to-
ward restraint would stop the recovery far short of this interim goal.

2. It is the task of structural policies to lower the unemployment rates of groups
other than married males from their current levels toward 29, and ultimately to
reach 29%. As a nation we should draw on the experience of other countries. We
should reexamine the already costly manpower policies and devise programs
which will improve our labor market structure so that a 29 unemployment rate
for inexperienced workers, for women and for minority workers becomes a realis-
tic and attainable goal.

The marco element in these policies is easy to pursue. All that is required is a
set of budget and Federal Reserve policies that do not get in the way of expan-
sion. The difficulty lies on the structural side. It will take political courage and
great skill in institution-building to bring the United States up to the unem-
ployment standards already reached by Western Europe and Japan.

While these tasks are difficult, the rewards are enormous. We saw in the period
of slow growth of the 50’s and early 1960’s that 5% unemployment is not & so-
cially desirable condition. Unemployment does put people on welfare; it creates
a climate of uncertainty for the worker and his union which destroys the pro-
gressive attitude toward technological change and efficiency which has created
our historical success. There is no need for a new defeatism on our employment
goals and I commend your Committee for reminding us that it is the challenge
of economic policy to reach for better goals as an expression of our national
purpose.
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TABLE 2.—THE STRUCTURE OF UNEMPLOYMENT IN A STRONGER ECONOMY
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TABLE 3.—THE STRUCTURE OF UNEMPLOYMENT UNDER MORE CONSERVATIVE POLICIES
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Chairman Proxare. Professor Feldstein, please proceed.

STATEMENT 'OF MARTIN S. FELDSTEIN, PROFESSOR OF ECONOMICS,

HARVARD UNIVERSITY, AND ECONOMIC CONSULTANT, DATA
RESOURCES, INC.

Mr. FeeosteIN. Thank you.

As you know, at the committee’s request I prepared a rather long
study that examines the sources of current unemployment and the
prospects for achieving a substantially lower rate of unemployment.

Chairman Proxarre. That is an excellent study and without objec-
tion, the entire study will be put in the record.*

Mr. Frrpstern. This morning I want to concentrate on reviewing
the general conclusions and the policy recommendations of that study.
The specific details, the caveats, and the technical analyses are in the
study itself.

Let me first summarize my basic conclusions:

I believe that we probably can lower the permanent unemployment
rate to a level substantially below the average of the postwar period
without inducing an unacceptable rate of inflation. An average un-
employment, rate significantly less than 3 percent for those seeking
permanent full-time employment, and possibly close to 2 percent, 1s a
realistic goal for the next decade.

‘

1 The study referred to is printed separately under the title “Lowering the Permanent
Rate of Unemployment.”
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Second, I believe that the economy——

Chairman Proxmire. Right there, could you translate that into
what that means as far as the unemployment rate would be? You
are not talking about a 2 percent unemployment. You say for those
seeking permanent employment.

Mr. FELpsTEIN. Permanent, full-time employment.

Chairman Proxarire. What does that mean? This would mean about
8.5 percent permanent unemployment rate, 4 percent or what level?

Mr. FerosTen. I am not exactly sure but 8 percent wouldn’t trans-
late much above 3.5.

Chairman Proxyire. And that would translate into 2.5 percent?

Mr. FerpsTEIN. Yes, two and a half. We are essentially talking about
tecnagers and others looking for part-time work.

Second, I believe the economy is not likely to achieve such a goal
or indeed to perform any better than it did in the past two decades
without significant changes in employment policy.

Third, and this is the point you have already been discussing with
Professor Ickstein, expansionary macroeconomic policy alone can-
not be relied upon to achieve the desired reduction in unemployment.
Any possible increase in aggregate demand that does not have unac-
ceptable effects on the rate of inflation would leave a high residue of
unemployment.

Chairman Proxarre. Are you assuming there are no controls, or
the controls are too weak? We had a colossal increase in demand, as
vou know, in World War II; we had little or no inflation until after
the controls were dropped, and we did get unemployment down
sharply.

M{'). Ferpstrry. If you have sufficiently strong controls, if youn are
willing to really control all prices very carefully, to prevent black-
markets from developing, both on the labor side and in the goods
markets, then you can continue to increase demand.

My basic point is simply that you would have such pressure on de-
mand that those controls would have to be very tight indeed and that
if controls begin to slacken off, or even are maintained at their current
level, trying to drive the unemployment rate for prime age males
down below 1.5 percent is not a feasible way of dealing with our over-
all unemployment problem. Even at 1.5 percent for prime age males,
the overall unemployment rate would remain rather high—3.5 per-
cent or above.

Chairman Proxyire. What is wrong with the World War II ex-
perience, or the German experience, or the Japanese experience, or
the I'rench experience, or the Swiss or Italian—everybody else except
us?

Mr. FrrosteIx. I would be happy to answer that now or come back
to it later, whichever vou prefer.

Chairman Proxaire. No; all right, that is what concerns me about
vour study; it was a study showing a great deal of professional ex-
pertise, but what concerned me was because you locked into the data
of the 1960’s; you didn’t seem to come to grips with the failure, the
fundamental failure of the 1960’ in this country in providing jobs.

Mr. FerpsteIN. It actually looked at “good” years in the 1950’s as
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well as “bad” years. Let me give a short answer to the issues you
raised about the Germans, the Japanese, and the British.

One explanation is the immigrant worker. In Sweden 5 percent of
the labor force consist of temporary immigrants. The same thing in
Germany. Migrants leave when unemployment rates get high. They
lose their jobs, don’t have their families with them, often are not en-
titled to collect unemployment compensation and other social bene-
fits. They leave the country to go back to their homes.

Chairman Proxyire. That answer does not satisfy me at all be-
cause all these other countries have lower migrant unemployment.
Where do they come from ¢

Mr. FerostrEIN. Italy, Yugoslavia, Greece, Spain—these are the
major sources of migrant workers.

Chairman Proxmire. Even Ttaly has a better record than we have.

Mr. Ferostern. I'am not certain that that is true. Italy also has a
much larger agricultural sector. There is a tendency for people to
return to agriculture when unemployment is high and not to leave the
farms as rapidly during those times. I think another part of the “short
answer” is the problem of youth. I think that a substantial fraction,
about a third of our unemployment rate could be cut—from 4.5 per-
cent to 3 percent—if we could bring youth unemployment down to the
level of our adult population. That is essentially what England has
done, what Germany has done, and what other countries have done.
They have done it by a combination of policies in dealing with school
leavers, and with young workers that we have not adopted. I will come
back to this in detail as I go along.

My fourth conclusion, as I have just been saying, is that lowering
the overall rate of unemployment will require new types of policies
aimed at increasing the stability of employment among young workers
and at eliminating unnecessary seasonal and cyclical fluctuations in
labor demand. Again, our economy has much more of this type of
fluctuating demand than the other countries. It is not just higher level
of unemployment but that we fluctuate more. I think I can give some
reasons for that as we go along. Finally, we must increase the speed
with which the unemployed return to work.

Let me stress that by lowering the unemployment rate through
structural changes we should be able to do it without creating infla-
tionary pressures.

Most macroeconomic analyses of unemployment are based on ideas
about the causes of structural unemployment that are now inappropri-
ate and out of date. The conventional view of postwar unemployment
might be described as follows:

The growth of demand for goods and services does not always keep
pace with the expansion of the labor force and the rise in output per
man. Firms therefore lay off employees and fail to hire new members
of the labor force at a sufficient rate. The result is a pool of potential
workers who are unable to find jobs. Only policies to increase the
growth of demand can create the jobs needed to absorb the unemployed.

This picture of hard-core unemployed workers who are not able to
find jobs is an inaccurate description of our economy and a misleading
basis for policy. A more accurate description is an active labor market
in which almost everyone who is out of work can find his usual type of
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job in a relatively short time. The problem is not that these jobs are
unavailable but that they are unattractive. Much of the unem hloy-
ment and even more of the lost manpower occurs among individuals
who find that the available jobs are neither appealing 1 themselves
nor rewarding as pathways to better jobs in the future. For such in-
dividuals, job attachment is weak, quitting is common, and periods
without work or active job seeking are frequent. The major problem
to be dealt with is not a chronic aggregate shortage of jobs but the
instability of individual employment. Decreasing the overall rate of
unemployment requires not merely more jobs, but new incentives to
encourage those who are out of work to seek employment more ac-
tively, and those who are employed to remain at work. As I shall ex-
plain in a moment, an important part of these incentives is a change
n the kind of jobs that are available.

I think it is difficult to replace our old notions about demand de-
termined unemployment by this new view. Let me therefore describe
briefly, but in more detail, some of the characteristics of American
unemployment during the past decade.

First, the typical duration of unemployment is quite short. Even in
a year like 1971, with a very high unemployment rate, 54 percent of
those unemployed had been out of work for less than 5 weeks. Second,
job losses account for less than half of total unemployment. In 1971
only 46 percent of the unemployed had lost their previous jobs. The
remainder are those who voluntarily left their last jobs, are reentering
the labor force or never worked before.

Third, the turnover of jobs is extremely high. Data collected from
manufacturing establishments show that total accessions and separa-
tions have each exceeded 4 percent of the labor force per month since
1960. Moreover, the number of quits has consistently exceeded layoffs
during the past 5 years. Even with the high unemployment rate of
1971, more workers quit manufacturing jobs than were laid off.

This structure of unemployment implies that the long-run unem-
ployment rate probably cannot be reduced significantly below 4 per-
cent by expansionary fiscal and monetary policies. A study of
alternative policy simulations with an econometric mode] developed
by Data Resources indicates that the overall rate of unemployment
would remain high, even in extremely tight labor markets that pushed
the unemployment rate for mature men below historic lows,

These conclusions are also supported by a detailed statistical ex-
amination of the relation between the unemployment rate for mature
men and the unemployment rates in other demographic groups. As I
mentioned before, if increases in aggregate demand reduced the un-
employment rate for men over 25 years old to only 1.5 percent—lower
than we have ever seen in the postwar period—the rate for teenagers
would probably remain over 10 percent, and the overall rate for the
economy 3.5 percent. In short, while there is a serious cyclic excess of
unemployment today, the long-run problem is not a lack of adequate
demand.

Although the potential efficacy of macroeconomic policy is therefore
very limited, the prospect for lowering unemployment without raising
inflation by using specific employment policies is much more op-
timistic. In particular, substantial progress should be possible 1n
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dealing with the special problems of young workers who contribute
so much to our unemployment.

In 1971, male teenagers had an official unemployment rate of 16.7
percent, more than three times the rate for adults. In contrast, the
tecnage unemployment rate in Britain is absolutely very low and less
than 50 percent higher than the adult rate. In the early 1960, it was
around 2.5 percent for teenagers and people in their early twenties;

there was nothing like the sharp age gradient that we have in America.

Youth unemployment is not primarily due to inadequate demand.
There are two main sources of the chronic high unemployment in this
age range: (1) unnecessarily slow absorption of new entrants, and
(2) low job attachment among those at work. Because of the slow
absorption, a very significant part of the unemployment of young
workers is among new entrants to the labor force, and others who
are secking their first full-time job. Among teenagers, new entrants
contributed 6.7 percent to the unemployment rate; new entrants there-
fore accounted for 40 percent of total teenage unemployment.

In the study I suggest that a special Youth Employment Service,
firmly linked to the schools, and primarily concerned with the tran-
sition from school to permanent employment, could have a major
impact on unemployment in this group. I believe that the use of such
a placement service has been of great value in Britain and in Germany.

The problem of unstable employment among young workers is both
more serious and more difficult to solve. Much of the unemployment
among experienced young workers occurs not because jobs are unavail-
able. but because they are unattractive. For many young workers, the
available entry level jobs are also deadend jobs. They offer neither
valuable training nor opportunities for significant advancement within
the firm. Since employers have made no investment

Chairman Proxyire. Do you make that assertion based on any kind
of statistical support? Have you studied want ads or how do you
determine the relationship between job vacancies on the one hand, and
those sceking jobs on the other, and make the assertion that jobs are
available but not attractive?

Mr. Frrpstrin. The average time that it takes people to get back
into work, to find a job, is very short. If one looks at those who are out
of the labor force who respond to the question, “Why are you not ac-
tively seeking a job?” Very few of them—less than 10 percent—say
that they think they couldn’t find a job if they looked.

Chairman Proxmrgre. That does not prove it.

Mr. FeLpsteIN. It does not prove it.

Chairman Proxarre. The fact is we still have a shockingly high per-
centage of those why say they are looking for work, and have looked
for work in the past week but who have been unable to find it.

My. FrrpsteiN. One of the examples that I give in the report pro-
vides some direct statistical evidence. I would say most of the evidence
in this area is based on interviews, surveys with firms and survey of
employment services. But one of the statistical facts that I give in the
report, is concerned with one of the programs in Boston a few years
ago. I don’t remember the figures exactly offhand but, if I remember
correctly, they found that 70 percent of the referrals were offered jobs,
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that of these, half turned down the work, and that of those who took
the work, half had quit or been laid off within a month.

Chairman Proxmike. N ow, all this would suggest to me there is
something wrong with the economic system. 1f those jobs are not filled
1t means they are unattractive or difficult or dirty; and it especially
means that they just don’t offer any compensation to make up for it.

Mr. FeLosten, 1 agree. I would want to say one reason why I think,
particularly for young people, we can deal with this

Chairman Proxmire. Let me pursue this further. You know in the
census study that was released a few days ago, the State which has
the highest number of people employed as maids is Mississippi, the
poorest State in the Union. New York has one of the lowest percentage
per capita. What does that tell us? That tells us that the people of
New York

Mr. Frrpsreix. The people who would be maids in Mississippi can

find better jobs in New York.
_ Chairman Proxnire. Exactly. It tells us that but it also tells us,
1t seemns to me, that the people’in New York who might want maids
would have to pay so much that they don’t want to pay that much to
get somebody to come in and do their dirty work for them so they don’t
hire maids. They do their own maid work and the jobs disappear.

In Mississippi, the jobs are taken because people are so poor.

That means there is a different dimension of unemployment when
we say that jobs are unattractive. You could also say the jobs aren’t
filled because the jobs simply don’t pay enough, and that they are
In some cases not sufficiently economically viable to survive if we
reduce poverty.

Mr. FerpsreIN. But the key to raising that pay is to change the skills
of those young workers and I think that, as I discussed at some length
in the report, our current system fails to do that.

I think there is another problem particularly with young workers
that for many of them full-time employment is not what they really
want, that with today’s high wages, even for the entry level jobs, they
would rather have more leisure than they can et from a full-time
job. If the content of the job or the opportunities for training and
advancement don’t outweigh this, their job attachment is weak and
they are liable to quit.

Chairman ProxMire. Are you telling us if they were trained you
still would not need increased demand? You are telling us, on the
one hand, we don’t have a demand problem ?

Mr. Ferpster~. I think what we need is supportive demand. I think
as more workers are seeking work, we will have to maintain macro-
economic support for that. Without doing anything on the supply
side, without doing anything to change the incentives of these workers
and the kind of jobs they can get, but simply putting pressure on the
economy, will not have much of an effect on the unemployment
rate.

Chairman Proxmire. It had a dramatic effect in World War II.

Mr. Frrpstrw. Yes, I think World War IT

Chairman ProxMIre. I think it should have the same effect now.
What T am saying is that the overwhelming amount of training has
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been done by the private employer when he nceded help. He would go
out and he would set up a training program, if necessary, because the
market for his product, the demand was that inviting. 1f the demand
for his goods are sufficient, then he will be in a position where he can
pay more so that the jobs will be more attractive ; he would be in posi-
tion where he would set up a training program although at the present
time the demand is not enough to warrant that kind of extraordinary
effort.

Mr. Frerpstein. He has to be able to pass on the extra costs of that
training in the form of higher prices.

Chairman Proxmire. That may well be the case, or his increased
volume may lower unit costs and make the price increase unnecessary.

Mr. FeLpstery. Now, the military demand during the war made that
possible and the tremendous excess civilian demand with rationing
held down the costs.

Chairman Proxmire. Are you taking the position that you can’t
justify increasing employment when it might result in higher prices?

Mr. FeLpsTeIN. No; I am not saying that. I am saying that I think
we can achieve the same goal in a much more direct way, that to try
to tighten the economy so much in order to deal with a problem which
is really a problem of incentives and structure, and training, is using
a very crude tool to do a very specific job.

Chairman Proxyire. I think the ‘smoothest and most efficient tool
we have is the market system, including the market system that would
employ people.

Mr. FELDSTEIN. Yes.

Chairman Proxmire. You see the idea in back of my mind, if we set
up a system of manpower training or youth training, or something of
that kind, and then expect when we train a certain number of people
as plumbers or aircraft workers or mechanics, that then somehow the
jobs will be there in sufficient quantities, it seems to me it is a far less
efficient method than simply increasing demand so that the employer
will employ his own training as we have done in the past when we
have had a diminution in unemployment.

Mr. Froupstern. But I think if you lcok in detail at the problem of
vouth unemployment. it is not that there are not jobs for them, it is
not that if vou could tighten up the economy that somehow they would
get hired. Why would a firm hire and train a young worker who could
then leave that firm and go elsewhere with his skills? The only reason
they would train him would be that he would produce enough in addi-
tion to whatever training he is getting to justify his wages.

Chairman ProxMire. The answer to that is either they would hire
him or train him if they felt the demand was sufficient to justify ex-
panding their production.

Mr. FerpsTEIN. But the cost to train him would be borne by that
firm.

Chairman Proxwire. That’s right.

Mr, FeupsteIN. Right.

Chairman Proxyire. Tt might be passed on to the consumer ulti-
mately. but it would not be passed on if the additional production
lowered unit cost and the market was competitive.



21

Mr. Frrpstein. Only if they were able to raise their prices
sufficiently.

Chairman Proxmare. Possibly, or lower their unit cost.

Mr. FerosteIN. But it is not a question of being able to raise all
prices. It is not simply a question of inflation. It is a question of being
able to raise the price for their particular goods relative to the wages
that they are going to have to pay in order to hire those workers.

Chairman Proxmire. Go ahead.

Mr. FerpstriN. T think that the key to this problem, as we have
just been discussing, is better on-the-job training for young workers
but T think now, unfortunately, the current minimum wage law pre-
vents many young people from accepting jobs with low pay but valu-
able experience. Those who come to the labor market with substan-
tial skills and education need not be affected by the minimum wage.
They are productive enough to permit employers to pay at least the
minimum wage while also providing further training and opportuni-
ties for advancement.

But for the disadvantaged young worker, with few skills and below
average education, producing enough to earn the minimum wage is
incompatible with the opportunity for adequate on-the-job learning.
For this group, the minimum wage implies high short-run unemploy-
ment and the chronic poverty of a life of low-wage jobs. Reducing
the minimum wage for young workers might be useful but it would
not be sufficient.

A more effective policy would emphasize youth employment scholar-
ships that temporarily supplement earnings and allow young work-
ers to buy on-the-job training. The concept of youth employment
scholarships is developed further in the background report. An em-
ployee investment tax credit could provide specific incentives to
employers to reduce turnover and to develop opportunities for inter-
nal advancement for these young workers.

What I am saying basically is that the usual problem that one
hears about the minimum wage may or may not be relevant. There
is no solid evidence that the minimum wage is stopping young people
from obtaining jobs. What I think it is doing is forcing the least
skilled young people into bad jobs, jobs with no on-the-job training,
without opportunities for advancement. But getting rid of the min-
imum wage would still not really help them because they couldn’t
afford to take jobs which pay very little but provide on-the-job
training. Essentially, that is what people do who go to commercial
training schools or on to further education, What we need is some way
of supplementing their income while they learn on the job. We can
either do that or as some foreign countries have done, by treating
them as students, letting them live at home with their families, or we
can do it by providing scholarships for them as we do for those who go
on to formal education.

Although for adults, macroeconomic policy has a more important
role to play, it is nevertheless still limited. In the background paper
I analyzed several reasons why our adult unemployment rate is so
nllluch higher than in foreign countries. Let me expand on each of
these.
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The American unemployment rate is not only higher than the
rates observed in foreign countries, but also much more cyclically
volatile. A comparison with British postwar experience shows that
most of the greater U.S. volatility reflects the more sensitive response
of American unemployment to changes in aggregate demand. The
seasonal variation in employment is also substantially greater in the
United States than in Britan. This contrast in the cyclical and seasonal
variation in labor demand is not well understood. It may reflect a
number of institutional differences between the two countries. Within
the American context, however, the current system of unemployment
compensation is likely to increase substantially the extent of cyclical
and seasonal unemployment.

Some of the adult unemployment can be described as weak labor
force attachment. Not all of that, however, is undesirable. The ability
of married women and of older students to enter and leave the labor
force is a positive feature of our economy. The really serious prob-
lems are associated with low skill workers. In this group, nonpartici-
pation rates are much higher than unemployment rates. These nonpar-
ticipation rates have continued to increase during periods of rising
wages and tightening labor markets. This indicates that expansionary
macroeconomic policy is not likely to reduce the current high rates of
voluntary unemployment. The solution lies instead in combining man-
power polices that can improve the quality of available jobs with
changes in our system of incentives to encourage workers to accept full-
time employment in the jobs that are available.

There are, of course, more severe problems for some workers with
major physical, psychological, or mental handicaps. Because of their
very low productivity, these workers cannot obtain permanent em-
ployment at the minimum wage that is currently established by law
and custom. Two forms of job creation for these permanently disad-
vantaged workers have been suggested : subsidies to firms and direct
permanent public employment. Both of these are examined in detail
in the background paper.

On the basis of this analysis, I have concluded that if earnings in
the subsidized employment are limited to the prevailing minimum
wage and if the wage subsidy is attached to the individual rather
than to the specific job, the system of wage subsidies would be a more
effective and efficient method of dealing with the problem of the very
low skilled worker.

There is also a third possible option—integrating the minimum wage
law with income maintenance policy. By including both the market
wage and an appropriate fraction of the annual public income main-
tenance payment in the definition of the minimum wage, the adminis-
trative problems of direct wage subsidies to employers could be
avoided while still permitting those with very low skills to find per-
manent employment. Such an integration of the minimum wage and
income maintenance would reinforce the desirable features of a nega-
tive income tax.

The final source of our high adult unemployment rate is the unnec-
essarily long average duration of unemployment. An individual’s
delay In returning to work generally does not reflect an inability to
find employment. Instead, the period of employment may involve
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searching for a better job, waiting to be recalled to a previous position
without taking alternative temporary employment, or merely using
the time for activities in the home.

Unfortunately, the current system of unemployment compensation
encourages excessive delays in returning to work. For many lower- and
middle-income families, the combined effect of unemployment com- -
pensation and personal taxes is to reduce greatly and often almost
eliminate completely the cost of remaining unemployed for an addi-
tional 1 or 2 months. For example, the background study shows that
for most of the insured unemployed in Massachusetts, the effective
marginal tax rate on the wages earned by returning to work is prob-
ably over 80 percent. Moreover, the analysis developed there also dem-
onstrates that it is not difficult to have a marginal rate over 100 per-
cent; that is, to receive a higher net income by remaining unemployed
than by returning to work, especially in a family with two earners.

Our current unemployment compensation system also provides both
employers and employees with the incentive to organize production in
a way that Increases the level of unemployment. It makes the seasonal
and cyclical variation of employment too large and makes temporary
jobs too common. These important adverse incentives arise because,
for all types of unstable work, the unemployment compensation system
raises the net wage to the employee relative to the net cost to the
employer.

There is statistical evidence to support the common observation
that these disincentives have an important economic effect. The aver-
age duration of unemployment is more than 50 percent longer among
the insured than among the uninsured. In 1971 the insured were un-
employed for more than 14 weeks on average while the uninsured had
an average unemployment of only 8 weeks.

It is also noteworthy that when the British introduced earnings
related unemployment geneﬁts in 1966, their unemployment increased
substantially and the previous relation between unemployment and
vacancies broke down.

The exact magnitude of these disincentive effects is unclear but even
small changes in the sources of unemployment could have a big cumu-
lative cffect. For example, a decrease of only 2 weeks in the current
average duration of unemployment of 3 months would lower the over-
all unemployment rate by three-quarters of 1 percent. I think in total
the disincentive effects of our unemployment compensation system
may increase the overall permanent rate of unemployment vis-a-vis
that in other countries by 11/ percent.

I suggest in the report, but won’t take the time now to talk about,
several methods of strengthening the good features of our current
unemployment compensation system, while at the same time removing
these bad disincentive effects.

Let me summarize very briefly: I think that we can achieve a much
lower permanent rate of unemployment without an unacceptable rate
of mflation. I don’t think we can achieve this by macroeconomic policy.
I believe that specific policies aimed at young workers, at those with
severe permanent disabilities and at restructuring our unemployment
compensation system are the key to changing the structure of our
unemployment and lowering its rate.
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I don’t think there is any reason for us to continue to tolerate the
4.5 percent unemployment that has prevailed in the postwar period.
(The prepared statement of Mr. Feldstein follows:)

PREPARED STATEMENT OF MARTIN S. FELDSTEIN
Poricie8 To LowER THE PERMANENT RATE oF UNEMPLOYMENT

By holding these hearings, the committee emphasizes the importance of low-
ering the permanent rate of unemployment from the high 4.5 percent average
that has prevailed during the postwar period. At the committee’s request, I have
prepared a report that examines the sources of our current unemployment
problem and the prospects for achieving a substantially lower rate of unemploy-
ment through specific public policies. In my remarks this morning, I will con-
centrate on reviewing the general conclusions and policy recommendations of
that study. The specific details, the appropriate caveats and the technical analysis
will be found in the background report itself.

A BRIEF SUMMARY

My basic conclusions can be summarized briefly :

First, I believe that we probably can lower the permanent unemployment
rate to a level substantially below the average of the postwar period without
inducing an unacceptable rate of inflation. An average unemployment rate signi-
ficantly less than three per cent for those seeking permanent full-time employ-
ment, and possibly close to two per cent, is a realistic goal for the next decade.

Second, the economy is not likely to achieve such a goal, or indeed to perform
any better than it did in the past two decades, without significant changes in
employment policy.

Third, expansionary macroeconomic policy cannot be relied upon to achieve
the desired reduction in unemployment. Any possible increase in aggregate de-
mand that does not have unacceptable effects on the rate of inflation would
leave a high residue of unemployment. I believe that this is true even if one
is very optimistic about the possibility of increasing aggregate demand without
accelerating the rate of inflation. The structure of unemployment and the cur-
rent functioning of our labor markets imply a high overall rate of unemploy-
ment even when the labor market is extremely tight. Better management of
aggregate demand has a role to play, but it cannot do the entire job.

Fourth, lowering the overall rate of unemployment will require new types of
policies aimed at increasing the stability of employment among young workers,
at eliminating unnecessary seasonal and cyclical fluctuations in labor demand,
and at increasing the speed with which the unemployed return to work. Several
such policies are examined in the report and will be described in this testimony.
Let me stress again that lowering the rate of unnemployment in this way can
be achieved without creating inflationary pressures.

THE LIMITED EFFICACY OF INCREASING DEMAND

Most macroeconomic analyses of unemployment are based on ideas about the
causes and structure of unemployment that are inappropriate and out of date.
The conventional view of postwar unemployment might be described as follows:
“The growth of demand for goods and services does not always keep pace with
the expansion of the labor force and the rise in output per man. Firms therefore
lay off employees and fail to hire new members of the labor force at a sufficlent
rate, The result is a pool of potential workers who are unable to find jobs. Only
policies to increase the growth of demand can create the jobs needed to absorb
the unemployed.”

This picture of a hard core of unemployed workers who are not able to find
jobs is an inaccurate description of our economy and a misleading basis for
policy. A more accurate description is an active labor market in which almost
everyone who is out of work can find his usual type of job in a relatively short
time. The problem is not that these jobs are unavailable but that they are unat-
tractive. Much of the unemployment and even more of the lost manpower occurs
among individuals who find that the available jobs are neither appealing in
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themselves nor rewarding as pathways to better jobs in the future. For such
individuals, job attachment is weak, quitting is common and periods without
work or active job seeking are frequent. The major problem to be dealt with is
not a chronic aggregate shortage of jobs but the instability of individual employ-
ment. Decreasing the overall rate of unemployment requires not merely more
jobs but new incentives to encourage those who are out of work to seek em-
pPloyment more actively and those who are employed to remain at work. As I
shall explain below, an important part of these incentives is a change in the
kinds of jobs that are available.

1t is difficult to replace our old notions about demand determined unemploy-
ment by this new view. Let me therefore describe in more detail some of the
characteristics of American unemployment during the past decade. First, the
typical duration of unemployment is quite short. Even in a year like 1971 with a
very high unemployment rate, 45 per cent of those unemployed had been out of
work for less than five weeks. Second, job losses account for less than half of
total unemployment. In 1971, only 46 per cent of the unemployed had lost their
previous jobs. The remainder are those who voluntarily left their last jobs, are
reentering the labor force or never worked before. Third, the turnover of jobs
is extremely high. Data collected from manufacturing establishments show that
total accessions and separations have each exceeded 4 per cent of the labor force
per month since 1960. Moreover, the number of quits has consistently exceeded
layoffs during the past five years. Even with the high unemployment rate of
1971, more workers quit manufacturing jobs than were laig off.

This structure of unemployment implies that the long run unemployment rate
probably cannot be reduced significantly below four per cent by expansionary
fiscal and monetary policies. A study of alternative policy simulations with an
econometric model developed by Data Resources indicates that the overall rate
of unemployment would remain high even in extremely tight labor markets that
pushed the unemployment rate for mature men below historic lows. These con-
clusions are also supported by a detailed statistical examination of the relation
between the unemployment rate for mature men and the unemployment rates in
other demographic groups. For example, if increases in aggregate demand re-
duced the unemployment rate for men over 25 years old to only 1.5 per cent—
lower than we have ever seen in the postwar period—the rate for teenagers
would probably remain over ten per cent. More generally, the statistical analysis
predicts that the overall unemployment rate would then be approximately 3.4
per cent. In short, while there is currently a cyclical excess of unemployment.,
the long-run problem is not a lack of adequate demand.

UNEMPLOYMENT AMONG YOUNG WORKERS

Although the potential efficacy of macroeconomic policy is therefore very
limited, the prospect for lowering unemployment without raising inflation by
using specific employment policies is much more optimistic. In particular, sub-
stantial progress should be possible in dealing with the special problems of young
workers. In 1971, male teenagers had an official unemployment rate of 16.7 per
cent, more than three times the rate for adults. In contrast, the teenage un-
employment rate in Britain is absolutely very low and less than 50 per cent
higher than the adult rate. )

Youth unemployment is not primarily due to Inadequate demand. There are
two main sources of the chronic high unemployment in this age range: (1)
unnecessarily solw absorption of new entrants and (2) low job attachment
among those at work. Because of the slow absorption, a very significant part of
the unemployment of young workers is among new entrants to the labor force
and others who are seeking their first full-time job. Among teenagers, new
entrants contributed 6.7 per cent to the unemployment rate; new entrants there-
fore accounted for 40 per cent of total teenage unemployment. A special Youth
Employment Service, firmly linked to the schools and primarily concerned W_ith
the transition from school to permanent employment, could have a major im-
pact on unemployment in this group. I believe that the use of such a placement
service has been of great value in Britain.

The problem of unstable employment among young workers is both.more
serious and more difficult to solve. Much of the unemployment among experienced
young workers occurs not because jobs are unavailable but because they are
unattractive. For many young workers, the available entry level jobs are also
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deadend jobs. They offer neither valuable training nor opportunities for signif-
icant advancement within the firm. Since employers have made no investment in
these workers, they do not hesitate to lay them off whenever demand falls. Since
comparable jobs are easy to find, these young workers do not hesitate to quit. The
growth of our economy during the past few decades now permits relatively high
wages even for those with entry level jobs. Among the young and single, these
high wages encourage an increased demand for leisure. If the content of the job
and the structure of the firm’s employment policy do not outweigh this, job attach-
ment will be weak and quit rates high.

The key to this problem is better on-the-job training and experience for °
young workers. Unfortunately, the current minimum wage law prevents many
young people from accepting jobs with low pay but valuable experience. Those
who come to the labor market with substantial skills and education need not be
affected by the minimum wage. They are productive enough to permit employers
to pay at least the minimum wage while also providing further training and
opportunities for advancement. But for the disadvantaged young worker, with
few skills and below average education, producing enough to earn the minimum
wage is incompatible with the opportunity for adequate on-the-job learning.
For this group, the minimum wage implies high short-run unemployment and
the chronic poverty of a life of low wage jobs. Reducing the minimum wage for
young workers might be useful but it would not be sufficient. A more effective
policy would emphasize Youth Employment Scholarships that temporarily sup-
plement earnings and allow young workers to “buy” better on-the-job training.
The concept of Youth Employment Scholarships is developed further in the
background report. An Employee Investment Tax Credit could provide specific
incentives to employers to reduce turnover and to develop opportunities for
internal advancement for these young workers.

SOURCES OF ADULT UNEMPLOYMENT

Better management of aggregate demand has a more important role to play in
lowering adult unemployment than in improving the teenage employment situa-
tion. Nevertheless, even here macroeconomic policy can achieve only a small part
of the total possible reduction in unemployment. The background study analyzes
the implications of four different sources of adult unemployment: (1) the high
cyclical and seasonal volatility of the demand for labor; (2) the weak labor
force attachment of some groups of workers; (3) the particular problem of
finding permanent employment for persons with very low skills and specific
occupational handicaps; and (4) the unnecessarily long average duration of
unemployment among job losers.

The American unemployment rate is not only higher than the rates observed
in foreign countries but also much more cyclically volatile. A comparison with
British postwar experience shows that most of the greater U.S. volatility reflects
the more sensitive response of American unemployment to changes in aggregate
demand. The seasonal variation in employment is also substantially greater
in the United States than in Britain. This contrast in the cyclical and seasonal
variation in labor demand is not well understood. It may reflect a number of
institutional differences between the two countries. Within the American context,
however, the current system of unemployment compensation is likely to increase
substantially the extent of cyclical and seasonal unemployment.

Some of the adult unemployment that can be described as weak labor force
attachment is actually desirable. The ability of married women and of older
students to enter and leave the labor force is a positive feature of our economy.
The really serious problems are associated with low skill workers. In this group,
nonparticipation rates are much higher than unemployment rates. These non-
participation rates have continued to increase during periods of rising wages
and tightening labor markets. This indicates that expansionary macroeconomic
policy is not likely to reduce the current high rates of voluntary unemployment.
The solution lies instead in combining manpower policies that can improve the
quality of available jobs with changes in our system of incentives to encourage
workers to accept full-time employment in the jobs that are available.

There are more severe problems for some workers with major physical, psycho-
logical or mental handicaps. Because of their very low productivity, these workers
cannot obtain permanent employment at the minimum wage that is currently
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established by law and custom. Two forms of Job creation for these permanently
disadvantaged workers have been suggested : subsidies to firms and direct per-
manent public employment. Both of these are examined in detail in the back-
ground paper. On the basis of this analysis I have concluded that if earnings in
the subsidized employment are limited to the prevailing minimum wage and if
the wage subsidy is attached to the individual rather than to the specific job,
the system of wage subsidies would be a more effective and efficient method of
dealing with the problem of the very low skilled worker. There is also a third
possible option: integrating the minimum wage law with income maintenance
policy. By including both the market wage and an appropriate fraction of the
annual public income maintenance payment in the definition of the minimum
wage, the administrative problems of direct wage subsidies to employers could be
avoided while still permitting those with very low skills to find permanent
employment. Such an integration of the minimum wage and income maintenance
would reinforce the desirable features of a negative income tax.

The final source of our high adult unemployment rate is the unnecessarily long
average duration of unemployment. An individual’s delay in returning to work
generally does not reflect an inability to find employment. Instead, the period of
unemployment may involve searching for a better job, waiting to be recalled to
a previous position without taking alternative temporary employment, or merely
using the time for activities in the home.

IMPROVING THE INCENTIVE EFFECTS OF UNEMPLOYMENT COMPENSATION

Unfortunately, the current system of unemployment compensation encourages
excessive delays in returning to work. For many lower and middle income fam-
ilies, the combined effect of unemployment compensation and personal taxes is
to reduce greatly, and often almost eliminate completely, the cost of remaining
unemployed for an additional one or two months. The background study shows
that for most of the insured unemployed in Massachusetts the effective marginal
tax rate on the wages earned by returning to work is probably over 80 per cent.
Moreover, the analysis developed there also demonstrates that it is not difficult
to have a marginal rate over 100 per cent; i.e., to receive a higher net income by
remaining unemployed than by returning to work, especially in a family with two
earners.

Our current unemployment compensation system also provides both employers
and employees with the incentive to organize production in a way that increases
the level of unemployment. It makes the seasonal and cyclical variation of em-
ployment too large and makes temporary jobs too common. These important
adverse incentives arise because, for all types of unstable work, the unemploy-
ment compensation system raises the net wage to the employee relative to the
net cost to the employer.

Statistical evidence supports the common observation that these disincentives
have an important economic effect. The average duration of unemployment is
more than 50 per cent longer among the insured than among the uninsured: in
1971, the insured were unemployed for more than 14 weeks on average while the
uninsured had an average unemployment of only 8 weeks. It is also noteworthy
that when the British introduced earnings related unemployment benefits in 1966,
their unemployment increased substantially and the previous relation between
unemployment and vacancies broke down.

The exact magnitude of the disincentive effect of our unemployment compen-
sation system is unknown, It is clear, however, that even rather small changes
in the duration of unemployment, the cyclical and seasonal fluctuation in labor
demand, and the frequency of temporary jobs can have a very important cumu-
lative effect on total unemployment. For example, a decrease of only two weeks
in the current average duration of unemployment of three months would lower
the overall unemployment rate by 0.75 per cent. Estimates of the potential re-
ductions in cyclical and seasonal unemployment suggest that the current unem-
ployment compensation disincentives may increase the overall permanent unem-
ployment rate by at least 1.25 per cent.

The current system of unemployment compensation should be reformed in a
way that strengthens its good features while reducing the harmful disincentive
effects. Eliminating the maximum and minimum limits on the rate of employer
contribution and taxing unemployment compensation benefits in the same way
as other earnings would substantially improve the incentive effects of the cur-
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rent system. A much more important reform could be achieved by shifting the
basis of experience rating from the firm to the individual. This would have the
advantage of making the individual consider properly the costs of a longer dura-
tion of unemployment and of a job with a greater risk of unemployment. The
higher wages that would result for jobs with unstable employment would encour-
age employers to limit the seasonal and cyclical variations in labor demand. Be-
cause the switch to individual experience rating would significantly reduce the
tendency to draw excessive benefits, it would be possible to strengthen the pro-
tection provided by unemployment compensation through raising the benefit rate
and increasing the maximum level of benefits.

All of the analysis of the current study supports the conclusion that our
permanent rate of unemployment can be lowered substantially without inducing
an unacceptable rate of inflation. It is important to recognize, however, that
macroeconomic policy is unlikely to lower the permanent rate of unemployment
much below the 4.5 per cent that has prevailed during the postwar period.
Nevertheless, a series of specific policies could reduce the unemployment rate
for those seeking permanent full-time employment to a level significantly below
three per cent and perhaps closer to two per cent. Speeding the absorption of
young workers into employment and stabilizing their employment through better
on-the-job training could lower the overall unemployment rate by at least one-
half per cent. A restructuring of the unemployment compensation system could
reduce the unemployment resulting from cyclical and seasonal instability and
from unnecessarily long durations by an addition 1.25 per cent or more. Further
desirable reductions in unemployment could be achieved by subsidizing wages or
incomes for handicapped workers and others with very low skills. There is, in
short, no reason to allow the high average rate of unemployment that has pre-
vailed in the postwar period to continue in the future.

Chairman Proxyire. Thank you, Mr. Feldstein.
Mr. Hall, please proceed.

STATEMENT OF ROBERT E. HALL, PROFESSOR OF ECONOMICS,
MASSACHUSETTS INSTITUTE OF TECHNOLOGY, AND CONSULT-
ANT, DATA RESOURCES, INC.

Mr. Harr. Thank you, Chairman Proxmire. What I would like to
do in my remarks is to provide scientific background for the testimony
of the others here.

I will be addressing the topic of turnover in the labor force which
I think we will find is the key to understanding of the problems of
Jabor markets today. I will try to emphasize the role of employers in
the turnover in the labor market in contrast to many other writers
who concentrate on the role of the worker. In other words, I will dis-
cuss layoffs where other authors might discuss quits. I think it is im-
portant to keep in mind the role of employers in the excessive turnover
that we observe in the labor market.

Now, a major theme of recent thinking among economists about un-
employment is precisely that it is a problem of turnover as much as
one of duration; that is, its difficulty in keeping jobs as much as diffi-
culty in finding them that causes some groups in the labor force to
have unacceptably high unemployment rates. Let me review, very
briefly, first a study by George Perry who analyzes published data on
the duration of unemployment.! He finds that essentially all of the very
substantial adverse change in the unemployment rate among teen-
agers and young adults is the result of increased frequency of unem-

1 George L. Perry, «Unemployment Flows in the U.S. Labor Market,” Brookings Papers
on Economic Activity, 2:1972,
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ployment. That is, it doesn’t take teenagers any longer to find work
than it did 16 years ago, in 1956, but the frequency of looking for work
1s up 60 percent. That, I think, very much confirms the kind of view
that Professor Feldstein indicated is the real problem of teenagers in
the labor market.

Now, let me talk about some research of my own.

The study that I report on here deals with the related problem of
comparing the frequency and duration of unemployment among dif-
ferent groups in the labor force at the same point in time. I have ex-
amined data on the number of weeks and number of spells of unem-
ployment suffered by individuals in 1966 and attempted to estimate the
probability that an unemployed individual with given characteristics
will become unemployed in a given week and the probability of an un-
employed individual to leave unemployment. One of these is a meas-
use of flow, frequency of unemployment, and the other is a measure
of duration; it is inversely related to the duration of unemployment.

Now, what I find, basically, is that it is differences in turnover, dif-
ferences in the frequency of unemployment, much more than differ-
ences in the duration of unemployment that account for the very sub-
stantial differences we find in unemployment rates by age, race, and
Sex.

One of the most interesting comparisons is between blacks and whites.
We know that the ratio of black to white unemployment rates is gen-
erally around 2 to 1. My results show that black males are 73 percent
more likely to become unemployed than white males, and if unemployed
21 percent less likely to find work each week than whites; so that
means that really most of the 2-to-1 ratio, 94 percent if you add to-
gether these two figures, is related to the frequency of unemployment.
It is the instability of jobs held by blacks, the fact that blacks, every-
thing else held constant, are laid off more frequently, that accounts for
the much higher unemployment rate among blacks,

Now one finds, I think, again consistent with the kind of view of the
operation of the labor market that Professor Feldstein has advocated
that workers with few skills are 27 percent more likely to become un-
employed and 19 percent less likely to find work each week, so, again,
rather more than half the difference in unemployment rates is associ-
ated with higher turnover, higher frequency of unemployment.

If we look at age eeftcts, it is difficult in the study that I am reporting
on to say a great deal about teenagers because of the nature of the data,
so I will pass over that rather critically important point. If one looks
at young adults in comparison to the control group here, which is
30-vear-old males, one finds that 22-year-olds are 45 percent more
likely to become unemployed and 21 percent more likely to find work
each week of unemployment. So the difference in the unempolyment
rate understates the difference in the rate of turnover amon young
adults relative to 80-year-olds. One finds just the opposite inﬁiooking
at the older adults; 45-year-old adults are 27 percent less likely to be-
come unemployed and, again, 12 percent less likely to find work.

Talken together, the results that I have reported on seem to confirm
the view that differences in turnover, as measured by the frequency
of unemployment, are if any thing more important than differences in
the duration of unemployment in explaining the substantial adverse

86-554-—72——3
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experience of some groups in the labor force. At this point I should
emphasize that high turnover is not necessarily evidence that unem-
ployment is somehow voluntary and therefore not a burden on those
experiencing it. In fact, my results suggest that the frequency of un-
employment may be somewhat lower for individuals with higher in-
comes, while a theory of voluntary turnover would presumably sug-
gest that frequency would rise with income.

T would like to make a few remarks, again based on the same study,
about the geographical dimension of unemployment and turnover. It
is well known there are substantial differences among cities in their
unemployment rates and these differences are stable over time. The
study, which breaks down the differences in unemployment rates into
the differences in turnover, on the one hand, and duration on the other
hand, says something about what exactly is going on in comparing
one city to another and I think it is quite revealing.

Cities with low unemployment rates have low duration of unem-
ployment as expected but they also have low frequencies of unemploy-
ment. A worker in Chicago is 32 percent less likely than one in New
York to become unemployed, and an unemployed individual 5+ per-
cent more likely to find work each week.

Now, it turns out in examining other data that workers in Chicago
are hardly ever laid off. The layoff rate in Chicago is consistently a
very small fraction of the national average, very much less than it is
in high unemployment cities of the United States. Really, it is going
too far almost to compare the United States to Western Europe. We
have an example right in the United States, the city of Chicago. where
very similar things can be said about the comparison of Chicago’s
consistently low unemployment rate, consistently higher stability of
employment.

On the other hand, an individual in San Francisco——

Chairman Proxare. Could you give us the statistical record, that
is what unemployment is in Chicago as compared with New York?

Mr. Harrn. I will refer you to the last column of table 2 of my
prepared statement. A fraction of the year unemployed is what I am
able to measure. This is a study covering men and basically this refers
to adult men where a fraction of the year unemployed is almost
synonymous with the unemployment rate. In Chicago, workers spent
seven-tenths of 1 percent of the year unemployed compared, say, to
New York, where the comparable figure 1s 1.6 percent.

Chairman Proxatre. My question was not referring to that. There
is no question about the point you made. I am just asking how this is
reflected in the overall unemployment rate? What is it, 4.5 percent in
Chicago and 6 percent in New York? Or what is the difference?

Mr. Harr, Well, referring to——

Chairman Proxmire. You said No. 1, the duration is less in
Chicago

Mr. Harn, Right.

Chairman ProxMIRE (continuing). No. 2 as I understand it, let’s
see, the duration is less, the layoff rate is a great deal less.

Mr. Hacr. Right.

Chairman Proxarire. I wonder how these two factors would be
reflected in the actual unemployment ?
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Mr. Harr. Well, they both go in the same direction; they cause the
unemployment rate in Chicago to be well under half what it is in New
York.

Chairman Proxyire. So, what are those figures 4 and 8 ov 3 and 6
or what?

Mr. Harn. Well, it depends on how we measure the unemployment
rate. I am afraid I forgot to bring with me the official figures but
what I remember is something around 2 percent in—this is 1966—
Chicago, and 3.5, almost 4 percent in New York. I would have to
check it.

(The following information was subsequently supplied for the rec-
ord by Mr. Hall:)

I was unable to give the exact figures for the official unemployment rates for
Chicago and New York in 1966. The figures are 2.6 percent and 4.2 percent,
respectively.

Chairman Proxyire. Two percent being the overall unemployment
rate?

Mr. Harr. Yes; that is the overall

Chairman Proxyre. Including blacks, women, teenagers?

Mr. HarL. Yes, that is correct ; that is the official area.

Chairman Proxyire. Two percent in 1966; it is quite astonishing.

Mr. Hacr. Yes; it is an aspect of the national labor market that has
not nearly reecived enough attention.

Chairman ProxMIre. You see, what astonishes me, I am familiar
with the unemployment rate in Wisconsin in various cities, and Mil-
waukee and Chicago are fairly similar; our unemployment rate is
less in Milwaukee than it is in the rest of the country. I am sure it
was not 2 percent, in 1966.

Mr. Havrr. I am talking about 1966, the overall unemployment rate
in the country is 3.6 percent.

Chairman Proxarire. But it still was not 2 percent in Milwaulee;
it was 3 percent.

Mr. Harr. T have never studied Milwaukee because it is not identified
in the data, so Tam afraid I cannot comment on that.

To continue the comparison of cities, west coast cities seem to be
high unemployment cities. An individual in San Francisco is 73 per-
cent more likely to be unemployed and 9 percent less likely to find
work than in New York. It is higher layoffs in San Francisco almost
exclusively that are causing the trouble. Layoff rates
" Chairman Proxyire. We exempted Mr. Feldstein from the bell be-
cause of the request of Mr. Fckstein. We shouldn’t have been dis-
criminatory but we were.

Mr. Havr. Layoff rates in the low unemployment, cities, in the study,
which are Chicago, Washington, D.C., and Houston, Tex., are really
very close to zero. There is just a remarkable difference in the wa.
that employers respond to conditions in the labor market that they
operate in. Where one has a chronically tight labor market as in the
cities I have named, it does not make sense for an employer to lay a
worker off; rather, workers are kept on through a dip in demand
because of the difficult of recruiting, the need to maintain a stable labor
force in a tight labor market.
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Let me say just a bit about the implications of findings about turn-
over for manpower programs.

I think the first thing to be said is that manpower programs have
consistently had problems with turnover even within the programs
themselves. It is surprising what a small fraction, sometimes only half
of those enrolled in manpower training programs, actually complete
the program, that in trying to deal with high turnover workers one
finds a discouraging experience even as an operator of a training
program.

Not very much is known about the impact of training programs on
reducing turnover. It is a very, very difficult subject to study statis-
tically. I have looked into it in some detail and have found that I
really cannot say with confidence that the kind of training programs
that were tried by the Federal Government had much success in
reducing turnover. On the other hand, I cannot say that they have
not. I think that is a subject that deserves a great deal more study.
As a matter of fact, I plan studies of that sort myself.

Let me comment on one aspect of Professor Feldstein’s study. He
mentions a phenomenon as job shopping which I think accounts in part
for the high turnover of young adults, young workers in general. A
similar process occurs among employers. Employers experiment with
workers, put them through probationary periods and lay them off if
they turn out not to be suitable workers, so there is a symmetry in
this phenomenon. I refer to it in my remarks as experimentation. On
the one hand workers experiment with jobs and, on the other hand,
employers experiment with workers and in many ways that isa healthy
thing. I think we need to recognize the need for that.

On the other hand, there appears to be an awful lot of it and T think
we need to consider programs that somehow are able to reduce experi-
mentation on both sides of the market.

Professor Feldstein has emphasized the usefulness of counseling
voung workers coming out of school looking for work. I think it is also
important to counsel employers about the existence of young workers.

Chairman Proxare. Mr. Hall, I apologize. Your remarks are
fascinating. I had no idea there was this remarkable geographic dif-
ference, and T am delighted to have you reveal that to the committee.
T have never heard that discussed in this depth before and, as you
say. this conld be a far more instructive lesson to us than comparing
it with foreign countries. It is amazing that you have this difference
you say almost a zero rate of layoff in a city like Chicago and ap-
parently it is all a matter of quits, when people leave employment
rather than when they lay off. Quits are on the volition of the employee
in the overwhelming majority of the cases, not all but overwhelming.

Mr. Harw. I should say on the other side of the coin, I don’t want to
be too optimistic on Chicago. Chicago is a fairly high quit rate, not the
highest but quite high. A tight labor market makes things very easy
for workers and very hard for employers. ) ] )

There is one other aspect to my study that is mentioned in my re-
marks and that is that there seems to be a tendency, not a strong tend-
eney but a weak tendency for the low unemployment cities, cities with
low layoffs, low frequency of unemployment, to be cities that pay low
wages.
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Now, I have looked into it

Chairman Proxmire. That certainly would not be true in Chicago
and New York, would it ?

Mr. Havr. Noj it is—well, you see——

Chairman Proxuire. New York pays higher wages than Chicago,
don’t they ?

Mr. Harr. Well, it is very important in cities to adjust for the com-
position of the labor force. T have used methods that make it possible
to account for the fact that New York may have a lower quality labor
force than Chicago and what T find is that Chicago has somewhat
lower, not a great deal lower but a few percentage points lower wages
after making this adjustment for the labor force and after recognizing
differences of cost of living, than does New York.

On the other hand, the high unemployment cities, especially San
Francisco and Los Angeles, pay quite a bit higher wages, which goes
with a higher unemployment rate. ' :

Chairman Proxaire. Your remarks have been very interesting. I
will be interested in studying your entire study very carefully.

(The prepared statement of Mr. Hall follows :)

PREPARED STATEMENT oF ROBERT E. FALL

TURNOVER IN THE LABOR FORCE AND THE PROSPECTS FOR ACHIEVING LOw UNEM-
PLOYMENT RATES

NoTe.—The basic research reported here was supported by the National Science
Foundation through a grant to MIT. The author is also a consultant for the study
conducted by Data Resources, Inc.

Better knowledge of the character of unemployment in the contemporary
American economy is a prerequisite to the design of federal policy for achieving
acceptability rates of unemployment. Most of my remarks will be devoted to
an empirical analysis of unemployment, in a recent year of full employment. At
the end, I will discuss briefly the implications of these findings for present and
proposed manpower programs of the federal government. Throughout I will
emphasize the key role of turnover in the process generating unemployment. It is
increases in turnover rates that account for most of the worsening relative un-
employment rates of young adults and teenagers, and differences in turnover
that explain a substantial part of the differences among demographic groups,

THE ANALYSIS OF UNEMPLOYMENT IN TERMS OF FREQUENCY AND DURATION

The unemployment rate can usefully be considered the product of the fre-
quency of unemployment and the duration of each spell of unemployment. Dou-
bling the number of spells of unemployment suffered by the average member of
the labor force each year leaves the unemployment rate unchanged if it is ac-
companied by a halving of the length of the average spell. A fuller understand-
ing of the nature of unemployment in the modern U.S. economy requires an ex-
amination of these two dimensions, since it makes a good deal of difference if
a given unemployment rate, say the high rate teenagers, is the result of a high
rate of turnover and consequent high frequency of unemployment, on the one
hand, or excessive duration, on the other. Although unemployment is always a
source of concern, it is more so if the result of extended inability of certain indi-
viduals to find work than if the result of more widespread but transitory job-
lessness,

EMPIRICAL EVIDENCE ON FREQUENCY AND DURATION

A major theme of recent thinking among economists about unemployment is
that it is a problem of turnover as much as one of duration. That is, it is
difficulty in keeping jobs as much ag difficulty in finding them that causes some
groups in the labor force to have unacceptably high unemployment rates. Evi-
dence for this view is summarized in my paper, “Why is the Unemployment Rate
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So Iligh at Full Employment?’ (Brookings Papers on Economic Activity,
8:1970). More recently, George Perry has examined trends over time in the
frequency and duration of unemployment by demographic groups (*“Unemploy-
ment Flows in the U.S. Labor Market”, Brookings Papers on Hconomic Activity,
2:1972). He poses the question of what frequency and duration would prevail
in 1972 for various age-sex groups if the unemployment rate for adult men
were the same as in 1956. Through a sophisticated analysis of the published data
on the duration of unemployment, he finds that essentially all of the very sub-
stantial adverse change in the unemployment rate for teenagers and young
adults of both sexes is the result of increased frequency of unemployment.
Young people find jobs about as fast as they did 16 years ago, but they must look
for work up to 60% more often.

The study reported here deals with the related problem of comparing the fre-
quency and duration of unemployment among different groups in the labor force
at the same point in time. I have used data on the number of weeks and the
number spells of unemployment suffered by individuals in 1966 to estimate the
probability that an employed individual with given characteristics will hecome
unemployed in a given week and the probability that an unemployed individual
will leave unemployment in a given week.

The first probability is a direct measure of the frequency of unemployment
while the second is inversely related to the duration of unemployment. Table 1
presents the probabilities calculated from the results of the study. In brief, I
find that black males are 73% more likely to become unemployed than white
males, and, if unemployed, 219 less likely to find work each week than whites.
In this and other comparisons, I adjust for differences in the skill, income, age,
loeation, and marital status of the individuals. The results suggest that of the
very substantial difference in the unemployment rates of black and white males
that remains after the adjustment, almost two-thirds is associated with higher
frequency and a little more than one-third with greater duration. In comparing
workers with few skills (those expected to earn $1.50 per hour) to those with
average skills (those expected to earn $3.00), I find that the unskilled are 27%
more likely to become unemployed and 199% less likely each week fo find work
when unemployed.

TABLE 1.—WEEKLY PROBABILITIES OF ENTERING AND LEAVING UNEMPLOYMENT FOR VARIOUS GROUPS,1966

Weekly probability of—

Fraction of
Becoming  Leaving un- the year
unemployed  employment unemptoyed
Group (percent) (percent) (percent)
0.38 10.2 3.6
.22 13.6 1.6
28 11.0 2.5
24 12.5 1.9
22 13.6 1.6
16 12.3 1.3
21 13.8 1.5
.22 13.6 1.6
.15 9.8 1.5
i 10.1 2.6
.22 22.2 1.0
.32 16.5 1.9
.22 13.6 1.6
.16 15.3 1.0
.16 12.6 1.3
12 5.5 2.1
et S| B
Government_._. o e O . 8 .
Self-employed, salaried__. . . R .25 29.9 .8
Self-employed, not salaried. ........ooioiiiiiiiiias .09 16.0 .6
e e .22 13.6 1.6
NOt MArTed. - oo omaeeccicamcmamm e e .40 12.0 3.2

1 Marks the vaiues of the characteristics used in calculations for other categories.
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In the comparisons by age, the results show that 18 year olds are about
as likely to become unemployed each week of the year as 30 years olds, and
63% more likely to leave unemployment in each week of unemployment. It is
important here to note that teenagers spend relatively few weeks in the labor
force, so that their weekly probabilities of unemployment when in the labor
force are actually well above those of adults. High teenage unemployment
rates are a result of the fact that teenagers spend a large fraction of the few
weeks that they are in the labor force looking for work. Twenty-two year olds,
who spend much more time in the labor force than teenagers, are 459 more
likely than 30 year olds to become unemployed and 219 more likely to find work
each week when looking. Forty-five year olds are 279 less likely to become
unemployed and 129, less likely to find work. It seems clear that adults over
the age of 30 are able to find significantly more stable employment than are
young adults. Finally, the comparison between married and unmarried men is
particularly striking: those not married are 829, more likely to become unem-
ployed but only 129, less likely to find work when unemployed.

I have also obtained results for women, but these are somewhat harder to
interpret than are those for men, since on the average women spend substan-
tially less than full time in the labor force.

Taken together, the results for men seem to confirm the view that differences
in turnover, as measured by the frequency of unemployment, are if anything
more important than differences in the duration of unemployment in explain-
ing the substantial adverse experience of some groups in the labor force. At
this point I should emphasize that high turnover is not necessarily evidence
that unemployment is somehow voluntary and therefore not a burden on those
experiencing it. In fact, my results suggest that the frequency of unemploy-
ment may be somewhat lower for indivduals with higher incomes, while a
theory of voluntary turnover would presumably suggest that frequency would
rise with income. On the other hand, the results do offer a little support to the
view that individuals who are better off take longer to find work once they are
unemployed.

THE GEOGRAPHICAL DIMENSION OF UNEMPLOYMENT AND TURNOVER

The study also yields useful information about the geographical distribution
of unemployment. It is well known that there are substantial differences among
cities in their unemployment rates, and that these differences are stable over
time. My study sheds some light on the nature of these differences: the derived
probabilities are shown in Table 2. Cities with low unemployment rates have
low duration, as expected, but also have low frequencies of unemployment. A
worker in Chicago is 829 less likely than one in New York to become un-
employed, and an unemployed individual is 549 more likely to find work each
week. On the other hand, an individual in San Francisco is 789 more likely to
become unemployed and 99 less likely to find work than one in New York.
Pessimists who believe that high rates of turnover are an inevitable feature
of the contemporary American economic system may have trouble explaining
the favorable experience of Chicago, Washington, D.C., Houston, and other
cities with low frequencies of unemployment. We should be careful in dismissing
as unattainable the goal of a national unemployment rate of under three per-
cent when that rate is observed routinely in these cities. However, my study
shows that there may be a cost to cities with chronically tight labor markets ;
wages in them seem to be somewhat lower than in cities with more unemploy-
ment. Tight labor markets induce workers to quit more often, and restrict the
flexibility of employers in hiring and laying off, raising the effective cost of
labor to them. It may be that these two effects combine to reduce the produc-
tivity of workers in tight labor markets.
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TABLE 2.—-WEEKLY PROBABILITIES OF ENTERING AND LEAVING UNEMPLOYMENT N 12 LARGE CITIES, 1966

Weekly probability of—

Leaving Fraction of

Becoming unemploy- the year

. unemployed ment unemployed

City (percent) (percent) (percent)
Baltimore 0.23 15.6 1.5
Chicago._ .15 20.9 7
Cleveland 22 13.8 1.6
Detroit___ 32 14.9 2.1
Houston___. .20 18.1 1.1
Los Angeles ... .32 12.6 2.6
New York__ .. .22 13.6 1.5
Philadelphia. ..o .. ... .21 14.9 1.4
PIESDUNBN e e e e e A1 12.4 3.3
St LOUIS . i iiiiias .30 12.2 2.5
San FrancisCo. ..o oo oo - .38 12.4 3.8
Washington, D.C . ... .o eeeacemaaenaen 15 18.7 .1

IMPLICATIONS FOR FEDERAL POLICY

Policies for achieving low unemployment rates need to be formulated with
the problem of turnover in mind. We know from the research of Otto Eckstein
and others that aggregate policy by itself cannot be used to hold the unemploy-
ment rate at an acceptable level for more than a brief period without causing
a cumnlative process of increasing rates of inflation. Further, even at very low
aggregate rates of unemploynient, rates for some demographic groups are still
much too high. Aggregate policy is needed to increase the number of jobs avail-
able, but other kinds of programs are required to make sure that workers keep
the new jobs, and that they lose existing jobs less frequently.

Traditional manpower training programs do not seem to have had much effect
in reducing turnover among their graduates. In fact, turnover within the pro-
grams themselves is high; a discouraging fraction of enrollees fail to complete
the training programs. Much too little is known about the later experience of
those who do finish, but I cannot find much basis for optimism in the evidence I
have examined. Other kinds of manpower programs may offer more hope. In
principle, those that try to make better matches between jobs and workers ought
to reduce turnover, since they should reduce two important sources : quits caused
by the dissatisfaction of workers about jobs and layoffs and discharges caused |
by dissatisfaction of employers about workers. Most proposals for the expansion
of the placement activities of the federal government, through the federal-state
Employment Service or otherwise, fail to take account of the complexity of the
labor market and the degree of specialization in jobs and skills that exist in it.

Even with modern computers, it does not seem to be feasible to collect a
body of data on available workers sufficiently detailed and informative to
make it useful to a large fraction of employers with jobs to fill, nor to pro-
vide enough information about jobs to individuals looking for work to help
a large fraction of them either. As a result, both employers and workers
tend to rely on informal sources of information, mainly through personal con-
tacts. Perhaps more important, they rely on experimentation. Employers may
retain only the most suitable of a group of workers after a probationary period.
and a worker may try out several jobs before settling on a permanent one. The
process of experimentation is obviously most important for young workers.
Martin Feldstein has correctly emphasized the importance of federal programs
for helping young people make the transition from school to work as a method
for reducing the turnover associated with experimentation.

An important body of opinion among economists holds that what is needed is
neither the reshaping of workers through training nor better matching of work-
ers and jobs, but rather the reshaping of jobs. In this view, high turnover is as
much a characteristic of the jobs available to certain groups of workers as it is
a characteristic of the workers themselves, Turnover can be reduced, then, by
offering incentives to employers to make their jobs more stable. The hope of such
a policy is to increase the number of stable, career jobs available and to decrease
the number of jobs where the employer and employee have only weak commit-
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ments to each other. Although the goal of the most important new manpower
program of federal government, Job Opportunities in the Business Sector, is pre-
cisely the opening up of good jobs with career possibilities, it seems to have fallen
far short of that goal in its actual operation. The basic problem seems to be that
JOBS does not offer adequate incentives to employers to bring about the desired
change in the nature of their relation to their employees. Merely reimbursing
employers for the out-of-pocket costs of training disadvantaged workers does not
seem to be enough. I believe, again with Martin Feldstein, that we need to con-
sider programs that provide direct incentives for the stabilization of employ-
ment. The study of and experimentation with such programs should receive the
highest priority.

Chairman Proxaire. Next we will hear from Mrs. Barbara Berg-
mann, professor of economics at the University of Maryland and direc-
tor of the project on the economics of diserimination.

Mrs. Bergmann is a longtime student of the problems of structural
unemployment. She has been senior staff economist with the Council
of Economic Advisers and with the Brookings Institution.

Tlease proceed with your summary of your fine prepared statement
on how to reduce unemployment among blacks and women.

Mrs. Brreatanw, Thank you Senator. )

Chairman Proxmare. Again, I apologize for the 10-minute

restriction.

STATEMENT OF BARBARA R. BERGMANN, PROFESSOR OF ECONOM-
ICS, UNIVERSITY OF MARYLAND, AND DIRECTOR, PROJECT ON
THE ECONOMICS OF DISCRIMINATION

Mrs. BereMaNN. I would like to lay emphasis on the problem of
black unemployment rates and women’s unemployment rates. I don’t
think we are ever going to get down to respectable levels of total un-
employment until something is done about those rates. Blacks and
women constitute 44 percent of the labor force currently and they are
growing in importance.

Chairman ProxMire. You say 44 percent ?

Mrs. Bereaany. Forty-four percent and it cannot be assumed that
we can go on as we have before with those rates running ever higher.

C%mirman Proxaoxre. You are not double counting black women, are
you?t

Mrs. BEremax~. No, I am not, sir.

Women’s unemployment rates are currently running 64 percent
higher than men’s and black rates are running 110 percent higher than
white rates. I will argue that we can bring down the pathologically
high unemployment rates among blacks and women by policies which
encourage employers to treat members of these groups more as white
males are treated. I would further argue that such policies would not
merely have the effect of spreading the misery around more evenly
but would enable us to move to an era in which unemployment rates
would be lower for all groups without inflationary consequences.

Inmy view, much of the problem we have derives from the segmenta-
tion of the labor market. There is a great deal of occupational segrega-
tion. White women have their own occupations; black women have
their own occupations and so on for black and white men. There is
insufficient flow of labor between these segments of the labor market
and that is a great part of the problem.
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The occupations that women and blacks tend to be relegated to are
those lacking career possibilities. Professor Hall has made a rather
eloquent statement on this which I would like to quote. He says:

The whole notion of a career with steady advancement is relevant only for
white males. Blacks and women seem to be excluded from work that offers an
incentive to stay with a job permanently.

Thus, one effect of the segmentation of the market is that women
and blacks do tend to have higher turnover.

I present in my prepared statement some data which document the
extent of the segregation of males and females and blacks and whites
but I won’t go into it here.

I don’t think turnover, important as it is, really covers the matter
with respect to blacks and women. I think there is also a shortage of
demand for the services of these people as compared with the services
of white prime age males. These barriers to mobility, based to some
degree on employers’ views as to what is right and proper in a par-
ticular job and on employers’ lack of experience of blacks’ and
women’s performance in jobs of the type not usually open to them,
create excess labor in one part of the market while at the same time
you may have a shortage in another.

I know there is great temptation in some quarters to attribute the
poor labor market position of blacks and women and their high unem-
ployment to the inferior characteristics of the sufferers rather than to
the discriminatory actions of employers in restricting access to certain
jobs to white males. Blacks have been said to Jack aptitude and women
to lack labor force attachment. Of course, whatever truth there is to
these assertions will not be uncovered until employers begin giving a
square deal to those blacks with aptitude, of whom there are quite a
few, and to those women with labor force attachment, of whom there
are quite a few.

I want to further argue that a reduction of these barriers to mobility
for blacks and women would not merely spread around the unemploy-
ment more evenly, although, of course, that would be justified on
equity grounds alone.

First of all, if we had a freer and more unified labor market, labor
would be better distributed across occupations because of aptitude.
Many women and blacks now find themselves, because of race and sex
discrimination, in jobs in which their full talents are not utilized.
These people are surely major contributors to the turnover statistics
we have been talking about here.

Second, a higher proportion of the work force would realistically
consider themselves in the running for promotions in their current
places of work. Here I use the analogy of a sweepstakes. If a person
has no ticket whatever in the promotion sweepstake, he tends to cut
and run whenever he gets dissatisfied. A disproportionate amount of
turnover comes from those who have no ticket; therefore, increasing
the number of tickets in the promotion sweepstakes, even though some-
what debasing their value, would reduce turnover.

I think also certain occupations tend to be too large—that is, the
number of people attached to those occupations, both employed and
unemployed, is too large because again of these barriers I have
mentioned.
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If workers could be drawn off into the occupations in which there
are shortages through a change of attitude of employers and em-
ployees, the unemployment rates for the various groups would be
evened out. If this could occur, pay and working conditions would
improve in what we now consider “dirtier jobs.” As a result, these
jobs they would be able to hold workers better. This could come about
if some members of the captive labor force now attached to these jobs
because of race and sex segregation were allowed to move off into
better jobs.

Chairman Proxatre. That appeals to me a great deal, a great deal.
T have always been turned off by the argument about so-called un-
attractive jobs, that people wouldn’t take them because it was beneath
them and so on, and the argument that teachers are paid only a little
more than garbage collectors.

In my view, garbage collectors ought to be paid more than many
others in our economy ; it is a dirtier job and you would have to pay me
more to collect garbage rather than teach. I taught for a while and I
loved it; it was wonderful; it was exciting and challenging; that is
not true of garbage collecting, no matter how imaginative you may be.

Mrs. Beremany. Economists tend rather carelessly to refer to high
wage and low wage occupations as though these wage levels were or-
dained by God but, in fact, they depend on supply and demand. I
think there is an excess of supply in some markets due in great part
to this problem of segmentation by race and sex.

ILet me turn to the question of deficient demand. I have made an
estimate of the amount of difference in unemployment rates between
whites and blacks and between men and women due to turnover and the
amount, of the difference due to demand. Of conrse, these estimates
tend to be rather sketchy, but T think these are in the right ballpark.

As of August the unemployment rate for black men was 8.4 percent
and for white men it was 4 percent. T estimate that for white men, 2
percent—that is, half of their unemployment—is due to turnover. This
estimate is based on the assumption that turnover creates unemploy-
ment because jobs stand vacant for a while.

Now, for black men, my estimate is a somewhat higher amount;
namely, 2.9 percent of the black male labor force is unemployed be-
cause of turnover. Blacks do have higher turnover rates but that 2.9
is a smaller fraction of the total black rate of 8.4 percent than the 2
percent for white males is of the total white rate of 4 percent.

Similarly for women; women’s turnover rate is about 18 percent
higher than male turnover rates. T would estimate that of the 7.5 per-
cent unempolyvment rate among women, only 2.2 percent can be due
to turnover, whereas for men, something like 2 percent is due to turn-
over.

Chairman Prox»ire. Have vou made any effort to find out how
much of that 18 percent higher tnrnover for women is the result of
women having children and so forth ¢

Mrs. BeraaanyN. An estimate has been made, not of how much was
due to having children but rather of how much is due to the fact that
women are in occupations in which both men and women turn over
faster.

Chairman Proxyrire. But there is a definite sex difference, of course ?



40

Mrs. BEremanN. Yes, there is.

Chairman Proxmire. If the woman has a baby, in most cases she
has to take at least a temporary leave and very often it is a leave that
might be 2 or 3 or 4 years or longer.

ers. BeremanN. Yes, although I think it is decreasing in fashion-
ability.

Chairman Proxsire. It may be but it would seem to me it could well
account for an 18-percent difference.

Mrs. BrreMann. The estimate of Mrs. Sawhill of Goucher is that
halt of this 18 percent is due to this occupational difference and half
is due to other factors.

Let me briefly address the question: Is progress being made? Tt is
being made very, very slowly for blacks. I believe we are going back-
ward with respect to women—that is, women are crowding into the
labor force and “their” occupations, particularly the clerical occupa-
tions. are bulging at the seams.

Let me now talk about policy. Martin Feldstein has proposed that
we set up youth policies, youth employment scholarships, a youth em-
ployment service. I wholeheartedly endorse that suggestion but only
on condition that care be taken to insure that the young people have
access to the federally subsidized jobs without regard to race or Sex.

The Federal record in insuring nondiscriminatory entry into its
vouth programs is quite poor, the most shameful case being the pro-
grams of the Bureau of Apprenticeship. I think that a Federal youth
program which would help to perpetuate present occupational seg-
regation by race and sex would do more harm than good. After all,
the labor market problems of young white males very soon solve
themselves through the process of aging; the employment problems
of voung black women and men and of young white women are not
so easily conquered.

To a nondiscriminatory youth program, I would add two other
programs as essential: an expanded program of public service jobs
and a strengthened program of affirmative action for nondiscrimina-
tory hiring by private employers, enforced by the Federal
Government.

Public service employment is a necessary tool for breaking down
patterns which have led to high turnover and high unemployment
for youth. blacks, and women, simply because it is too much to expect
the private economy to solve this problem all by itself. The public
service already plays a role in giving blacks and women a better deal
than does the private labor market. Its role must be expanded and
whatever patterns of discrimination remain within the governmental
service must be broken up.

Although I realize the idea has little political appeal, I would urge
experimentation on a small scale with public construction in which
the usual market for construction labor organized by contractors was
hynassed and the work done and supervised by employees on the
public payroll chosen in a nondiscriminatory way. There is a precedent
for this in the way the city of Minneapolis runs its construction proj-
ects, I am told. ) ) ‘ . .

I believe that vigorous, affirmative action programs in private in-
dustry are also a necessary ingredient to success in reducing occupa-
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tional segregation and thus in reducing excessive rates of turnover
and unemployment for women and blacks. A lot of opposition to such
programs has been generated by exaggerated notions about what such
programs entail. They do not entail firing any person currently on
any job and they do not entail hiring masses of unqualified people.

Our research group has computed the share which blacks would
have to be of all persons hired to fill job openings in manufacturing if
the targeted share for black employment were to be reached in 10
years. These figures are shown in one of the tables in my prepared
lst_agement, table 4, along with the actual share which blacks had in
hiring.

For example, blacks are now about 1.7 percent of all persons hired
for professional and technical jobs in printing and publishing. That
share needs to be raised to 5.2 if blacks are eventually to have their
fair share of such jobs in that industry. There is a great deal of dif-
ference from the point of view of a black between a 1.7 percent hiring
share and 5.2 percent share, but it is hard to see a great menace to
whites or to competence in printing and publishing if the hiring rate
is so changed.

Let me end by putting in a word about quotas. The problem has been
and continues to be that there are many groups of jobs for which there
has been a quota for white males—namely. a quota of 100 percent. It
is these quotas that need abolishing; and there is no effective way to
police the abolition of such quotas except by requiring employers to
show progress on a statistical basis and asking them to explain in detail
any failure to demonstrate such progress. I am in favor of such
statistical requirements on employers and if this be quotas, then so be it.

Programs to create a labor market where blacks and women would
have access to jobs for which they are qualified and have a chance to
move up to more responsible jobs if their performance warrants it
are desirable on equity grounds alone. Such programs will surely
have the result of reducing the target rate for unemployment on which
reasonable people can agree. It is hard to believe 1t could be done in
any other way.

(The prepared statement of Mrs. Bergmann follows:)

PREPARED STATEMENT OF BARBARA R. BERGMANN

Curing Higax UNEMPLOYMENT RATES AMONG BLACKS AND WOMEN*

We will not begin to take the monetary and fiscal steps necessary to reduce
the unemployment rate in the United States toward levels considered respectable
in most other developed countries—in the neighborhood of two percent—unless
and until progress is made in solving the problem of high unemployment of blacks
and women, who now together constitute 44 percent of the labor force. Women's
unemployment rates are currently running 64 percent higher than men’s and
black rates are running 110 percent higher than white rates. Even in times (un-
like the present) when the labor market for white prime-age males is tight,
and further expansion via monetary and fiscal policy threatens highly infla-
tionary consequences, high unemployment among blacks and women as well as
among youths keeps the size of the total group of unemployed people very
large.

*Testimony prepared for delivery before the Joint Economic Committee, Congress of
the United States, October 17, 1972. Research for this paper was supported by a grant to
the Project on the Economics of Discrimination by the Office of Economic Opportunity.
I would like to thank Clair Vickery, Bradley Schiller, Henry Aaron, and Robert Hartman
for helpful comments.
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I will argue that we can bring down the pathologically high unemployment
rates among blacks and women by policies which encourage employers to treat
members of these groups more as white males are now treated. I will further
argue that such policies would not merely have the effect of spreading the misery
around more evenly, but would enable us to move to an era in which unem-
ployment rates could be lower for all groups, without inflationary consequences.

Martin Feldstein® has brought together in a very helpful way the evidence
on unemployment by race, sex and age. He shows that women, blacks and youth
tend to have high unemployment rates whether the rate for white males is
high or whether it is low. Improvement in the state of aggregate demand changes
the unemployment rates for women and young blacks very little.” Rates for black
men and women and white male youth are reduced by improvement in aggregate
demand, but even in the best of times their rates are high.

In explaining this phenomenon of high unemployment rates for blacks, women
and youth, Feldstein attributes great importance to high labor turnover among
these groups—to a tendency to leave jobs. Speaking of young workers he says,

“Why is employment so unstable and labor force attachment so weak in this
age range? Why do young American workers experience so much higher unem-
ployment rates than their British counterparts? I believe that ¢ fundamental
rcuson is the types of jobs that are available and the lack of adequate reward
for stable cmployment.”® [Emphasis supplied.]

While I Dbelieve that shortage of demand is even more important than high
turnover in causing high unemployment, I do believe high turnover deserves
more attention than we have given it. Moreover, I believe Feldstein is right on
target in his diagnosis of the cause of high turnover among youths.

The very same diagnosis is to a great degree applicable in the case of high
turnover among women and blacks. Women and blacks also suffer from “the
types of jobs that are available and the lack of adequate rewards for stable
employment.” Robert E. Hall put the matter very strikingly when he said,

« " the whole notion of a career with steady advancement is relevant only
for white males . . . Blacks and women seem to be excluded from work that
offers an incentive to stay with a job permanently. . . .” ¢

The lack of careers leads to drift from one job to another and to drift into
and out of the labor force. It is these drifting people who create the high labor
turnover statistics and contribute, along with deficient demand, to the high
unemployment rates that Feldstein documents.

Blacks and women do not have careers because they are denied access to jobs
of a “career” type. The denial of a career to blacks of both sexes and white
women is done through a system of occupational segregation. The occupational
segregation of blacks from whites of equivalent educational cxperience can be
seen in Table 1, which shows for 21 manufacturing industries the great over-
concentration of blacks in service occupations and as laborers, and their gross
under-representation in occupations where advances in wages and status are
more comnion. In printing and publishing, for example, we see that blacks had
in 1967 only 1.3 percent of the professional and technical jobs, whereas judging
by their educational experience (on which the “target black employment share”
is based) they should have 4.7 percent of those jobs. In the same industry, blacks
had 1.6 percent of the craft jobs, as opposed to a ‘“target” of 9.6. On the other
hand, the share of blacks in jobs as laborers was double what might have been
expected, judging by their educational experience, and their share of service
jobs was triple the target level.

1“Yowering the Permanent Rate of Unemployment,” a report to the Joint Econom
Committee, October 17, 1972. yment v t Heonomic

3We must be careful not to interpret an unchanging rate of unemployment over the
cycle as an unchanging degree of hardship in these groups. The unchanging rate of
unemployment is probably due to & reductlon in the rate of quitting jobs in bad times,
which balances out the reduction in opportunities to leave the state of unemployment
through finding a job. In bad times, the average length of unemployment rises in these
grg%ps, a_r.;d henc§4th;5hardshlp of finding oneself unemployed rises also.

p. cit., pp, 34-39.

4 Robert H. Hall, “Why Is The Unemployment Rate So High At Full Employment?”’

Brookings Papers on Economic Activity, 8: 1970, pp. 393, 396.
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TABLE 1.—BLACK EMPLOYMENT AND HIRING PARTICIPATION, BY OCCUPATION AND INDUSTRY

[Blacks as a percent of total employment and hires]

Profes-
Officials  sionals
and and tech- Sales  Clerical  Crafts-  Qpera- Service
managers  nicians  workers  workers men tives Laborers workers
Ordnance and accessories:
66 black hire share...... 1.5 2.1 0 3.5 11.4 22.3 19.9 36.3
67 black employment
share. . ....co....._. .7 1.2 0 2.4 4.0 15.4 17.7 2.5
77 estimated black
employment share.... 1.2 1.7 0 3.3 9.5 20.9 18.9 34.8
Target black
Rloyment share. _.. 6.2 4.6 6.6 6.6 8.6 9.7 10.8 9.2
Food and indred products:
66 black hire share..___. | ) 2.4 2.9 2.8 8.8 14.1 22.4 25.3
67 black employment
................ 1.0 1.8 2.6 2.4 7.5 129 21.3 24,6
77 estnmated black .
employment share____ 1.3 2.3 27 2.7 8.4 13.4 21.4 24,2
Target black
employment share. .. _ 7.1 5.1 7.4 7.5 10.0 11.6 13.1 10.8
Tobacco manufactures:
66 black hire share_____. 3.5 3.5 2.3 7.8 5.2 17.7 17.0 52.6
67 black employment
________________ 1.5 2.3 1.8 5.7 3.2 15.4 44.8 51.4
77 esnmated black
employment share. . . _ 3.3 3.3 2.2 7.4 4.9 16.8 45,5 5L1
Target black
employment share____ 10.0 7.8 10.4 10.4 14,4 16.8 19.2 15.6
Textile mill products: .
6 black hire share._____ .4 1.9 0 2.3 5.2 12.3 25,5 28.4
67 black employment
SNAT€ oo o icaioe. .3 1.1 .1 L9 3.4 9.3 24.1 28.1
77 estnmated black
employment share_.__ .4 1.8 0 2.2 4.8 1.7 24.4 27.2
Target black
employment share____ 9.4 7.2 9.8 9.9 13.5 15.7 17.9 14.6
Apparel and other textile
products:
66 black hire share.__.__ 11 2.8 L2 5.5 10.3 11.2 12.9 21,7
67 black employment
share. .. ._...__... 1.2 2.2 .8 5.0 8.5 9.7 17.2 213
77 eshmated black
employment share..__ L1 2.6 L1 5.2 9.8 10.6 17.1 20.7
Target black
employment share_ ... 7.9 5.7 8.3 8.4 11.2 12.8 14,5 12.0
Lumber and wood products:
66 black hire share.____. .5 .9 .5 1.8 10.1 16.4 29.8 20.9
67 black employment
................ .5 .7 .4 1.4 6.4 14.6 28.2 19.6
77 estlmated hlack em-
ployment share._____. .5 .9 .4 1.7 9.5 15.7 28.7 19.9
Target black emptoy-
ment share_...______. 10.0 7.9 10.4 10.4 14.4 16.7 19.2 15.6
Furniture and fixtures:
6 bjack hire share...... 1.2 1.9 .1 2.6 9.1 15.7 24.0 25.2
67 black employment
share..__.__.__._.._. 7 J 0] .1 2.0 7.0 13.9 22.8 24.2
77 est:mated black em-
ployment share_..____ L1 1.7 .1 2.4 8.6 15.0 23.0 24.2
Target black employ-
ment share_..________ 1.9 5.8 8.3 8.3 11.3 13.0 14.8 12.2
Paper and allied products:
66 black hire share______ .5 1.4 .5 2.9 4.3 12.0 15.6 20.2
67 btack employment '
share.._.______._____. .3 .7 .3 1.7 3.2 9.0 14.3 21.4
77 estimated black em-
ployment share_______ .5 1.2 .5 2.7 4.0 11.3 14.9 18.3
Target btack employ-
ment share____.______ 7.2 5.1 7.6 7.6 10.2 11.8 13.3 11.0
Printing and publishing:
66 black hire share_.___. 1.2 1.7 1.9 6.3 2.9 10.2 22.2 37.6
67 black employment
................ .9 1.3 1.4 4.6 1.6 8.4 19.8 35.0
77 estlmated black em-
;Il_loyment share....... 1.1 1.6 1.8 6.0 2.7 9.7 21.3 36.3
arget black employ-

mentshare._________. 6.8 4.7 1.2 1.3 9.6 1.1 12.5 10.3



44

TABLE 1.—BLACK EMPLOYMENT AND HIRING PARTICIPATION, BY OCCUPATION AND INDUSTRY—Continued

[Blacks as a percent of total employment and hires]

Profes-
Officials  sionals
and and tech- Sales Clerical  Crafts-  Opera- Service
managers  nicians  workers  workers men tives Laborers  workers
Chemicals and allied products:
66 black hire share___... .8 3.9 .7 3.0 6.3 14.5 22.5 24.1
67 black employment
share.. ... oooceeo-. .5 1.8 .5 2.1 3.5 1.0 22.1 22.9
77 estlmated black em-
ployment share_.__..__ 7 3.3 .7 2.8 5.6 13.6 21.5 23.0
Target black employ-
ment share_.._.._.... 1.7 5.7 8.1 8.2 1.1 12.8 14.5 12.0
Petroleum and coal products:
66 black hire share.__._. .1 2.0 1.2 4.9 3.9 16.1 23.4 20.4
67 black employment
................ .2 .7 .7 2.9 1.9 10.7 24.4 21.3
77 estlmated black em-
ployment share_.__.__. .2 1.6 1.1 4.5 3.3 14.9 22.4 19.5
Target black employ-
ment share_._.._..__. 1.7 5.8 8.1 8.1 1.0 12.7 14.4 11.9
Rubber and Elastics products:
66 black hire share...... 1.7 L5 3.0 1.3 5.1 12.1 12.8 20.7
67 black employment
________________ .9 1.0 2.3 1.3 3.7 10.6 12.2 21.5
77 estlmale black em-
ployment share_____.. 1.6 1.4 2.8 1.2 4.8 11.6 12.1 19.8
Target black employ-
ment share__.._...... 6.6 4.6 7.0 7.1 9.5 11.0 12.4 10.3
Leather and leather products:
66 black hire share...... 1.8 2.3 .5 3.5 3.7 7.0 10.6 10.5
67 black employment
SHAT e oceen .8 1.5 .3 2.6 2.8 5.5 9.7 10.6
77 eshmate black em-
ployment share.__.... 1.7 2.1 .4 3.3 3.5 6.6 10.0 10.0
Target black employ-
ment share ... .- 7.0 4.8 7.4 7.6 10.0 11.4 12.8 10.7
Stone, clay, and glass
pmducts
66 black hire share..__.. 11 1.0 .1 1.2 4.2 11.6 19.3 19.5
67 black employment
Shate. o oemean .5 7 .1 1.0 3.4 10.7 17.8 18.1
7 eshmate black em-
ployment share____... 1.0 .9 . 1.2 4.0 11.0 18.5 18.6
Target black employ- .
ment share.....o.-..- 7.2 5.2 7.6 1.7 10.3 1.9 13.5 11.1
Primary metal industries:
66 black hire share...... 2.6 2.5 0 2.3 7.9 20.4 26.9 20.1
67 black employment
________________ 1.3 1.1 .1 1.8 6.3 18.0 25.3 18.3
77 eshmate black em-
ployment share____... 2.3 2.2 .0 2.2 7.4 19.5 25.8 19.2
Target black employ-
ment share. ... 6.7 4.7 7.1 1.2 9.6 11.1 12.5 10.3
Fabricated metal products:
66 black hire share_..... .6 1.0 .3 L5 4.7 11.8 15.8 15.6
67 black employment
Share.. . ooeeooween .4 .8 .2 14 3.8 10.5 15.1 16.0
77 est:mate black em-
ployment share.__.... .6 .9 .3 1.4 4.4 11.2 15.0 14.9
Target black employ-
ment share_....__... 6.7 4.7 7.0 7.1 8.5 Lo 12.5 10.3
Machinery, excluding
electrical :
66 black hire share....._ .4 1.4 .2 2.3 3.6 8.1 14.3 19.6
67 black emnploy ment
shate. .. . ecovnen-- .3 .9 .2 1.7 2.6 7.2 13.4 15.6
77 eshmated black em-
ployment share____... .4 1.2 .2 2.1 3.3 7.7 13.6 18.7
Target black employ-
ment share.........-. 6.4 4.4 6.8 6.9 9.2 10.7 12.1 10.0
Electrical equipment and
sugglies:
black hite share_._._. 1.1 2.3 .2 3.1 5.8 12.3 13.3 19.9
67 black employment
shale .o . .ooeoeaooen .6 1.6 .2 2.4 3.8 9.9 11.9 18.5
77 estlmated black em-
ployment share_______ 1.0 2.1 .2 2.9 5.4 11.7 12.6 19.0
Target black employ-
ment share........... 6.6 4.6 7.0 7.1 9.3 10.8 12.1 10.1
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TABLE 1.—BLACK EMPLOYMENT AND HIRING PARTICIPATION, BY OCCUPATION AND INDUSTRY—Continued
{Blacks as a percent of total employment and hires]

Profes-
Officials  sionals
and and tech- Sales  Clerical  Crafts-  Opera- Service
managers  nicians workers workers men tives Laborers  workers
Transgortation equipment:
66 black hire share.._.__ 1.1 L1 .1 3.4 6.1 17.1 22.9 24.8
67 black employment
sharte..__________..__ .8 .8 .1 2.9 4.8 15.9 21.5 23.5
77 estimated black em-
ployment share____.__ 1.0 1.1 .1 3.2 5.8 16.3 21.9 23.8
Target black employ-
ment share._.________ 6.5 4.6 6.8 6.9 9.2 10.6 12.0 9.9
Instruments and related
products:
66 black hire share_.____ .7 1.9 .2 2.7 2.9 6.8 10.4 18.7
67 black employment
share....___._.______ .4 11 .2 2.1 2.2 6.8 9.5 17.8
77 estimated black em-
ployment share____. .. .6 1.8 .2 2.5 2.8 6.5 9.9 17.9
Target black empioy-
ment share______._.__ 6.5 4.4 6.9 1.1 9.1 10.5 1.7 9.8
Miscellaneous manu-
tacturing:
66 black hite share..____ 2.0 19 1.2 3.1 7.7 11.6 18.3 19.8
67 black employment
share.._.____.____.__ 1.3 1.7 11 2.5 5.4 10.8 17.5 18.8
77 estimated black em-
ployment share_._____ 1.8 1.8 1.1 2.9 7.2 1.0 17.4 18.9
Target black employ-
ment share.__..._.... 6.7 4.6 7.1 7.2 9.5 10.8 12.1 10.1

. Source: Reprinted from Barbara R. Bergmann and William R. Krause, “‘Evaluating and Forecasting Progress in Racial
integsation o | Employment,” Industrial and Labor Relations Review, April 1972,

The occupational segregation of women from men is even more extreme than
the occupational segregation by race.’ Its extent has been documented by Harriet
Zellner, to whom is owed the figures in Table 2.° Zeliner has grouped detailed
oceupations by the extent to which they were segregated by sex. She found that
47 percent of all women worked in occupations which were almost entirely
female, while 87 percent of all men worked in occupations where women were
grossly under-represented. Only 11 percent of women and six percent of men
work in occupations where women have fair representation. The lack of a mean-
ingful career for most women which occupational segregation entails is well
illustrated by the familiar figures of the young executive trainee (male) and
his secretary (female) both of whom may have gone to the sume college, taken
the same courses, and achieved identical grades.

TABLE 2—DISTRIBUTION OF WOMEN AND MEN AMONGST OCCUPATIONS GROUPED BY
SEGREGATION LEVEL, PRIVATE SECTOR, 19601

Percent distribution Females as

———————————  percent of

Females Males Females Males total

Total employed_ ... ___.___...___..._ 16, 370,285 36, 709, 582 100 100 31
Occupation group:

I. Occupations with 80 to 100 percent women.__ 7,673, 389 578, 057 47 2 93

I1. Occupations with 50 to 79 percent women. . 3,664,547 1,730,629 22 5 68

H1. Occupations with 33 to 49 percent wome 1,731,389 2,320,730 11 6 43

IV. Occupations with 0 to 33 percent women. .. 3,300,960 32,080, 166 20 87 9

¢ l;IBazsled on data from the U.S. Bureau of the Census, 1960 Census of Popuiation,” PC(2) 7A, occupational characteristics,
able 21.

Source: Harriet Zellner, “‘Discrimination Against Women, Occupational Segregation and the Relative Wage,"' paper
delivered at the meetings of the American Economic Association, New Orleans, December 1971. A condensed version
of this paper appeared in the “‘American Economic Review,"’ May 1972.

5 See Victor R. Fuchs, “Male-Female Differentials in Hourly Barnings,” (National Bureau
of Economic Research, 1970), p. 12.

¢ Harrlet Zellner, “Discrimination Against Women, Occupational Segregation and the
Relative Wage,” Paper delivered at the Meetings of the American Economic Association.
New Orleans, December, 1971, A condensed version of this paper appeared in the American
Economic Review, May 1972,

86-554—72——4
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The kinds of jobs to which most women and blacks are consigned tend to be
repetitive, boring, and without interesting human contact. These kinds of jobs
may be tolerated by the less talented or imaginative. Even those of ability may
tolerate such jobs if they are seen as possible stepping stones to higher things.
But where these jobs are dead ends, as they are for most blacks and most
women, incentive to stay in any particular job is low. To go in exasperation
from one boring job to another, even at the cost of a spell of unemployment, may
be better than staying on one particular boring job, especially if nothing is to be
gained by staying in terms of salary, responsibilities and advancement. An occa-
sional retreat from a boring job into unpaid household work is undoubtedly re-
freshing for women who can afford such a luxury.” I would conjecture that much
of the job leaving is done—and therefore much of the associated unemployment
is suffered by—those blacks and female workers with the most ability, to whom
the system of occupational segregation is least tolerable and most galling.

I know there is a great temptation in some quarters to attribute the poor labor
market position of blacks and women and their high unemployment to the in-
ferior characteristics of the sufferers rather than to the discriminatory action of
employers in restricting access to certain jobs to white males. Blacks, it is said,
lack aptitude, and women lack labor force attachment. Whatever truth there is
to these assertions will not be uncovered until employers begin giving a square
deal to those blacks with aptitude and those women with labor force attach-
ment. Only then will we begin to see whether the present labor force behavior of
blacks and women, particularly their higher turnover rate, is not merely a reac-
tion to employer discrimination.

TasLe 3.—Estimated index of turnover rates by occupation, for the period 1967-70

[Professionals, technical workers, managers= 1]

Professionals, technical workers, managers oo oo omm e 1.00
Sales workers___ e — e — 2.36
Clerical WOTKeTrS . e ecc oo cmmmm—————mmm——m—m————m——mo o 1.83
Craftsmen and foremen . oo - - - 1.16
OPEratives e mmo oo o mm e mmmmmm—m—m e mom—mm—mo oo 1. 80
Service workers . _— e 3.14
LADOLOTS e e ———— = e = 3. 86

Source : Unpublished data of the U.S. Department of Labor.

There is considerable evidence already which implicates discrimination as the
reason for higher turnover rates for women and blacks. Relative labor turnover
rates by occupation, based on unpublished data of the Bureau of Labor Statis-
ties are shown in Table 3. The rates of turnover for laborers, service workers
and clerical workers are two to three times as high as turnover rates among
professionals, technical workers and craftsmen. But where is cause and effect
here? Are rates for blacks and women high because they are over-represented
in high turnover occupations, or do these occupations have high turnover be-
cause they are peopled by blacks and women? I have made calculations which
indicate that a considerable part of the large difference in job leaving between
blacks and whites is due to the fact that blacks tend to have jobs in occupa-
tions in which both blacks and whites leave jobs relatively frequently.® A
calculation by Isabel Sawhill indicates that about one-half of the 18 percent
difference in turnover between men and women can be accounted for by the
fact that women tend to be employed in industries and occupations in which
both men and women leave jobs frequently.®

What this means is that the reduction of occupational segregation would
tend to reduce the difference in the turnover and unemployment rates of
whites and blacks and reduce the difference in the turnover and unemploy-
ment rates of men and women. But would such a development—justified on
equity grounds alone—leave the total rate of turnover and unemployment as

7 Of course, millions of working women are in families with no working man, or a working
man with low earnings.

8 Barbara R. Bergmann and Willlam R. Krause, “BEvaluating and Forecastin Progress in
Racial Integration of Employment.” Industrial and Labor Relations Review, April 1972.

o Tsabel V. Sawhill, “The Economics of Discrimination Against Women: Some New
Flndings.” Journal of Human Resources (forthcoming).
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high as ever? I belleve that the effect of lower rates of turnover for women
and blacks would not be cancelled out by higher turnover for white males.
There are four reasons for this:

(1) Labor would be better distributed across occupations according to apti-
tude. Many women and blacks of above average ability find themselves, because
of race and sex discrimination, in jobs in which their full talents are not
utilized. These people are surely major contributors to the turnover statistics,
If nondiscriminatory hiring were the rule, fewer individuals would find them-
selves mismatched in their job.

(2) A higher proportion of the total workforce would realistically consider
themselves in the running for promotions in their current places of work. Here
the analogy of a sweepstakes is useful. By cutting discrimination, the number
of tickets in the promotion sweepstakes would be increased, although the chance
of any ticket paying off would be reduced. A disproportionate amount of the
turnover comes from those who have no ticket in the promotion sweepstakes
whatever. Therefore increasing the number of tickets, even while somewhasut
debasing their value, should reduce total turnover.

(3) Certain types of occupations—Ilaborers, service occupations, some cleri-
cal occupations—which now contribute disproportionately to the turnover sta-
tistics, would tend to fall in size. These occupations are now overcrowded and
hence underpaid because they have a “captive” labor supply—women and blacks
who because of diserimination have no place else to go. If discrimination were
eased, part of this labor supply would g0 to other occupations.

(4) In all probability the laborer, clerical and service occupations would
improve in terms of pay and working conditions, just to meet the competition -
for labor. This might in turn reduce turnover in these occupations, even as they
were falling in size.

Let me emphasize again that I do not believe that relatively high turnover
is the entire explanation for relatively high unemployment among women and
blacks, or even the most important reason. These groups have been growing
in size relative to the size of the group of white prime-age males. Yet women
and blacks continue by and large to be restricted to the same occupations they
were restricted to twenty or thirty years ago. As a result these occupations
have tended to become overcrowded. This overcrowding, which accounts for
the low wage levels™ in the occupations given over to women and blacks
also is a cause of high unemployment for these groups.

I have attempted in a very simple way to estimate the amount of unemploy-
ment which can be attributed to turnover and the amount which must be ascribed
to deficient demand. These estimates appear in Table 4. While estimated unem-
ployment among black men due to turnover (1.1 percent of the labor force) is
higher than the amount of unemployment due to turnover among white men (0.6
percent), most of the difference in the white and black rates seem attributable to
a lower demand for black men as compared with white men. Abount 15 percent
of the difference in the two rates is due to differences in turnover between blacks
and whites. Similarly, about four percent of the difference in unemployment rates
among men and women is due to differences in turnover. Thus, while the high
turnover of women and blacks does countribute to their higher unemployment
rate, the most important source of high unemployment for these groups is defi-
cient demand due to occupational crowding and generally slack conditions.

Feldstein, Hall and others trace high unemployment rates back to high labor
turnover in youth, blacks, women. We have traced the chain of causation back
another step, from high turnover rates to occupational disecrimination and have
added another factor which seems considerably more important-—occupational
overcrowding. Only a great curtailment in occupational discrimination will bring
down the turnover, reduce the overcrowding and hence the unemployment rates
of these groups. There is good cause to believe that such a curtailment wounld
also bring down total turnover and would permit total unemployment to be
reduced safely by increases in aggregate demand.

10 See Barbara R. Bergmann, “The Effects of White Incomes of Discrimination in Employ-
ment,” Journal of Political Economy, March/April 1971.
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IS PROGRESS BEING MADE?

It would be pleasant to report that the problems of women and blacks with
nnemployment and occupational segregation are being relieved at a respectable
pace, but I believe the evidence now available points the other way.

TABLE 4, PART A —UNEMPLOYMENT ESTIMATED AS DUE TO TURNOVER

[Percent of the labor force]

Male Female
Age White Black White Black
1Y O 0.8 1.3 0.9 1.6
20 ANd OVET - - oo ceee e e c e e cm e .6 1.1 .7 1.2
PART B.—UNEMPLOYMENT RATES--AUGUST 1972
1640 19, oo meeeeaaeee 13.0 22.4 13.4 31.2
20 N0 OVES o oo e oo ce o cmeeme e cceemanne 3.2 6.5 5.6 8.8
PART C.—RESIDUAL UNEMPLOYMENT ESTIMATED AS DUE TO DEFICIENT DEMAND
1610 19 oo 12.2 21.1 12.5 29.6
20 and OVer . - oo e ceecmcmccecccemam e e 2.6 5.4 4.9 7.6

Source: See text and “‘Employment and Earnings."”’

Our research group is planning an extensive study of the results of the 1970
Census focused on just this question. The evidence we have now, based on older
data, seems to indicate that progress for blacks is quite slow and that women
may be going backwards rather than forwards.

An essential in reducing black unemployment rates and raising black incomes
relative to white incomes is the achievement of a better occupational mix for
hlacks. Our research group has made some projections to the year 1977 of the
share blacks will have in various occupations in manufacturing industries,
based on hiring practices in these industries in the late 1960’s. The projections
are shown in Table 1, in the third line under each industry title. Comparing
these projections with actual black shares in 1967 as shown on the second line
of the table, we see that the projected shares of blacks in occupations in 1977,
although something of an improvement over the 1967 shares, are really very little
of an improvement. Blacks will continue to be over-represented in occupations
with high labor turnover (and lower pay as well) and under-represented in the
“career” occupations. In no manufacturing industry are blacks on the path to
achieving an occupational distribution which would substantially lower their
average turnover and reduce their unemployment rate.

When we turn to the developments for women, we see a retrogression. In the
period between 1950 and 1970, women in the labor force increased by 70 percent,
as compared with a 15 percent increase for men. Largely because of employer
discrimination, vast numbers of these women crowded into the already over-
crowded clerieal occupations, which more than doubled in size. Women in these
occupations lost ground relative to the rest of the economy in terms of salary,
which is a way of saying that the price the economy paid for increasing the size
of clerical occupations was to put these women to lower priority (and no doubt
more alienating) tasks. It is no wonder that such a situation should lead to
high turnover and high unemployment among women.

WHAT POLICIES FOR REDUCING TURNOVER AND UNEMPLOYMENT?

Martin Feldstein has proposed that we set up a Youth Employment Service
and Youth Employment Scholarships which would have the effect of getting
more on-the-fob training for youth, and encouraging young people to stay on in
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particular jobs.® I would wholeheartedly endorse that suggestion, but only on
condition that care be taken to ensure that young people bave access to the
federally subsidized jobs without regard to race or sex. The Federal record in
ensuring nondiscriminatory entry to its youth programs is quite poor, the most
shameful case being the programs of the Bureau of Apprenticeship. I think
that a federal youth program which would help to perpetuate present occupa-
tional segregation by race and sex would do more harm than good. After all,
the labor market problems of young white males very soon solve themselves
through the process of aging—the employment problems of young black women
and men and of young white women are not so easily conquered,

To a nondiscriminatory youth program, I would add two other programs
a8 essential: an expanded program of public service jobs and a strengthened
program of affirmative action by nondiscriminatory hiring by private employers,
enforced by the Federal Government,

Public service employment is a necessary tool for breaking down patterns
which have led to high turnover and high unemployment for youth, blacks and
women, simply because it is tco much to expect the private economy to solve
this problewm all by itself. The public service already plays a role in giving blacks
and women a better deal than does the private labor market, Its role must be
expanded, and whatever patterns of discrimination remain within the govern-
ment service must be broken up. Naturally, a public service employment pro-
gram which was ill paid, offered no training, offered no future and segregated
women and blacks would not be much help. But a greatly expanded and im-
proved public service jobs brogram could have a significant effect on current
unemployment problems. Although I realize the idea has little political appeal,
I would urge experimentation on a small scale with public construction in which
the usual market for construction labor organized by contractors was bypassed,
and the work done and supervised by employees on the public payroll, chosen
in a nondiscriminatory way. There is a precedent for this in the way the city
of Minneapolis operates its construction projects, a method initiated by Hubert
H. Humphrey when he was mayor.

I believe that vigorous affirmative action programs in private industry are

also a necessary ingredient to success in reducing occupational segregation, and

notions about what such programs entail. They do not entail firing any person
currently on any job, and they do not entail hiring masses of unqualified people.
Our research group has computed the share which blacks would have to be of al)
persons hired to fill job openings in manufacturing if the targeted share for
black employment were to be reached in ten years. These figures are shown
by industry and occupation in Table 5 along with the actual share which blacks
had in hiring. For example, blacks now are about 1.7 percent of all persons hired
for professional and technical jobs in printing and publishing, That share needs
.to be raised to 5.2, if blacks are eventually to have their fair share of such jobs

1 0p. cit.,, p. 38 R,



50

TABLE 5.—BLACK HIRING PARTICIPATION: ESTIMATED 1966 RATE AND RATE NECESSARY TO
ACHIEVE TARGET IN 10 YEARS

[Blacks as a percent of all hires]

Officials  Profes-
and sionals

man- and tech- sales  Clerical  Crafts- Service
agers nicians  workers  workers men Operatives Laborers workers
Ordnance and accessories: ’
1966 black hire share_._. 1.5 2.1 0 3.5 11.4 22.3 19.9 36.3
Needed black hire share. 8.5 6.1 7.1 7.2 10.2 10.1 11.4 9.7
Food and kindred products:
1966 black hire share_._. 1.4 2.4 2.9 2.8 8.8 14.1 22.4 25.3
Needed black hire share. 7.7 5.5 7.8 7.9 10.6 12.2 13.8 11.4
Tobacco manufacturers:
1966 black hire share__._ 3.5 3.5 2.3 7.8 5.2 17.7 47.0 52.6
Needed black hire share._ 10.9 8.5 11.0 11.0 15.4 17.6 20.1 16.4
Textile mill products:
1966 black hire share_... 4 1.9 0 2.3 5.2 12.3 25.5 28.4
Needed black hire share._ 10.5 8.0 10.4 10.5 14.6 16.5 18.7 15.3
Apparel and other textile
products:
1966 black hire share._.. 1.1 2.8 1.2 5.5 10.3 11.2 17.9 21.7
Needed black hire share. 8.4 6.1 8.7 8.8 1.7 13.5 15.2 12.6
Lumber and wood products:
1966 black hire share___. .5 .9 .5 1.8 10.1 16.4 29.8 20.9
Needed black hire share. 10.9 8.6 10.9 10.9 15.3 17.5 20.1 16.4
Furniture and fixtures:
1966 black hire share_.._ 1.2 1.9 .1 2.6 8.1 15.7 24.0 25.2
Needed black hire share_ 8.6 6.4 8.7 8.8 11.9 13.7 15.6 12.8
Paper and allied products:
1966 black hire share_.._ .5 1.4 .5 2.9 4.3 12.0 15.6 20.2
. Needed black hire share_ 8.7 6.2 8.0 8.2 11.6 12.5 14.0 11.5
Pnnting and publishing:
1966 black hire share.. .. 1.2 1.7 1.9 6.3 2.9 10.2 22.2 37.6
Needed black hire share. 7.4 5.2 1.5 7.6 10.4 11.6 13.1 10.8
Chen;icals and allied prod-
ucts:
1966 black hire share__.. .8 3.9 7 3.0 6.3 14.5 22.5 24.1
Needed blacl hire share . 10.0 7.0 8.8 9.0 13.1 13.6 15.3 12.5
Pemzleum and coal prod-
ucts:
1966 black hire share___ .1 2.0 1.3 4.9 3.9 16.1 23.4 20.4
Needed black hire share. 11.0 8.0 8.8 9.0 14.2 13.6 15.1 12.4
Rubber and plastics products:
1966 black hire share.... 1.7 1.5 3.0 1.3 5.1 12.1 12.8 20.7
Needed black hire share. 7.3 5.1 7.4 7.5 10.2 11.5 13.1 10.8
Leaﬂt]er and leather prod-
ucts:
1966 black hire share..._ 1.8 2.3 .5 3.5 3.7 7.0 10.6 10.5
Needed black hire share. 7.6 5.2 7.8 8.0 10.6 12.1 13.5 11.2
Stone, clay, and glass prod-
ucts:
1966 black hire share._.__ 1.1 1.0 .1 1.2 4.2 11.6 19.3 19.5
Needed biack hire share. 8.1 5.8 8.0 8.1 11.1 12.5 14.1 11.7
Primary metal industries:
1966 btack hire share.... 2.6 2.5 .0 2.3 7.9 20.4 26.9 20.1
Needed black hire share. 7.8 5.4 7.5 7.7 10.4 11.5 13.2 10.8
Fabricated metal products:
1966 black hire share.. .. .6 1.0 .3 1.5 4.7 11.8 15.8 15.6
Needed black hire share. 7.3 5.1 7.4 7.5 10.2 11.6 13.1 10.8
Matc_hinlery, excluding elec-
rical:
1966 black hire share.__. .4 1.4 .2 2.3 3.6 8.1 14.3 19.6
Needed black hire share. 7.4 5.0 7.2 7.3 10.2 11.3 12.7 10.5
Electrical equipment and
supglies:
1966 black hire share.... 1.1 2.3 .2 31 5.8 12.3 13.3 19.9
Needed black hire share. 7.5 5.1 7.4 7.5 10.2 11.3 12.7 10.6
Transportation equipment:
1966 black hire share.... L1 1.1 1 3.4 6.1 17.1 22.9 24.8
Needed black hire share._ 6.9 4.9 7.2 7.3 9.7 11.1 12.6 10.4
Instru‘;ne?ts and related
roducts:
P 1966 black hire share.._. .7 1.9 .2 2.7 2.9 6.8 10.4 18.7
M Nﬁeded black h}re share. 7.4 4.9 1.3 7.5 10.1 11.0 12.2 10.2
iscellaneous manufaturing:
1966 black hire share... 2.0 1.9 1.2 31 7.7 11.6 18.3 19.8
Needed black hire share. 1.2 4.9 1.5 7.6 10.0 11.4 12.8 10.6
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Let me here put in a word about “quotas.” The problem has been and continues
to be that there are many groups of jobs for which there has been a quota for white
males—namely a quota of 100 bercent. It is these quotas that need abolishing.
And there is no effective way to police the abolition of such quotas except by
requiring employers to show progress on a statistical basis, and to explain in
detail any failure to demonstrate such progress. I am in favor of such statistical
requirements on employers, and if this be ‘‘quotas,” then so be it.

With an effective youth program, a sizeable and innovative program in public
service employment, and with enforcement of affirmative action plans, we will
effectively reduce turnover and unemployment among blacks, youth and women.
And we will be doing better than reducing differences among groups by spreading
the misery around more evenly. A fair chance for everyone will mean more stable
behavior in those who have up to now been left out, and there ig good reason
to believe that this gain will not be concelled by less stable behavior on the part
of the others. Reduced crowding in some parts of the labor market will mean
increased supply in other parts, which will allow further increases in aggregate
demand without excessive inflationary pressure.

Programs to create a labor market where blacks and women have access to
Jobs for which they are qualified and have a chance to move up to more responsi-
ble jobs if their performance warrants it are desirable on equity grounds alone.
Such programs will surely have the result of reducing the “target” rate for unem-
Dloyment on which reasonable people can agree. It is hard to believe it could be
done in any other way.
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Chairman Proxyire. Thank you very, very much, Mrs. Bergmann.
Thank all of you for interesting analyses.

Mr. Eckstein, when you testified before the Joint Economic Com-
mittee in Febrnary on’ inflation, you pointed out that we could im-
prove the tradeoff between unemployment, and inflation by improving
the structure of the economy. This is a subject that is vitally interest-
ine to this committee, as you know.

It has been our experience that the economy is subject to many seri-
ous rigidities. One stems from heavy industrial concentration,
monopoly or oligopoly, at least which gives powerful business and




53

labor groups power to ignore the processes of the market. Another lies
in extensive import restrictions. Oil import is only one of many.

Another limitation is on the free flow of goods and services between
nations.

A third stems from the Government itself through various ineffective
subsidies, and unwise regulatory policies which interfere with the best
use of our resources. You don’t seem to have devoted much time to these
factors in this study.

As I indicated, you have relied on the conclusions which stemmed
from the experience of the recent past, which has been very bad ex-
perience as compared with other countries.

Why can’t we change some of the basic conditions of our economy
and thercby improve its functioning and make it more possible to
drastically reduce unemployment ?

Mr. EoxsteiN. Senator, the question that this committee asked on
how could we reach full employment targets like other countries has
really made me rethink this whole problem and I now feel, unlike
some months ago, that it isn’t the proper way to formulate the policy
to insist that we solve the inflation problem first before we raise our
sights on the full employment targets. And what has given me a new
view of it is the existence of the control program.

We do have the controls, for better or worse, and I think we should
pursue our employment goals which really are socially terribly im-
portant and in which we are even now in danger of backsliding. If we
cannot solve the structural problems, if it is impossible to make the
apprenticeship programs operate properly, or to have the industries
cut price rather than output, or if it is impossible to have the Govern.
ment stop protecting textiles and various other industries with quotas
at the border; if all of these things turn out to be undoable, let’s not
have the people who are potentially employed pay the social price
for it.

Chairman Proxmre. T couldn’t agree with you more, but, you see,
there is a political problem of great difficulty here.

It is extraordinarily hard to persuade this administration or per-
haps the McGovern administration, to adopt policies to overcome un-
employment if those policies are going to result in higher prices. The
tradeoff is a fact of life; it is an ugly, unfortunate fact of life; we
just can’t get away from it. So one way of coping better with unem-
ployment is to reduce that tradeoff and maybe it is impractical, maybe
1t is long-run and maybe to get at these things is going to take too
much, but if somebody with your prestige or the prestige of you four
would recommend it, might have more of a possibility of becoming
reality.

Mr. Ecwstrin. I totally agree with you on the importance of im-
proving the long-run Phillips curve of improving the tradeoff—the
possible combinations of unemployment and prices.

There really are two tasks: one is to improve this whole structure of
unemployment so we can get below a 4 to 4.5 percent unemployment
area; and the other task is to improve the tradeoff for any given labor
market.

Let me just mention some of the policies that clearly have made the
tradeoff as bad as it is. The first is protection at the frontier that I am
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sure is the singlemost important factor which imparts a permanent
inflationary bias to the economy. There are other advanced countries
today in most lines of products. The foreigners produce a product
that is in the same ballpark as our own. The moment the domestic in-
dustry is protected, its price begins to rise and that is quite independ-
ent of any movement of the price level as a whole. So any move toward
quotas worsens the possibilities open to society and any reduction of
quotas makes it possible to get it to a little bit better tradeoff.

On the domestic scene, probably the Government itself is an im-
portant factor through our agricultural and other policies. We do
want to assure a decent income for farmers but the price supports
which still linger on are clearly a less effective way than to boost in-
come, than to do it in some other way.

There are still domestic oil production quotas, although at the mo-
ment e have such a shortage that they are not effective, but it is the
first time in many, many years that domestic restriction in oil produc-
tion is not a major factor in keeping the price of gasoline up.

There is the whole area of defense procurement which accounts for
a very substantial fraction of total manufacturing output. You have
laid bare the weaknesses of how the Defense Department goes about
purchasing its programs. Every time the Defense Department puts
through a cost plus contract and winds up with a cost overrun of 100
percent it does raise the price level. It not only raises the price level
directly but the very patterns that are created in the affected industry
infect other companies. The cost plus way of life cannot be allowed to
become a part of the American way of doing business.

So I don’t make light at all of these structural flaws and certainly
I think often a mistake is made in putting the blame for these bits of
domestic protectionism on the Congress. 1 think if one reviewed in
detail the record of this administration and its predecessors I am sure
one would find that administration decisions played at least as great
a role, if not a greater role, in this whole hest of domestic protective
legislation and rulings.

Chairman Proxmire. Another rather basic question concerns public
employment.

Incidentally. this relates to the restructuring of jobs that you were
talking about, Mr. Hall.

Why can we not have a positive, highly useful and extensive pro-
oram of public employment which can provide badly needed help to
our communities and, at the same time, give adequate and satisfying
jobs to people who otherwise are out of work? Do we suffer from a
pessimistic WP.A kind of thinking in this matter? I would like to
hear your opinicns.

My, Harr. Well, Senator, T would think it is a mistake to draw too
sharp a distinction between private and public employment programs.
T think many of the same problems arise in constructing both kinds
of programs. I have looked into the attempts to implement the job
opportunities in the business sector program and it looks to me that
the programs encounter exactly the same kind of problems as they
would in the public programs. So I think we cught to talk more about
how to structure programs rather than talk about the public or private
jobs.
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Chairman Proxmire. The reason I bring that up is because we have
a problem of adequate services. In many of our cities we can’t—they
don’t have the resources. Revenue sharing may help some but we
clon’t have the resources to hire people to do the jobs that have to be
done.

Mr. Harr, I think that is right.

Chairman Proxmire. And with a little imagination there are other
jobs that are not being done at all, that could greatly improve the
quality of life.

Mr. Harr. Noj; I think that is correct and I don’t want my remarks
to be interpreted as negative on public employment ; but I think what
you find in trying to set up programs to provide those services is that
they would not necessarily accomplish the goals we have in mind for
providing better employment for disadvantaged workers. I think the
difficulty of a subsidy to local governments is that the incentives are
to get the best possible workers and besides which they face many
constraints in their own hiring practices and all these things tend to
point in the direction of them hiring workers who are fairly well oft
now, who don’t have the pathological problems that we have discussed.
One might therefore stimulate the supply of better local services,
which is probably an important objective, but we might miss accom-
plishing the more important objective.

Chairman Proxarre. But wouldn’t it be perfectly possible to de-
velop jobs which could be performed by people who don’t have extraor-
dinary skills, jobs that could be performed by those who suffer high
levels of unemployment and could at the sanle time achieve a better
country—I am thinking of programs like Green Thumb. Are you fa-
miliar with that?

Mr. Harr. Not terribly.

Chairman Proxurge. It is a marvelous program, employs older peo-
ple who could not find work otherwise. It beautifies towns and villages
and other communities. It has been successful and it is the kind of pro-
gram that does provide work and it seems to me that we might be able
to make a little more progress along that kind of line.

Furthermore, when we get into the private sector with subsidy pro-
grams in which we subsidize through apprenticeship programs or
whatever, scholarship programs and so forth, a private employer, you
interfere with the market system in a way that becomes difficult and
subject to all kinds of tough political and economic pressure that you
don’t quite have in the same way in the public sector because it is not
subject to the same kind of economic competition.

Mvrs. Bergmann, let me ask you, you argue that reducing the rate of
job turnover for women and blacks would not be cancelled out by an
mcrease in the turnover rates of white males. Would your arguments
apply in periods of less than full employment or would they apply
only in periods of virtually full employment?

Mis. Bereaany. I think they would also apply under current con-
ditions, which is obviously less than full employment by anybody’s
definition.

Chairman Proxmige. In a sense, you spread the misery around a lit-
tle more, as you put it ?
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Mrs. Beremany. Yes, I am sorry; I didn’t get the import of your
question. I think turnover rates would be reduced generally, average
turnover rates.

Now, what that would do would be to permit monetary and fiscal
policy to bite better, to do its job better. One of the problems, as
brought out by George Perry, has been that there is a tendency for
only unemployed white males to be able to act as “hostages” against
inflation,

If you have more unemployed women or more unemployed blacks,
it doesn’t scem to bear down on the inflation as much as unemployed
white males bear down and keep inflation under wraps. So you might
say that the unemployed white males now have the unfortunate honor
of being the sole hostages against excessive inflation.

If we can make blacks and women more like white males both in
employer psychology and in their own behavior, then they also will be
more eligible to serve as full hostages against inflation. We will be
able to reduce the total number of unemployed down considerably.
Moreover, the number of white males who are hostages against any
particular level of inflation can diminish.

Chairman Proxsre. Well, do you share the view of the Eckstein
group, and maybe I misunderstand them or at least Mr. Feldstein, as
he expressed it, that at the present time aggregate demand is not the
problem ?

Mrs. Beremany. I think aggregate demand is part of the problem.
I think they think so too, to some extent. I am sure they would agree
that we can, with great benefit, use monetary and fiscal policy to
lower the unemployment rate from what it is now. As Mr. Eckstein
said, if you have got the controls we ought to be using them.

Chairman Proxmire. Because if you don’t change demand but do
provide a better access to the market for women and blacks, then it
]x:ould seem to me that unemployment for white males is going to

e up.

Mprs. BeramanNn. That is quite true.

Chairman Proxmire. You would like to comment, Mr. Feldstein ?

Mr. FeupsTEIN. Let me remark that our current unemployment rates
are unnecessarily high. We now have 5.5 percent. I have talked about
the inability of macroeconomic policy to lower the permanent rate of
unemployment. T hope I stressed that that was below levels of 4 or
4.5 percent. I think that aggregate demand increases have a role to
plav now and a role to play to sustain

Chairman Proxmrri. I am delighted you clarified your position be-
cause I didn’t understand that.

Your argument is it has a present role to play until we get down to
4, 4.5 percent, below that level ?

Mr. FerosteIN. Then one has to sustain the demand for the addi-
tional supply of workers, whether it is young people or others, who
come into the labor market.

Chairman Proxare. Now you enter the Bergmann phase; if you get
it down to 4. 4.5 percent and vou eliminate the discrimination against
women and blacks, you eliminate the attitude that maybe minorities
and women had to some extent, then don’t vou have to lower that 4 or
4.5 percent and have aggregate demand continue to improve the
lowered rate ?
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Mr. Ferpstrin. I think aggregate demand has a supporting role to
play as we push the unemployment rate down to 3 or below.

Chairman Proxatrre. You wouldn't say the aggregate demand,
if Mrs. Bergmann's views would become effective

Mr. Ferpsrein. I believe that a rate of 3 percent or less would be
possible but I sce the ways of achieving that would come in part by
Improving our treatment of young people with a youth employment
service and doing something to help them get better on-the-job train-
ing. That could lower their rate by 1 percent.

Chairman Proxaire. I thought you went down to 92

Mr. FewpsteIN. I am not sure of my exact phrase; I would say
perhaps even down to 2. T see that happening in the following way:
4 to 4.5 through ordinary demand management without any change
in the structure of our economy ; a half-percent due to better place-
ment of young people, both in the transition from school to the labor
force and in a reduction in voluntary turnover in temporary jobs, that
would come through something like the youth employment service;
and, as I stressed in the last section of the report, that our current
system of unemployment compensation, by stretching out the dura-
tion of unemployment, probably contributes another 34 to 1 percent
and by increasing the supply of temporary and highly cyclical and
seasonal jobs, perhaps adds another 1% percent. So we are talking
about 14 from youth and 1 or 114 percent from a restructuring of the
incentives associated with the unemployment compensation system.

Chairman Proxmire. All right. Congressman Reuss.

Representative Reuss. Thank you, Mr. Chairman, and thanks to
you members of the panel for your very helpful presentations.

Mrs. Bergmann, I have a question for you: Many of us believe that
the public service employment program—which was launched in a
very modest way a couple of years ago and which now employs some
170,000 public service employees ought to be considerably expanded
to the range of some 500,000 public service jobs.

You can imagine our surprise then when we read in yesterday after-
noon’s Washington Evening Star and Daily News a story by a
reporter named William Steif, saying that the Nixon administration,
if reelected, plans to kill the present piddling little public service
employment program next J une, that Labor Department officials had
not even asked the Office of Management and Budget for funds for
it, and that—here I quote:

Labor Department officials met Friday to discuss methods of dissolving the
public service jobs program ; another basis for opposition, the sources say, is
that the Administration dislikes make work programs.!

What would be your reaction if that story is ultimately true?

Mrs. Brrearany. Let me speak to the “makework” issue first. If the
administration has created makeworlk programs it is poorly adminis-
tering the use of these people. There is obviously much to be done in
this country and if these people are used on makework projects it is
certainly an indictment of those running that program. I would view
the termination of the program as a tragedy because I think it is such
a promising thing, not just for sopping up unemployment but also for

1 See complete text of article referred to by Representative Reuss on pp: 68 and 69.
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changing the structure of the labor market, for giving people experi-
ence in kinds of work they might not otherwise have, for delivering
services that are needed. I think this is one of the most promising
programs and to kill it in its cradle would be very serious.

Representative Retss. Thank you.

My. Eckstein, would you comment, if you wish to, on the suggestion
made by Mr. Feldstein in his prepared statement which has to do, as
he puts it, with integrating the minimum wage law with income main-
tenance policy. By this is meant, I take it, that if an employer some-
how signals that he is going to fire a dishwasher making $1.55 an
hour—when the minimum wage goes up to $1.90 an hour—and stops
serving lunch or whatever is necessary in order to do that, then the
Governnent, would pony up the remaining 35 cents—either directly to
the employer or in sort of a food stamp fashion as an income main-
tenance program for the individual.

First of all, before asking you, let me ask Mr. Feldstein if 1
have

Mr. Frrpsrers. That isn't what I quite had in mind. Could T take
a minute

Representative Retss. Could you tell me what you had in mind?

Mr. Frrpsteix. I am an optimist about the negative income tax and
it was with something like that eventually in mind that I made this
suggestion. 1f an individual receives $2,000 a year income maintenance
payment, then I would say that he is essentially receiving $1 an hour
as an income maintenance wage. If it is a $2 an hour minimum wage
law and the income maintenance program says that he gets to keep 50
cents out of every dollar—it was a bad number for me to pick—Ilet me
start again.

1 the family receives $3,000, plus 50 percent of anything that the
individual earns, that $3,000 would be equivalent to $1.50 an hour for
a full-time employee. If that individual earns %1 an hour or more, his
total income, both the income maintenance part and his net wage, net
of the amount that he has to pay because of the income maintenance
rule, would be the $2 an hour, 1f he took a job that paid at least $1 an
hour, so it would be essentially redefining the minimum wage require-
ment to include not only his market wage but also 1400 Of his income
maintenance payment. So it does not require the employer to make
a specific request or the employee to make a specific request.

It would simply change the definition of the minimum wage, em-
phasizing an important point, that the minimum wage is there to
maintain income, and that these individuals would have their incomes
maintained either by whatever combination of market wage and in-
come maintenance payment as appropriate for their family size and
needs.

Representative Reuss. Well, take it from there, Mr. Eckstein.

Mr. Eogstrin. Congressman, Mr. Feldstein, of course, is correct in
reminding us that if a minimum income is provided through some uni-
versal income allowance scheme, then one of the functions of the mini-
mum wage is carried out by Government policies some other way.

It is also true, as numerous economists have pointed out before
this committee and elsewhere, that the minimum wage does a certain
amount of mischief in some unknown number of situations where &
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job really is destroyed with the minimum wage. The part of mini-
mum wage that has struck me as really sound social policy is that it
is a kind of protection in very one-sided job markets. That is, there
are situations around this country where you have a large rural labor
force working in very low wage occupations, some situations where
you are dealing with a very segmented labor market which Mrs. Berg-
mann was alluding to, and in the worst of those situations the mini-
mum wage provides protection.

Now, I see no reason why we should remove that protection from
those people. In the American economy the wages are generally way
above the minimum wage and, in the long run we look forward to
the day, as we succeed through human Investment, at getting to those
pockets of poverty, when the minimum wage is no longer needed. But
until that day is here I see no reason to scuttle it or let it get as far
out of touch with the regular wage structure as it has in the last few
years.

The minimum wage has really fallen compared to other wages and it
ought to be corrected.

Representative Reuss. How would you relate the general outlook
which you just described to the Feldstein proposal, which I gather is
that an employer can look at whatever income maintenance fund an
employee gets a year and then deduct that from the minimum wage
that is paid ?

Mr. EckstEIN. Well, there is a

Representative Reuss. The dishwasher shows up, let’s say there is
a $2 minimum wage, and the employer for reasons good or bad figures
that he is going to close his restaurant at noon if he is going to have
to pay more than $1.50. He shops around for a fellow, until he finds
someone who wants to be a diswasher and who has got a 50 cent an
hour dividend from a minimum income plan. I am interested in it.

Mr. Ferpsterx. That is essentially the idea. Of course, that indi-
vidual wouldn’t take that job if he can get more than $1.50 an hour
working somewhere else.

Mr. Ecrsrein. Well, there is a question whether the wage subsidy
accrues to the benefit of the worker or to the employer. There is one
school of thought which believes that any wage supplement aimed at
the low productivity, low-income group, in fact mainly redounds to
the benefit of the employer, and that even supplements paid directly
to the worker may simply lead to a reduction in wages and to cost
savings which keep marginal enterprises alive and keep them hiring
workers at very low wages when otherwise the market would have
closed them.

I think in the youth area the minimum wage has been mischievous.
One reason Germany does have an apprenticeship system and it does
pay employers to spend 2, 3, 4, years having the kids learn on the job
1s that 1t doesn’t cost them much. I am sure there are cases where the
minimum wage gets in the way of employers hiring people and giving
them on-the-job training, and I think when we have other ways of
protecting low income people, that is when we do have more of an
Income supplement to the working poor, we ought to cut back on the
minimum wage as an across-the-board policy. In that sense I agree
with Professor Feldstein.
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Let me add, that although the chairman graciously refers to us as
the Eckstein group, that even though we are all associated with Data
Resources, we do not have a uniformity of view on every topic. We do
stand behind the Feldstein findings but it does not mean we have to
accept every comma or every period. We have some academic freedom.

Representative Reuss. Would you agree that a tremendous, an al-
most insuperable, administrative problem is presented in trying to
delineate those jobs where, as an abstract matter, it can be determined
that they are not really worth the minimum wage. It is easy enough
to say that they are mischievous; there are cases where the minimum
wage is mischievous. Both of us, without focusing on it very carefully,
may think that that is so, but has anybody tried to delineate a mis-
chievous category ¢

Mr. EcgstrIN. I will give you an example.

Representative Reuss. It seems to me you have to do that. Otherwise,
by adopting the Feldstein proposal, you are just subsidizing low-wage
employers who may want to be low-wage employers because you are
subsidizing them. Who wouldn’t? It is a big problem there.

Mr. Ecxstern. My experience with this was that during the time
the minimum wage was raised last, when I was serving on the Council
of Economic Advisers the Labor Department and other studies tended
to show that the number of people who would lose their job through a
higher minimum wage was very small, and that the historical evidence
suggested that after it went up, nothing happened to employment;
and I am sure those studies in broad outline are correct. On the other
hand, we did get mail about various specific situations. For example, 1
remember a letter from a cannery area, not very far from here, I
understand, where you have canneries and these people pay very
badly and the question was, would they be covered by the minimum
wage. Well, the letters were sufficiently strong they looked to me if
they raised the minimum wage and extended the coverage to this
group that they would close.

Now, you take an area, of course, if you commute 50 miles from
Washington, but in that situation everybody was telling us from both
sides if you do that you will destroy that cannery; it will close; there
are no alternative opportunities in that area, and it does make you
pause on the implications of what you are doing, and that is why I
really say—now, are they better oft? Is the country better off if you
wipe out employers who cannot begin to come anywhere near the
normal wages in the country ?

Well, in the long run the answer is probably yes but you do create
some human hardships in getting there.

Representative Reuss. My time 1s up.

Chairman Proxsme. Mr. Feldstein, it is often pointed out that
the very tight labor market, which I have referred to many times in
the hearings so far, in World War II brought about the only sig-
nificant decline in income inequality, the only improvement in income
equality, since 1930. Thurow and Lucas, in a JEC commissioned paper,
strongly recommend an extremely tight labor market as a way of
achieving a more equal income distribution.

1TLester C. Thurow and Robert E. B. Lucas, ‘The American Distribution of Income: A
Structural Problem,” a study prepared for the use of the Joint Hconomic Committee, Mar.
17, 1972,
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You seem to assign little or no importance to this byproduct of a
2-percent unemployment rate. Do you agree or disagree that the 2-
percent rate would lessen income inequality ? Isn’t this a better way
and, therefore, more realistic, to reduce the problem of poverty than
all of our costly and heavily bureaucratic transfer programs?

Mr. FeupsteIn. Well, I do agree that a higher level of employment
would improve the income distribution. I think we see that, even with
the moderate decreases in unemployment that have occurred occa-
sionally throughout the postwar period, the lowest quintile of the
population gets a slightly increased share of income.

I don’t think that it would eliminate the need for income transfer
payments for some part of the population. I think it would help some.

Chairman Proxyire. Of course, I know it wouldn’t eliminate it. We
have massive transfer payments now. Especially for the children, for
aged and sick and the lame and the dependent mothers, mothers with
dependent children.

Mr. FerpsteIN. I think we both agree that reducing the unemploy-
ment rate would improve the income distribution but I think the im-
portant thing is that that need not occur through increases in aggregate
demand.

Chairman ProxMire. It need not occur through what?

Mr. FerpsteIN. Increases in aggregate demand. I hope I have made
clear that I see increasing demand as a necessary accompaniment of
these policies which are aimed at changing the structure of the labor
market, but I think that if we do change that, if we do encourage
those who are out of work to get back to work, if we do reduce the
amount of nonparticipation which is really very high in certain
groups of the population, we will substantially affect their levels of
income.

Chairman Proxmire. What did you say about aggregate demand
again?

“Mr. FeLpstern. Increases in aggregate demand have to accompany
‘policies to increase the supply of skills but that the important part
1S not increases in aggregate demand as such but changes in the
structure and the availability of certain types of jobs for these work-
ers. By simply getting those who are currently out of work back into
work at very low paid jobs we are not going to avoid their poverty
very substantially.

Chairman Proxmire. Not necessarily low paid jobs. As recently
as 1968, because of the Vietnam war in part and so forth, with no
youth employment program of any significance, with none of the
proposals which you have made, we had unemployment down to 3.5
percent. .

Mr. Ferostein. That’s right.

Chairman Proxmire. We did not have a control program at that
time. We had no wage and price control program in 1968. With that
level of aggregate demand we undoubtedly could have held onto a
3.5-percent unemployment rate, maybe pushed it lower. Yet you seem
to tell us that you can’t get below 4.5 or 4 percent now ?

Mr. FerpsteIx. I saw substantial inflationary pressures, and I think
that is perhaps a more optimistic statement.

Chairman Proxare. You see, one of the purposes of these hearings

86-554-~T72 5
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is to find out what happens if we take advantage of the control pro-
gram we have, strengthen it, button prices down, making it as effec-
tive as it was in World War IT and see if we can provide a more equita-
ble, more abundant society.

Mr. Frrpstern. Then if T took that as a starting point and said that
you really could operate the economy with the pressure of demand that
existed in 1968 and 1969 and that you chose to do that with the type of
controls that we have since introduced, even then I say we can still
get much more by making structural changes as well. I am saying you
can have both.

Chairman Proxmire. And to the extent that you improve the struc-
tural situation you need, you have less need for your controls; controls
don’t have to be as tight ; 1s that it ?

Mr. FrLpstein. Well, insofar as you want to take 3.5 rather than 4.5
as a starting point and then put on certain structural policies to lower
it even further to 2, you will still need the controls. If you want to start
at 4, with a less tight labor market, then you wouldn’t need the con-
trols or they can concentrate, as you indicated earlier, on certain sec-
tors of the economy.

Chairman Proxmrire. You have suggested and I understand other
members of the panel have too, that one way to reduce unemployment
1s to get people off a dead-end jobs with no advancement possibilities.
But what about those undesirable dead-end jobs that still must be
done? Who is going to do them ?

For instance, recently we had a bill which T fought hard—I got no
support in the Senate to speak of. We got 12 votes against it; this was
a big appropriation to civilianize KP in the Army, and I thought this
was about as ridiculous and wasteful a frill as I can imagine. I did
KP in the Army and it didn’t do me any harm ; everyone should clean
up their own mess. Now virtually very few of us have servants. I do
my own KI> at home, but the argument was made we have to provide
jobs for people who otherwise wouldn’t get them and the AFL-CIO
was in here lobbying and lobbying very effectively ; that is one of the
reasons I lost on it. The contractors who hired, organized, and con-
tracted for the manpower and put people in these jobs cleaning toilets
and providing cleaning up pots and pans for the people on military
posts, it does not help the combat boys; it just helps those who have
nothing else to do anyway—the peacetime soldiers.

Tt scems to me that the argument—this certainly is a dead-end job,
isn’t it? If you eliminate it, what happens? Are these jobs that can
be done by people by themselves?

Mr. FrrpstriN. Not all dead-end jobs will be eliminated. But I am
sure if we look back over the last 20 or 40 years or compare our eco-
nomy with other countries abroad, the structure of employment, par-
ticularly at the low end, has changed dramatically. The number of
jobs that have been mechanized, that have been eliminated by using
disposables, that have been done away with, is vast.

Chairman Proxmire. A lot of the dead-end jobs could be mechanized.

Mr. Frrostein. They are only feasible now because the wages are
so low. If the wages were higher, if the people who did those jobs—
it is the maids in Mississippi again that you referred to earlier—if
the people who did those jobs could get other jobs elsewhere, those
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jobs would either disappear because they were too costly—the maids—
or they would be mechanized or changed in other ways.

Chairman Proxmire. And to the extent they didn’t, you just have
to pay people more to do them ¢

Mr. FerpsteIN. That’s right.

Chairman Proxage, Mr. Feldstein, one other question :

You suggest that the minimum wage might be lowered for the
young people and for the handicapped. This seems to be inconsistent
with your statement that young people are often regarded casually
as a secondary marlket. It scems to me that lowering the minimum wage
represents a step backward and that it would indeed promote a more
casual and indifferent attitude by employers. At least, higher minimum
wages give employers some additional incentive to take their help
more seriously, give them more training.

Of course, as Congressman Reuss brought out, it would represent
a subsidy to low wage employers.

How about this first point about the attitude of employers toward
their employees ?

Mr. Ferpstein. I think what we want to encourage employers to
do—this is what you mean when you say—“take their young workers
seriously”—is to provide substantial training for them. For the worker
who comes with good skills, good education, the employer can both
pay him a reasonable wage and give him on-the-job training. For a
worker who comes with very low skills, although he can earn the
minimum wage, he can’t both get that and a substantial amount of
training from his employer.

The English experience is very interesting. ITn Eneland now young
people make, I think, something on the order of one-third of what they
will make when they are 21 or 22; wages triple during those 4 or 5
years as they acquire skills. The employers take them quite seriously ;
they train them. The apprentice programs are often quite as formal as
they are in Germany, but even when they are not formal apprentice
programs, there is a good deal of on-the-job training. It is made pos-
sible because the employers can afford to give them the time essen-
tially to learn in unproductive ways, to learn by watching, to learn by
trying, to learn by doing odd jobs in the process of production, so that
they learn the way in which that firm operates. I don’t think it is in-
consistent to say that if we had a lower minimum wage for young
people those who currently get jobs but get bad jobs would get much
better jobs.

I think the problem with simply cutting the minimum wage is for
those who are most disadvantaged, for those who come from the lowest
income families. It just would not be possible to afford that kind of
on-the-job training.

Chairman Proxmire. We are going to have Nat Goldfinger, the
chief economist of AFL~CIO tomorrow and he is concerned with the
effect of minimum wage changes on his labor people. If you are going
to provide this kind of a subsidy it means you are going to have a teen-
ager doing a job that dad might be doing’; and the head of the house-
hold making the money necessary to keep the family together and to
keep moving, he is out of work, and junior has the job.

Mr. Ferostein. I don’t think they are competing for the same jobs.
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I think that if you maintain the pressure of demand necessary to keep
dad at work, to keep the unemployment rates of the married man or
the male over 25, down to desirable levels

Chairman Proxaare. Or the head of the household may be a woman.

Mr. FrrpsteIN. Or head of household, keep the head of household
unemployment rate down by maintaining the pressure of aggregate
demand, then introducing policies to deal with young people, will not
increase inflationary pressures.

The real problem is that these people get work and leave very
quickly, either voluntarily or by being laid off whenever demand falls,
because they haven’t acquired any skills.

What we really need is some way of extending our notion of educa-
tion. Now, a person who finishes high school can go on to formal edu-
cation and a very high proportion of them do. Or he can go into
commercial training schools. Or he can take some peculiar jobs, if
you call them jobs, in which he actually pays his employer for educa-
tion. I gave the example of hospital schools of nursing in the report.
The minimum wage does not prevent a negative wage; 1t only prevents
a low, positive wage. A young man who 1s willing to take a low, posi-
tive wage is unable to do so. A young man who can qualify for a
scholarship from a State or from Federal aid to go on to higher
formal education can’t get similar support to go on for a year of
on-the-job training. I think we have introduced a serious distortion
which favors those who are better off.

Chairman Proxmire. Have you been able to quantify this so we
have some notion of the degree to which this would solve our very
high unemployment ¢

My, FerpsTEIN. I think one could. T think the data are available to
actually make such calculations and I think they should be made. I
think we can identify

Chairman Proxyire. It would be very helpful if when you look this
over you can make some kind of a rough estimate of what it would
take to quantify this so we see what impact it has.

Mr. FrupstEIN. I give some numbers in the report but I will look at
those and see if I can add to that.

Chairman Proxmire. Mr. Hall, T am intrigued by your statement
that we neced to concentrate on reshaping jobs rather than retraining
workers or trying to match workers and jobs. It is a fascinating con-
cept and it is one that has not been considered by this committee to any
extent. I can see your point that if jobs tend to promote high turnover,
then workers will acquire this characteristic. But how do you suggest
that we go about restructuring the job market ?

Mr. Harr. Let me say first I am not sure it is entirely correct to say
that the Government has not taken this view. I think that there was a
major change in manpower policy in 1968 when the new program,
Job Opportunities in the Business Sector was instituted and I think
the motivation for that program was more along the lines that I have
indicated than the earlier programs.

The earliest manpower programs were training programs attempt-
ing to transform workers for what were thought to be existing jobs.
A more recent view is pretty much the one I have indicated; it is not an
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Innovation on my part at all, to suggest this change of emphasis in
manpower programs. I think it is a way of summarizing what Mr.
Feldstein has said as well.

. Thave looked into what the JOBS programs was able to accomplish
In attempting to reshape jobs and I am afraid it has not been as
successful as it had been originally hoped.

I think what is requi red, although here I am not really sure because
there is not much evidence in point, is to try to stabilize employment,
especially of disadvantaged workers. Now, I think that requires some
long-term relationship between the administrators of the program
and the employers involved and requires long-term commitment on
the part of the employer. The machinery that was set up on the JOBS
was one of a system of contracts which paid the out-of-pocket costs of
training workers.

Now I think there is a lot to that idea but the restriction to ay
out-of-pockets costs as opposed to the imputed costs, the less visible
costs of having low productivity workers being paid fairly high wages
is a crippling one, a point Professor Feldstein has made at length.
There has been no program of reimbursement for that kind of cost, the
invisible costs of having disadvantaged workers in a modern industrial
environment.

So I think what is required is a program of subsidizing these more
general costs that operates over a longer period of time than the con-
tracts that have been set up under the JOBS program.

Now, I think, in fact, in fairness, the Manpower Administration has
been quite sensitive to these issues. One of the best statements of the
kind of thing that I think is required is in the Manpower report of the
President for 1971, but I think we have a great deal to learn and
there should be considerable experimentation, in my view, of alterna-
tive relationships between the Federal Government and the employers,
whether public or private. As I have indicated before, I don’t think
the issues are very much different between public and private
employers.

Chairman Proxmire. Maybe I should have said it is not that we
have not thought about it and talked about it some and made prounce-
ment about it, but we have not done much about it. We have not
reshaped JOBS.

Mr. Hacr. That is quite correct. The JOBS program has in the past
been operated at a much lower scale than Congress had hoped and
it is true we do not have a large backlog of experience that would
tell us how to do this and I am not confident by any means of exactly
what kind of an approach ought to be taken, but I do believe that we
should look more into alternative ways.

Chairman ProxMire. Very interesting concept.

Mrs. Bergmann, I have a couple of questions for you, and then I will
be through. .

You comment favorably on Mr. Feldstein’s suggestion for a youth
employment service and youth employment scholarships. But you
insert what seems to me to be a very important proviso, that there be
no discrimination in such programs, and vou say the Federal record
1s none too good in this regard—indeed, quite poor. Would you tell us
alittle more about the Bureau of Apprenticeship ?
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Mrs. BEreaany. I am not an expert on its program but I think it
is common knowledge that black youth have been very poorly served
by the Bureau of Apprenticeship. They have put very little pressure
on unions with associated programs to accept a fair share of black
youth and this has been a great disappointment.

Chairman Proxyire. Incidentally, speaking about apprenticeship
programs, looking at the steps of the Capitol the other day, the Senate
steps of the Capitol, and I could have been wrong but I thought one
of the carpenters working on those steps was a woman. You never
know these days and I looked as carefully as I could. The hair was
that of a woman; everything else was that of a woman that I could
tell, but T was not sure. Is this kind of thing possible? Do you think
that women could be moving into construction ?

Mrs. Bereaann. Well, I know for a fact there is at least one team
of women painters in the Washington metropolitan area. I have on
rare occasions seen girls pumping gas and women driving taxis.

Chairman Proxmrire. Pumping gas they do, as kind of a come-on
specialists you know, in mini-skirts and so forth, at least the ones
I have seen.

Mrs. Brrevann. It is my great hope that this sort of thing will
increase and I think it will make for more pleasant life for everybody.

On this question of restructured jobs, I would like to say 1 think
the best way to get these jobs restructured is to dry up these excess
pools of labor which encourage employers to keep the jobs low paying,
without any training, without any hopes of promotion and so on.
When these markets get a little bit tighter, then that in itself provides
an impetus to the restructuring.

Chairman Proxmire. I am still stuck on this aggregate demand
as the simplest way to do it.

Mus. BEreMaNN. Let me be very clear concerning my attitude toward
agoregate demand—I1 think whether any structural change takes
place or not, aggregate demand should be higher than it is.

Second, if we can make some structural changes, this will enable
us to go further in increasing aggregate demand, and thus is reducing
the unemployment with less inflation than we otherwise would have.
The problems of women, blacks, and youth, are not going to shrink;
they are going to grow. There is a very strong trend of more women
coming into the labor market. The number of young people is obvi-
ously not going to get smaller. These groups will be a greater share
of the labor force as we go on. As these people crowd into these
same old occupations, the excess supply of labor in these occupations
is poine to get worse; these dead end jobs are going to get more dead
end. The pay is going to drop relatively to other workers in the
economy: so if this problem ever needed attention, it needs it now
and it is going to need it in the future.

Chairman Prox»ire. What do you think of Mr. Feldstein’s sug-
gestion that a public service employment program be tried only after
a private wage subsidy program has failed ?

Mrs. Bezenmaxy. Well, perhaps I am rather higher on public serv-
ice employment programs than he is. I have a very lively notion of
the nceds of the cities and of the needs of our country which are not
being filled.
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I think that public service programs can contribute to a better deal
for blacks and women rather than just sopping up unemployment. This
isin addition to taking bodies off the streets and in addition to produc-
ing very worthwhile services. So I tend to think of this as an important
tool in fighting the segmentation of the labor market which is causing
us too much trouble and is going to cause us Increasing trouble,

Chairman Proxaire. One other question: In your prepared state-
ment you make a strong case that the elimination of discrimination
would reduce the overall unemployment rate.

Would you give us your estimate of just how much this reduction
would be?

Mrs. BEraMANN. An adequate increase in aggregate demand is, of
course, a necessary condition. But, in the ultimate, if the labor force
were much more homogeneous in terms of employer psychology, and
if the labor force were more homogeneous in terms of the actions of
the workers, there is no reason to think that we could not get the
average unemployment rate a lot closer to the unemployment rate
for white prime age males at its best. So I don’t see any reason why
we couldn’t get down to 2 percent if we did an adequate job on restruc-
turing the labor market.

Now, I think you are always going to have young people who will
turn over more than older people and, in a way, that is a luxury
perhaps we can afford.

Chairman Proxarre. But it was pointed out that turnover is a lot
less in other countries.

Mrs. Brreaany. We can, with programs of the sort proposed here,
reduce youth turnover; on the other hand, maybe we are rich enough
so that we can allow young people to move around a little more to find
an ideal career for themselves. The idea that you should go from high
school to an employer with whom you are going to stay the rest of
your life may not really be optimal from many points of view. Such
habits might reduce the unemployment rate but they might not in-
crease human happiness, which is what we are after. We do have far
too much youth unemployment and I tend to favor a nondiscrimina-
tory program of the kind that Professor Feldstein is advocating. But
I really don’t see youth unemployment as the place where the shoe
pinches worst. These are groups who are permanently disadvantaged
and who get more disadvantaged as they grow older; namely, blacks
and women.

Chairman Proxarre. I want to thank all of you for a very helpful
morning and for a most fascinating analysis of a problem that we must
deternine to solve. We are not making the kind of progress on it we
should and I think you have made an excellent start in giving us some
of the concrete suggestions, specific suggestions on how we can get on
top of it and get 1t moving; and I hope that now this committee can
begin to have the kind of influence in this respect, with respect to un-
employment, on the Congress that I think was originally intended by
the Congress in 1946 when we passed the basic act.

I thank you very, very much for a helpful beginning on these
hearings.
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The committee will stand in recess until tomorrow morning at 10
(chlock when we will hear from Mr. Nat Goldfinger and Mr. Lisle
sarter. ‘

(Whereupon, at 12:25 p.m., the committee was recessed, to reconvene
at 10 a.m., Wednesday, October 18,1972.)

(The following article was subsequently supplied for the record bv
Representative Reuss:)

[From the Evening Star and Dally News, Oct. 16, 1972]
N1xoN P’LANs To Kirr PuBLic SERVICE JoBS IN 1974 DUDGETING

(By William Steif)

The Nixon administration plans to kill a federal program that is providing
about 180,000 local and state public service jobs around the nation, Labor De-
partment soureces have revealed.

The law authorizing the Public Employment Program (PEP) expires June 30—
the end of fiscal 1973—and no request for funds to continue it has been made to
the White House's Office of Management and Budget, these sources said
yesterday.

Funding in the current fiscal year is $1.25 billion ; in fiscal 1972 it was $1 billion.

Plans for the fiscal 1974 budget are well-advanced but no funds for this program
are included. The President normally announces his budget for the coming fiscal
year in the January before the year’s July 1 start.

DISCUSSED FRIDAY

Labor Department officials met Friday to discuss methods of dissolving the
public service jobs program.

Department sources said OMB opposes the program on several grounds.

One is that its cost averages $6,700 per worker yearly, compared to on-the-job
training programs which cost half as much, Department officials pointed out,
however, that this doesn’t count the value of the work produced under the
program.

Another basis for opposition, the sources said, is that the administration dis-
likes “make-work’ programs.

Finally, the budget saving is considered important, although department of-
ficials believe at least 10 percent of those working under the program will wind
up on welfare if the program dies.

SIGNED IN JULY 1971

President Nixon signed the Emergency Employment Act (EEA) into law in
July, 1971, after vetoing a larger public service jobs bill six months earlier.

The public-service jobs concept had been boosted strongly by congressional
Democrats, largely as a tool for slashing unemployment and helping the economy.

In the period since the legislative battles for the program, the nation’s economy
has improved substantially, and employment has increased rapidly (although a
surge in those looking for work has prevented a major reduction in un-
employment.)

4.5 PERCENT ‘‘TRIGGER”

{The program goes into effect when national unemployment goes over 4.5 per-
cent. It is now 5.5 percent. Some $250 million yearly is reserved for areas where
joblessness is above 6 percent of the work force, and 20 percent of the money is
reserved to the Labor secretary for experimental projects.

The rest of the funds go to “program agents”—every government of a state,
city or county with a population above 75,000—on the basis of the number of
jobless in the area.

The program agents funnel funds to smaller cites and counties.

Tighty-five percent of all funds must, by law, be used for wages and benefits.

By last December, 64,000 persons were working in the program, and this
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number now has nearly tripled. Labor Department officials say that without the
program joblessness would average 5.7 percent instead of 5.5 percent.

TEACHERS, ORDERLIES

Those hired have gone to work as policemen, firemen, teachers, teacher aides,
hospital orderlies, park and recreation workers and clerks. A recent Senate study
said jobs performed fell into these categories: Public works and transportation,
22 percent ; education, 20 percent ; law enforcement, 13 percent ; parks and recrea-
tion, 8 percent; health and hospitals, 7 percent; environment, 5 percent; fire
protection, 3 percent ; others, 17 percent.

Average earnings of employes under the Public Employment Program is $6,500
a year, including fringe benefits.

SIXTY-FOUR PERCENT WHITE

A new Labor Department check showed 64 percent of the workers in the pro-
gram are white, 21 percent black and the rest other minorities. More than a quar-
ter are Vietnam veterans, a quarter have less than a high school education, 42
percent had been jobless 15 or more weeks, 28 percent are women, and 11 percent
had been on welfare.



REDUCING UNEMPLOYMENT TO 2 PERCENT

WEDNESDAY, OCTOBER 18, 1972

CongrEss oF THE UNITED STATES,
Joint EconoMic CoMMITTEE,
Washington, D.C.

The committee met, pursuant to recess, at 10 a.m., in room 1202,
Dirksen Senate Office Building, Hon. William Proxmire (chairman
of the committee) presiding.

Present: Senator Proxmire.

Also present : John Stark, executive director; Loughlin F. McHugh,
senior economist; Lucy A. Falcone, research economist; and Leslie J.
Bander, minority economist.

OrENING STATEMENT OF CHAIRMAN PROXMIRE

Chairman Proxmire. The committee will come to order.

Today we continue our hearings on the most important economic
policy question facing this Nation: The achievement of full employ-
ment, and that is certainly the most important question facing this
committee. This committee was given a mandate, really, 26 years ago
in the Full Employment Act to be the institution of the Congress to
work toward full employment. We have not achieved it by a long
shot, of course.

As I indicated yesterday in opening these hearings, our record has
been far from acceptable over the last 25 years. It is clear that we do
not know enough as yet about how to carry out the objectives of the
Employment Act.

Yesterday’s hearings concentrated largely on the important ques-
tion of the labor market itself, its structure and its imperfections. To-
day we are going to hear testimony from an old friend of the com-
mittee, Mr. Nat Goldfinger, director of research at the AFL-CIO.

As I indicated in my questioning yesterday, we need to explore the
dimensions of increased demand in achieving higher employment. I
am not convinced that the so-called Phillips curve, as evidenced by
experience over the last 10 or 15 years, should pose any natural bar-
rier for us in policymaking. I believe that we can rely to a much
greater extent on wise resort to increased demand to induce structural
changes in our economy. Moreover, a change in the composition of
demand could have a beneficial effect. We have found that the em-
ployment_consequences of various types of public expenditure vary
considerably.

For example, the number of jobs resulting from public expenditure
on education is far higher—as a matter of fact, the Bureau of Labor
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Statistics’ estimate was that it was just about twice as high—$1 bil-
lion spent on defense, providing 57,000 jobs; $1 billion spent on edu-
cational services, 104,000 jobs. These figures were published by the
Labor Department, I might add.

Mr. Goldfinger, I know from your frequent appearances before this
committee that you have a deep and constructive interest in this sub-
ject, as does your organization, and we are delighted to have you
with us at the present time. So why don’t you go ahead and we will
call on you later for questions.

STATEMENT OF NAT GOLDFINGER, DIRECTOR OF
RESEARCH, AF¥L-CIO

Mr. Gorpringer. Thank you, Senator. I will try to briefly sum-
marize the prepared statement and submit it for the record.

Chairman Proxmire. As you know, Mr. Goldfinger, we have a policy
of 10 minutes for a statement. We ring a bell and then we will hear
the next witness.

Mr. Gororinger. All right; I will submit the prepared statement
for the record.

Chairman Prox»re. All right. Without objection, the entire pre-
pared satement will be printed in full in the record at the end of your
oral statement.

Mr. Gowpringsr. I am grateful for this opportunity to appear here
because I agree with you, Mr. Chairman, that this is a most important
subject and it is a subject which, unfortunately, has been of declining
interest and concern for most of the past two decades.

Even in the early 1960’s when there was a considerable and much
needed emphasis on reducing the level of unemployment, there was
not a concentrated emphasis on reaching and maintaining the objec-
tives of the Employment Act, so I am very, very happy to see you
are moving back to the original purpose of this committee and of the
act, and that is toward achieving and sustaining the objectives of
the act, of maximum employment, production, and purchasing power.

Now, obviously, a 5-percent unemployment rate is better than a 6-
percent rate and a 4-percent rate is still better because each percentage
point is about 860,000 workers. But what we seem to have been doing
1s that as we continue to fail to achieve the objectives of the Employ-
ment Act during the past two decades, we have been in a process of at-
tempting to redefine full employment which originally was defined as
an unemployment rate of 3 percent or less, then redefined as 4 percent,
and now there are rumors and stories in the newspapers and news
media that it is being redefined again as a 4.5 or 5 percent rate.

Now, as far as we in the labor movement are concerned, the national
objective should be full employment. One of the difficulties is that
there are no current or recent good studies to provide a definition of
full employment in terms of the American job market. Somehow all
of the recent academic studies of full employment in the United States
have involved what I consider to be the twisted logic of defining it
in terms of the price level but not in terms of defining it in terms
of the labor market. If the goal is a 5-percent or 4-percent rate in
some’s estimation, they may have some reasons for it but such level
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of unemployment is not full employment. I mean, it may involve their
concepts of tradeoffs and so forth but full employment is a function
of the labor market and a definition, I think, should be based upon
the labor market in terms of American society and of the American
economy. )

Now, in my judgment, for whatever it is worth, I think that full
employment in the American economy today would involve an unem-
ployment rate in the neighborhood of about 2 percent or 2.5 percent
and in addition to that I think that private and public efforts to re-
duce the unemployment impact of seasonal changes could reduce the
duration of unemployment and the spells of unemployment to bring
the overall unemployment rate to about 2 percent.

We have functioned in the period since the adoption of the Em-
ployment Act at an average annual rate of unemployment of about 4.7
percent, considerably above anything that most people, I believe, would
consider to be full employment.

We have had recurring recessions with rising unemployment, fol-
lowed by difficult and lengthy periods of attempting to substantially
reduce unemployment. ]

In addition to that, we have had a sharp acceleration of productivity
in the postwar period. In addition to that, we have had rapid and
radical changes in technology, with sharp shifts in the population and
a vast migration of the population out of the rural areas into the cities,
particularly out of the rural South.

Furthermore, as you indicated, there have been changes in the com-
postition of the gross national product and shifts in Government meas-
ures and consumer tastes.

Furthermore, T would add that there has been a deterioration of
Aimerica’s position in international economic relationships with im-
pacts on employment and losses of job opportunities in manufactur-
ing; and there have also been changes in the labor supply with the
growth, very rapid growth, in the labor force in the past 5 to 7 years
and the changes in the labor supply have been affected in part by the
substantial changes in the size of the Armed Forces way back in the
1950’s and, more recently, again, of a rise in the Armed Forces and
then followed by a decline.

However, I think that our policy emphasis in terms of governnient
policy has not only failed in terms’of usually not being sufficiently ex-
pansionary during most of these years since the adoption of the Em-
ployment Act, but furthermore we have overemphasized, both as a
country, as a government and particularly, unfortunately, on the cam-
puses, among academic economists, the emphasis has been much too
great upon aggregate macropolicies and one of the points that I hope
comes through in the prepared statement that I submitted, Mr. Chair-
man, is the need not merely for expansionary macropolicies, aggre-
gate policies, but the need for specific, selective measures to create jobs
and for an emphasis upon job creation and an emphasis not simply on
manpower policy which does not create jobs, not simply on trailfing,
which does not create jobs, but on manpower and training policies for
jobs. Once again, the deficiency in these years has been a lack of suf-
ficient job creation and, therefore, I say not simply on a lack of suf-
ficiently aggregated expansionary policies but also pretty much of an
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utter lack of selective measures to create jobs at the lowest possible cost
in terms of expenditure and also to meet the needs of the society in
terms of public services and public facilities.

As you indicate, there are different employment impacts from dif-
ferent types of government expenditures and this is an issue which the
AFIL~CIO raised with President Kennedy way back 10 or 11 years
ago and continued to raise it with him up to shortly before his untimely
death in November 1963.

In conclusion, I would say that today with high levels of unemploy-
ment and considerable idle productive capacity with industry operat-
ing at merely about 70, 80 percent of productive capacity and a 5.5-
percent reported unemployment rate, there is a need for continued
expansionary policies for the next 2 years. But, in addition to that,
in addition to the expansionary aggregate macropolicies, there is a dire
need and there has been for many years now, for selective measures
to create jobs through a large-scale public service employment pro-
gram, to create jobs, particularly for the long-term unemployed,
Jower-skilled workers and the serlously underemployed.

In addition to that, in this particular period of time of high unem-
ployment, we have recommended a program of stepped up public
works, short-term repairs and construction of public facilities in areas
of high unemployment.

But in the long term, in terms of the rest of this decade and the
period ahead, I think that what is needed is a combination of expan-
sionary macropolicies but a much-increased emphasis on selective and
pointed job creating measures.

Thank you, sir.

(The prepared statement of Mr. Goldfinger follows:)

PREPARED STATEMENT OF NAT GOLDFINGER

I am grateful for the opportunity to appear at this hearing on the important
subject of reducing unemployment to the neighborbood of 2% of the civilian
labor force.

The Chairman and members of the Committee are to be congratulated on
calling these hearings. I hope they will be followed up by additional studies
and hearings on this subject, which is, after all, one of the basic purposes of the
Committee's establishment, under the terms of the Employment Act of 1946.

Unfortunately, a period of about two decades has passed since the Congress,
the Executive branch and academic economists paid much attention to the sub-
ject of full employment. In fact, there has been a declining interest and concern
during most of those years.

Tven in the early 19860s, the concern was with the essential policy issues of
reducing unemployment, but it was not concentrated on the objective of the
Employment Act—to reach and maintain maximum employment production and
purchasing power. And at present, there are numerous newspaper reports and
rumors that full employment, which was once defined as a 3% unemployment
rate or less, and redefined as 4%, is now being redefined, again, as a 4% % or
59% jobless rate.

Obviously, a 5% unemployment rate is better than a 6% rate. And a
49, rate is better than 5%. But such levels of unemployment do not represent
full employment, by any means.

Tach percentage point difference now amounts to about 860,000 workers. This
difference is not slight. And if unemployment can be cut to 2% or 2% %, it would
mean the substantial reduction in unemployment from 4.8 million workers to
1.7 million or 2.2 million.

The national objective should be full employment. But there are no recent
studies to provide a definition of full employment in the American economy,
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in terms of the American job market. Somehow, recent studies of full employ-
ment, in the U.S., typically involved the twisted logic of defining it, in terms
of the price level.

Full employment, as organized labor views it, means job opportunities, at
decent wages, for all those who are able to work and seek employment. Under
such conditions, the unemployed, at any point in time, would be temporarily
jobless—such as new entrants into the labor force, people moving from one
job to another or from one part of the country to another, people who are
temporarily unemployed as a result of seasonal fluctuations.

I believe that a careful examination of the American job market would show
that, under current conditions, full employment in the American economy
would probably involve an unemployment rate in the neighborhood of 29, or
2%%. Moreover, private and public efforts to reduce the employment impact
of seasonal changes and to reduce the duration of spells of unemployment
could reduce it to 295 of the civilian labor force.

I hope that business spokesmen, academic economists and political leaders
would stop playing games with the economic and social objective of full em-
ployment. If their goal is a 5% or 49 unemployment rate, they may have
reasons for such choice, but their objective is not full employment.

If trade-offs of various objectives are thought to be necessary in establishing
second-best objectives, whatever trade-off is involved in the employment goal
should logically start from a well-defined full-employment base. In the view of
the AFL~CIO, the full-employment objective should be the top priority.

The record of the years, since the adoption of the Employment Act, reveals
that the national economy has operated at levels that are some distance from
full employment. The average unemployment rate in the 24 years from 1947
to 1971 was approximately 4.7%—including a low of 2.9% in 1953 and highs
of 6.8% in 1958 and 6.7% in 1961. This record indicates that the federal
government, in its policies and measures, has not given sustained support to
achieving and maintaining full employment.

Among the major economic factors in the job markets that contributed to
the approximate 4.79 unemployment rate in 1947-1971 have been the following :

1. Recurring recessions, with rising unemployment, followed by difficult and
lengthy periods of time to bring about substantial reductions in unemployment.
For example, following the recession-unemployment rate of 6.7% of 1961, it took
four years of substantial efforts to cut unemployment to a 4.5% rate in 1965.
Another example is the rise of unemployment from 3.59% in 1969 to 5.99% in
1971, as a result of the recession of 1969-1970, with unemployment down to
merely a 5.59 rate in September 1972.

2. The sharp acceleration in the pace of rising productivity. Output per
manhour in the total private economy rose at an average yearly rate of 3.29,
in 1947-1971—approximately 459, faster than the 2.29 average annual advance
in the previous period, 1919-1947. This accelerated rise in productivity has
required a greater increase in production and sales to produce a rise in
employment.

3. Rapid and radical changes in technology have resulted in vast and rapid
shifts in the structure of demand for labor. There has been sharp declines of
employment in agriculture, mining and railroads, accompanied by stagnant
or declining job opportunities in many manufacturing industries in the past
quarter of a century, particularly since 1953. These changes in employment
opportunities have resulted in a great migration of the population out of rural
areas, particularly from the South, to the cities, especially those in the North
and West. In addition, the radical changes in technology have contributed to
substantial changes in industry-location, such as the shifts from the cities to
the suburban areas.

4. Changes in the composition of the gross national product, as a result of
shifts in government measures and in consumer tastes, have had significant im-
pacts on the structure of job opportunities. For example, the shift in defense
production, after 1953, from an emphasis on military goods to missiles and related
output reduced the demand for production and maintenance labor per dollar of
expenditure. This shift was reversed during the 1960s, particularly in 1965-1968—
with increased requirements for production and maintenance manpower—and it
has been reversed again, since 1968, to lower real levels of defense expenditures
and a change in the composition of defense output.
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5. The deterioration of America’s position in international economic relation-
ships is narrowing the economy’s industrial base, wiping out significant portions
of a widespread number of industries and destroying scores of thousands of job
opportunities, each year in the past few years. There was a net loss of about
900,000 job opportunities, due to this situation, in 1966-1971, with further losses
in 1972. The electronics industry association reports the direct displacement of
122,500 American jobs in radio, TV and electronic component production between
1965 and 1970, as a result of the deterioration in international trade. Scores of
thousands of additional jobs have been wiped out in a spreading number of
industries—including skilled and technical jobs, as well as unskilled and
semi-skilled.

6. There have also been changes in the labor supply—particularly the acceler-
ated expansion of the labor force, during the 1960s, reflecting the increased
birthrates, immediately after the end of World War II which persisted until
the late 1950s. During the decade, 19501960, the civilian labor force grew at an
average yearly rate of 740,000-—compared with 1.6 million in 1965-1971. This
acceleration has meant a substantial increase in the number and percentage of
young people in the labor force, accompanied by the continuing, increased par-
ticipation of women in the labor force.

7. Changes in the labor supply, during the past 25 years, have been affected by
substantial changes in the size of the Armed Forces—with impacts on young
men in the civilian labor force. For example, the Armed Forces increased from
1.6 million in 1949 to 8.6 million in 1952-1953 and moved down to 2.5 million by
1959. The size of the Armed Forces rose again, from 2.7 million in 1965 to 3.5
million in 1967-1869 and has declined to 2.4 million in recent months.

These changes in the economy required general expansionary expenditure, tax
and monetary measures by the federal government, accompanied by selective job-
creating measures and realistic manpower programs, including training for
jobs and a much-improved, effective U.S. Employment Service.

However, the federal government’s policy, during most of the past quarter of a
century, has not been sufliciently expansionary, such as in 1952 to 1960. More-
over, the government has, on occasion, pursued restrictive policies, as in 1969-
1970. And there has been very little emphasis on selective measures to create
jobs—programs to create jobs directly and programs to shift the composition of
government expenditures and the gross national product to an emphasis on
job-creation, particularly for semi-skilled and unskilled workers.

While there have been failures and weaknesses in manpower policy—which
did not get under way in a comprehensive sense until 1961—the major deficiency
has been in the lack of job creation. The main problem has been a lack of suffi-
cient job opportunities for the unemployed and seriously under-employed.

The required measures must be decisive and selective, to create jobs and pro-
vide the greatest impact for each dollar of government outlay.

The American economy is much too large, too complex, too dynamie, too varied
and diverse to depend entirely on a simplistic push-button approach to national
economic policies. Over-dependence on over-all fiscal and/or monetary policy
has proven to be much too expensive—in unemployment, idle productive capacity,
prolonged sluggishness and, in recent years, in huge, successive budget deficits.
The simplistic push-button approach has been pursued at great cost to the Ameri-
can people and to American society.

An emphasis is needed on pinpointed, selective government measures to create
jobs, at the lowest possible expenditure-cost and in areas of greatest need, such
as public facilities and services.

THE CURRENT LEVEL OF UNEMPLOYMENT

The present level of unemployment—which is lingering at about 5.5% of the
labor force after 19 months of persisting in the neighborhood of 5.9%—is still,
to a great degree, the result of the recession of 1969-1970.

The real volume of economic activity has not increased sharply enough, over
a sustained period of time, to make more than a dent in the high unemployment
rates, reached in the final two months of 1970. The difficulty of reducing unem-
ployment, since then, has been compounded by several developments: The rise
of productivity has shot up, after a serious lag during the recession—a 3.7% ad-
vance in 1971 and a 4.79 yearly rate of increase in the first-half of 1972. The
decline in the size of the Armed Forces has meant an additional boost to the
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growth of the labor force. The increasing participation of women in the labor
force has added to its rate of expansion. At the same time, the decline of defense
production and sharp deterioration of America’s position in international trade
have added to the job problem.

The difficulty is essentially in the lack of enough job-creation, after the lay-
offs and rising unemployment of 1969-1970. This can be seen in the employment-
record of several key sectors of the economy.

WAGE AND SALARY EMPLOYMENT, FROM 1969 PEAK TO AUGUST 1972

Production and i Employees in

maintenance Employees in transportation

jobs in contract and public

manufacturing construction utilities

1969 Peak._ ... e 14, 853, 000 3, 485, 000 4,474,000
AuguSt 1972, e 13, 849, 000 3,537,000 4,532,000
Total e —1, 004, 000 +52, 000 +-58, 000

Source: Bureau of Labor Statistics.

The number of production and maintenance jobs in manufacturing, in August,
was still one million less than at the 1969 pre-recession peak—although manu-
facturing production was up 1.69, from that period of 1969.

Moreover, in August 1972, after more than a year and one-half after the bottom
of the recession, employment in construction was only 52,000 above the pre-reces-
sion peak and in transportation and public utilities, employment was up merely
58,000 from that point.

The areas, where employment s up significantly from 1969, are wholesale and
retail trade, the services, state and local governments, finance and real estate.
Moreover, more than a quarter of the net increase in total employment between
1969 and August 1972 has been in part-time work.

It is no wonder, then, that the over-all unemployment rate is about 5.5% and
that the high teenage unemployment rates of recent years have moved up the
age-scale to the 20-24 year age group, with unemployment rates of about 99—
10% in the past number of months.

To get the economy on a continuing road to full employment wounld require a
continuing government stimulus and a sharp rise in the real volume of total
national output of about 7 percent in the next 12 months. In order to begin to
approach full employment rapidly, a similar rise in real national output would
be required in the succeeding 12 months. Moreover, such general fiscal and mone-
tary measures should be accompanied by selective job-creating programs.

The economic history of the first-half of the 1960s, when the labor force was
growing at a much slower pace, provides a rough indication of the great task of
turning the economy around. It required real economic expansion of 6.69, be-
tween 1961 and 1962, to reduce unemployment significantly and to increase indus-
try’s operating rate. In the two years from 1963 to 1963, it took yearly increases
in real national output of about 6%, to boost employment by 3.3 million and
reduce the jobless rate from 5.79 to 4.5%.

Selective government measures are needed, as well as aggregate policies, to
create jobs, boost sales and lift production—to provide the increasing number of
job opportunities for the unemployed and the rapidly growing labor force.

A greatly expanded and strengthened public-service employment program is
needed—federal grants to the states, local governments and federal agencies for
the creation of jobs to provide needed public services.

A special program of federal financial aid is required to step-up job-creating,
short-term public works construction and repairs in areas of high unemployment.

Such measures are needed to boost industry’s operating rate, the only sound
basis for increasing business outlays for plants and machines. They are required
to boost productivity and reduce pressures on costs and prices. And they are
needed to provide the government with increased tax receipts.

Moreover, immediate boosts in public investment to create jobs and lift the
economy, now, would mesh with American society's need for expanded publie
facilities and services.

86-554—172.
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In addition, justice in the federal tax structures and additional tax revenues
are required—by eliminating the major loopholes of special tax privilege for
corporations and wealthy families.

Moreover, Congress should direct the Federal Reserve system to allocate a
significant portion of available bank credit, at reasonable interest rates, to
effectuate the construction of housing and community facilities.

A Congressional review of the entire Federal Reserve system and the nation’s
monetary policy is long overdue—to bring America’s central bank fully into the
federal government structure, to provide improved coordination of the nation’s
monetary policy and to make the Board of Governors and the managing boards
of the district banks more representative of the major groups of the economy,
including workers and consumers.

THE LONG-RUN UNEMPLOYMENT PROBLEM

The long-run unemployment problem has also been essentially a lack of suf-
ficient jobs. Changes in the structure of the labor supply have aggravated the
problem, to some degree, but have not caused it. The major causes are to be
found in the demand for labor—largely in numbers, structure, skills and location
of job opportunities.

An indication of the problem can be seen in the following:

WAGE AND SALARY EMPLOYMENT FROM 1953 TO AUGUST 1972

Pruduction and Employeesin  Employment in

maintenance Employees  transportation agriculture

jobs in Employees in contract and public from 1953 to

manufacturing in mining construction utilities August 1972

1953, e 14, 055, 000 866, 000 2,623,000 4,290,000 6, 259, 000
August 1972_.. R 13, 849, 600 603, 000 3,537,000 4, 487, 000 3,625,000
Total_.. -206, 000 ~—263, 000 +-914, 000 +197, 000 —2,634, 000

Note: In the above employment categories, there was a net employment decline of 1,992,000 in the 19 years from 1953
to August 1972,

Source: Bureau of Labor Statistics

Under the impact of the technological revolution in agriculture, employment in
farming dropped from 109 of the labor force in 1953 to only about 4% at present.
Hundreds of thousands of farmers, farm workers and their families—as well as
scores of thousands of other inhabitants of small towns in agricultural parts of
the country—Ileft the rural areas in search of jobs and homes in the cities.

Although the over-all growth of the population has slowed considerably in the
past several years, after nearly two decades of very rapid expansion, the migra-
tion has continued to urban and particularly to large metropolitan areas.

This social upheaval has been greatest among Negroes. From an overwhelm-
ingly southern rural population, Negroes have become overwhelmingly urban—
as a result of the great migration out of the rural South to the cities, particularly
the large cities of the North and West.

All of the new migrants to Americas cities—whites and Negroes, Puerto Ricans
and Mexican-Americans—have faced the difficulties of adjusting to a new and
strange environment. The Negro migrants in particular have brought with them
a history of 350 years of slavery, segregation, poverty, lack of education and fre-
quently poor health, as well as suspicion of government authorities.

On coming to the cities, the new migrants have faced the discriminatory prac-
tices of those areas, as well as a lack of low- and moderate-income housing and
the impact of the technological revolution in industry on job opportunities for
uneducated and unskilled urban workers. The types of industrial jobs that helped
previous generations for foreign immigrants and rural Americans to adjust to
urban life have not been expanding.

While agricultural employment dropped more than 409 between 1953 and
August 1972, there were also employment declines in mining and among produc-
tion and maintenance workers in manufacturing. In addition, over these 19 years
of economic expansion, employment in transportation and public utilities in-
creased merely 197,000 and in contract construction, only 914,000.
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In addition, another great migration in the past quarter of a century hag seen
millions of middle- and upper-income families leave the cities for the suburbs, the
most rapidly growing sections of the country. This movement hasg opened up older
housing in the inner cities. But, combined with the additional migration of in-
dustry to the suburbs and countryside, it has reduced the tax base of the cities.
This reduction has come at the same time as mounting demands on the cities’
financial resources for low- and moderate-cost housing, welfare, education, police
and fire protection, manpower training and other public facilities and services.
Increasingly, the inner cities have become concentrations of decaving and poverty-
stricken areas, with small pockets of wealthy families, while the needs for city
facilities and services multiply and the tax base narrows.

The change of industrial location has also compounded the problem of inade-
quate mass transportation facilities for lower-income city dwellers to get to the
new areas where employment is growing. And most suburban communities have
had color barriers as well as a continuing absence of low-cost housing.

General fiscal and monetary policies, coupled with an emphasis on selective
measures and manpower programs, are now needed to provide the basis for eco-
nomic growth and full employment in the period ahead.

A long-range, planned national effort to meet the needs of the American people
for public facilities and services can provide the basis for economic growth and
job-creation in the period ahead.

Each era of economic expansion in America has been accompanied by growing
investments and employment in new industries, The last third of the 19th cen-
tury saw the bullding of the railroads, the agricultural implement and the steel
and oil industries. The first two decades of the 20th century saw the develop-
ment of the public utilities—the electric, gas, telephone and urban transit sys-
tems. During the 1920s, economic growth was accompanied by the development of
the auto and radio industries and In the period after World War II came televi-
sion, aircraft, air travel, electronics and advanced technology.

Now, in the 1970s, America’s new frontiers are in a major emphasis on public
investment to rebuild the urban areas, to strengthen the foundation of American
society and provide the investment—and employment—basis for a new period of
national economic expansion and job-creation.

Such step-up in the expansion and improvement of public facilities and serv-
ices could be a key to provide opportunities to employ the talents and skills of
scientists, engineers and technicians, as well as job opportunities for returning
GIs, production, maintenance, construction and other categories of workers. It
could lift the entire economy, providing growing consumer markets, as well as
a sound incentive for expanding business investment in plants, machines and
equipment.

In February 1971, the Economic Policy Committee stated, in a report to the
AFL-CIO Executive Council :

“To sustain the planned expansion of public investment, the federal govern-
ment should develop, coordinate and maintain a national inventory of public
investment needs, based on estimated future population growth and present
backlogs in each major category, such as low- and moderate-cost housing, schools,
health care facilities, day care centers, parks, pollution controls, other commu-
nity facilities and public services. Each state and metropolitan area should be
encouraged, with the assistance of federal planning grants and technical aid, to
develop a similar inventory of needs within its geographical jurisdiction. Such
a comprehensive inventory of needs should provide the foundation for planned
nationwide programs in each category—based on adequate federal financial and
technical assistance to the states and local governments, including federal
grants-in-aid and guaranteed loans, as well as direct federal efforts.

“Target dates should be established for achieving specified objectives in each
category—along the lines of the 10-year national housing goal established by
Congress under the Housing and Urban Development Act of 1968—and the pace
of continuing advance should be speeded up or slowed down, with sufficient funds,
depending on the availabllity of manpower and productive capacity. In thig way,
the inventory would also be a shelf of public works, with an accelerated pace in
times of general economic recession and a slower advance in periods of short-
ages of materials and manpower.

“To facilitate such programs, a federal urban bank or similar mechanism may
be required to provide long-term, low-interest loans for the construction of low-
and moderate-income housing and community facilities as well as for aiding
state and local governments in financial crisis



80

“An Office of Public Investment Coordination should be established in the
executive branch of the federal government to encourage, assist and coordinate
public investment planning and execution by state and local governments and
federal agencies.”

_As part of such an effort to improve the quality of American life—and to pro-
vide enough jobs for full employment—a large-scale public-service employment
program is needed. It could create jobs, particularly for lower-skilled workers,
in such public services as parks and playgrounds, schools and hospitals, law-
enforcement facilities, libraries and museums. To the extent that the regular
economic channels fail to achieve full employment, the public-service employ-
ment program should aim to do so. It could provide needed services to the pub-
lic—as well as jobs, income, work experience and training for those who would
otherwise be unemployed.

An essential ingredient of a job-creating, full-employment program is full and
effective enforcement of civil rights legislation-—to provide equal and open
opportunities for education, training and jobs to all persons, regardless of race,
color, sex, creed or national origin.

In addition, the AFL—CIO has urged the Congress to direct the Federal Reserve
to allocate credit, at reasonable interest rates, to programs of high national
priority, such as housing and community facilities.

Tax justice is essential to provide the federal government with adequate rev-
enues and to establish the needed public confidence in the fairness and equity
of the tax structure.

The Burke-Hartke bill should be adopted to curb the job-destruction involved
in the continuing deterioration of America’s position in international economic
relationships.

Such measures—together with public and private programs of manpower train-
ing and upgrading—could provide the major avenue towards reaching and main-
taining maximum employment, production and purchasing power in the 1970s.

THE SERIOUS SOCIAL NATURE OF UNEMPLOYMENT TRENDS

Unemployment is much more than an economic waste or a statistic. It con-
cerns people—workers and their families. Extended unemployment, in our work-
oriented culture, represents a human tragedy-—a loss of social status and per-
haps, self-esteem, a8 well as income.

The Labor Department’s monthly reports on unemployment present statistics
on the average number of unemployed in each month. These statistics understate
the problem, because they omit the hundreds of thousands of hidden unem-
ployed—those who have stopped seeking work. And they are an understatement,
too, because they do not include the additional hundreds of thousands who are
seriously under-employed.

Moreover, these monthly statistical reports do not deal with unemployment in
human and social terms. The clearest picture of the human and social aspects
of unemployment is indicated by the Bureau of Labor Statistics’ reports on the
annual work-experience of the population. The most recent report, available at
present, is for the year 1970.

In that year, 1970, when the Labor Department reported an evarage 4.1 million
unemployed, in each month of the year, the report on the population’s work-
experience shows the following facts, concerning the impact on human beings:

14.6 million people were unemployed at some time during the year.

Over 9 million workers were jobless for 5 weeks or more during the course
of 1970.

4.5 million workers were unemployed for 15 weeks or more during the year.

That is nearly four months or more of joblessness during the course of 1970.

And even these insights into the human aspects of unemployment are an under-
statement, due to the above-stated weaknesses in the Bureau of Labor Statis-
tics’ basic information. Yet they are the best available indication of the broad
impact of unemployment on people.

Moreover, this situation is not spread evenly across the country and across
all segments of the population. It is concentrated—in low-income urban areas
and depressed rural communities, among Negroes and young people, among un-
skilled and semi-skilled workers. It is highly concentrated among the migrants
to the cities and their children, who live in the spreading poverty areas of the
central cities.
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The relatively high unemployment of so many of the Years, since the adoption
of the Employment Act of 1946, is not merely a reflection of shortcomings in the
federal government’s economic policies. It is also a reflection of the vast social
and economic changes of the past quarter of a century. Moreover, it is also a
major source of many of the troubles that have plagued American society in
the past decade.

A substantial reduction of unemployment to the neighborhood of 2% of the
civilian labor force is important to the progress of the national economy. But,
of even greater importance, it is essential for the health of American society in
the 1970s. In a work-oriented and free society, sustained full employment is a
fundamental requirement for the peaceful advance of the society.

MINIMUM WAGE AND YOUTH EMPLOYMENT

The AFL-~CIO is opposed to a sub-minimum wage for youth, or any other
category of workers. We believe that if a job is worth doing, it is worth a fair
wage—no less than the federal minimum wage, regardless of who is doing the
job.

Some opponents of FLSA improvements allege that minimum wage legislation
puts young people out of work. The evidence, however, indicates that the high
levels of youth unemployment, in recent years, are not due to FLSA provisions.

To understand the employment problems of youth, it is important to remember
that teenage unemployment has always been higher than the national average
for all workers. This ig because teenagers are new jobseekers, they often seek
only part-time employment near home, they look for temporary summer jobs and
then return to school. Moreover, out-of-school teenagers tend to have very high
quit rates.

The unemployment rate for 16 to 19 year-olds in the labor force increased
from under 10% in 1847 and 1948 to about 16% and 179 in the recession years
1958 and 1961, and was equally high in 1963 and 1964 when the general employ-
ment situation had begun to improve. With the continuing improvement in em-
ployment, it declined to slightly less than 13% in 1966 and remained at about
that level in 1967-1968—after the 1966 amendments went into effect.

The real problem of teenage uneniployment in the 1960s was that it did not
drop as fast as the decline of joblessness among adults 25 years of age and older.
In the early years after World War 1I, the teenage unemployment rate was about
three times greater than the unemployment rate among adults. In 1963, it moved
to four times higher and by 1966-1968, it was five times greater.

This worsening of teenage unemployment in relation to adults could hardly
have been caused by FLSA when it began to show up in 1963 or in the years that
immediately followed. For, from 1938, when FLSA was adopted, until Febru-
ary 1, 1967, most typical teenage occupations were not covered by FLSA—such
as medium-sized and small retail stores, restaurants, service establishments and
farms. Such business activities that typically employ teenagers were not covered
substantially by FLSA until 1967, under the terms of the amendments adopted
in 1966.

The roots of the teenage unemployment problem of the 1960s can be found in
the sharp rise of the birthrate after the end of World War II. The great increase
in births in the years after World War IT resulted in a sudden, sharp rise of
teenagers looking for employment in the 1960s. And although teenage employ-
ment increased considerably in the 1960s, it was not enough to match the sharp
influx of youngsters into the labor markets,

During the decade 1948-1958 there was actually a slight decliie in the number
of teenagers in the labor force—reflecting the low birthrate of the depression
years of the 1930s. But in the 10 years, 1958-1968, the number of 16 to 19 year-
olds in the labor force skyrocketed 53%, from 4.3 million to 6.6 million. The
average yearly increase of teenagers in the labor force was about 230,000 in
1958-1968, in sharp contrast to the slight decline in the previous 10 Yyears. One
would expect that such massive change in the number of teenagers in the labor
force could create problems, particularly if the demand for teenage workers did
not keep pace.

Many of the part-time farm jobs, once held by teenagers, disappeared with the
growth of large industrial-type, mechanized farms and the general decline of
farm employment. The rapid decline of small neighborhood stores eliminated
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many other jobs once held by teenagers. The expansion of less-skilled jobs in
retail stores and the various services was not as fast as the skyrocketing supply
of teenagers in the labor force. Harold Goldstein of the Bureau of Labor Statis-
tics has estimated that employment in the kinds of jobs typically employing three
out of four teenagers increased 20% in the past decade—in contrast to the over-
509, rise in the supply of teenagers in the labor force.

In addition, there has been the increasing participation in the labor force of
married women 35 years of age and over, which results in some degree of job
competition with teenagers. Many married women with no small children at
home, are now at work on part-time or full-time jobs that often employ teen-
agers—for example, in supermarkets, restaurants, retail stores and movie
theaters.

Nevertheless, employment of teenagers increased sharply in 1958-1968, in
contrast to a small decline of teenage employment during the previous decade.
In response to the massive influx of teenagers into the labor force in 1958-1968,
teenage employment increased from 3.6 million to 5.8 million—an average of
about 220,000 a year.

This turn-around in teenage employment, from a small decline in 1948-1958 to
a sharp rise in 1958-1968, occurred despite the improvements in FLSA, which
minimum-wage opponents claim result in denying jobs to teenagers. But this
great expansion of teenage employment was insufficient in the face of the even
greater growth in the number of teenagers in the job markets.

Despite the clear, factual record, some opponents of fair labor standards laws
claim that the federal floor for wages results in all kinds of supposed troubles,
particularly Negro teenage unemployment. This assertion is as far from the facts
as other attempts to blame fair labor standards legislation for a variety of eco-
nomie {lls.

The causes of higher unemployment rates among Negro teenagers—about twice
as high as among white teenagers—are similar to the problems confronting teen-
agers in general, except for two major differences: 1) racial discrimination in ed-
ucation and hiring has had adverse effects on Negro teenagers in the job markets;
2) the migration of a large proportion of Negroes from the rural South to the
cities, as well as the mechanization of farming, has resulted in a decline of teen-
age farm employment.

In 1958-1968, the non-white teenage labor force rose even somewhat faster
than the total teenage labor force. The number of non-white 16 to 19 year-olds in
the labor force rose from 504,000 in 1958 to 780,000 in 1968—about 27,600 per
year. But the migration of the Negro population to the cities and the mechaniza-
tion of southern agriculture sharply reduced farm employment of Negro
teenagers.

Educational opportunities for Negro youngsters have been generally inferior—
in both the rural South and in urban slum areas—and the preparation of many
Negro youngsters for employment was also inferior, In addition, there is discerim-
ination in hiring.

Despite these difficulties, non-white teenage employment increased sharply—
from 366,000 in 1958 to 585,000 in 1968, or nearly 22,000 per year. However, this
sharp increase in employment was less than the sharper rise of the non-white
teenage labor force. The result was increased unemployment.

These are the real problems that have caused high unemployment rates for 16
to 19 year-olds, in general, and for Negro teenagers, in particular. The Fair Labor
Standards Act and its improvements are not among these causes, and reducing
wages for teenagers cannot be expected to solve their job problems.

The solution to teenage unemployment, generally, and especially Negro teen-
age joblessness, requires a growing economy and full employment. For the major
solution to teenage unemployment is increased jobs. And if there are insufficient
job opportunities in the regular job markets, there should be a federal program
of public service employment—for both adults and teenagers——to create jobs for
the long-term unemployed and seriously underemployed, in providing badly-
needed public services in parks, recreation centers, hospitals, schools and other
public and private non-profit facilities.

The Neighborhood Youth Corps—a part-time public-service employment type
program for both in-school and out-of-school youth—should be expanded con-
siderably to provide young people with regular work-experience, training and
encouragement to remain in high school through graduation.
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The Job Corps program for unemployed out-of-school youth should be main-
tained to provide them with basic education and skill training for entry into the
job market.

unions in many areas—should be expanded to motivate and assist young people
for entry into apprenticeship programs and skilled occupations. And federal law
should be enforced to wipe out racial discrimination in hiring,

The solid base of increasing teenage employment of the 1960s and the start
of federal aid for eduecation, manpower training and youth employment pro-
grams should be continued and improved.

Such progress and the expected leveling off of the rise of teenagers in the
labor force in the coming years—as a result of the lower birth rate since the
latter 1950s—could begin to solve the teenage unemployment problem. But what
should not be done is to establish a special, lower minimum wage for teenagers.

Opponents of the federal minimum wage often advocate that teenagers should
be covered by lower minimum wage rates than adults because they are sup-
posedly less productive. The effects of such special lower minimum wage for
teenagers would have four clear social disadvantages: displacement of working
family heads, diserimination against young workers, a loss of dignity in the
work performed by teenagers, and increased profits to those employers who
would discriminate against teenagers by paying them lower wages than adults
for the same work.

Some employers would be more than happy to hire teenagers at a lower wage
than adult workers, especially since low-wage employers are those most affected
by minimum wage legislation. On February 1, 1968, there were about six million
workers who required wage increases to bring them up to the new federal stand-
ard of $1.60 an hour. Many of these six million were adults and some of them
would have lost their jobs if employers had the choice of raising their wages
to $1.60 an hour or firing them and hiring teenagers for a lower wage. Such po-
tential displacement of heads of families by lower-wage teenagers would be so-
cially undesirable.

Also, most lower-wage jobs are unskilled or semi-skilled and require little
training. Hence, the volume of work in these occupations, regardless of the age
of the worker, is approximately equal. To pay a lower wage to teenagers for
the same job as an adult would be clearly discriminatory against teenagers.

It should also be remembered that many teenagers measure the dignity of a
job by the amount of money the employer is willing to pay. Work would hardly
seem worthwhile to a teenager doing the same job as an adult if he were re-
ceiving a lower wage than his adult counterpart.

The advocates of a two-step minimum wage—lower for teenagers—use the high
unemployment of teenagers to plead their case. They do not seem to realize that
what they would achieve by a lower minimum wage for teenagers, relative to
adults, is to attack the effect of the problem and not the cause. Providing the
basis in federal law for teenagers to work for less than adults on the same job
does not create more jobs. It would decrease the wage costs of those employers
who would displace adults and hire teenagers, thereby raising their profits, and
result in greater adult unemployment,

The need is to provide more job opportunities for both teenaegrs and adults—
with FLSA as a uniform wage floor—rather than to encourage low-wage em-
Dloyers to displace adults and hire lower-wage teenagers.

A detailed study by the Bureau of Labor Statistics on Youth Unemployment
and Minimum Wages? found that: “No single factor explains the high rates of
unemployment experienced by youth. Imperfect mechanisms for finding out about
the world of work and the existence of jobs, uneven changes in population,
changes in the composition of demand, legal restrictions upon the employment of
youth, as well as general economic conditions, have all played a part.”

The final conclusion from this 189-page report is: “During the coming decade,
the teenage population will increase 12 percent compared with 40 percent in the
1960’s. Assuming no major decline in economic activity, this slower rate of

1Youth Unemployment and Minimum Wages, Bulletin 1657, BLS, 1970.
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growth, alone, should help ease problems of absorbing teenagers into the employed
labor force.”

This same study provides information on the failure of employers who are
now authorized by the FLSA to employ students at less than the minimum wage
to make full use of this authorization. Only 42% of the hours authorized were
actually used. A significant number of employers noted that teenagers were
unwilling to work at less than the minimum wage.

There is no justification in the record for a sub-minimum wage for teenagers.
Moreover, establishment of a sub-minimum for teenagers would be followed by
serious adverse impacts.

The federal minimum wage should provide a single standard for all workers
regardless of age, sex, color or creed.

Chairman Proxare. Thank you I appreciate the concise way that
you have summarized your remarks. .

Next we will hear from Prof. Lisle Carter of the Graduate School
of Business and Public Administration at Cornell University.

Mr. Carter was formerly vice president of Cornel University for
Social and Environmental Studies. Before that he was vice president,
National Urban Coalition; Assistant Secretary of HEW for Individ-
ual and Family Services during the Johnson administration ; Assistant
Director of OO with the present Democratic nominee for Vice Presi-
dent, Sargent Shriver.

Until recently, he was a member of the National Manpower Policies
Task Force. He will testify on aspects of “Genuine Full Employment
and Social Policy” dealing with full employment, welfare, and the
youth problem.

Mr. Carter, we are glad to have you here. Go ahead.

STATEMENT OF LISLE C. CARTER, JR, PROFESSOR OF PUBLIC
POLICY, GRADUATE SCHOOL OF BUSINESS AND HEALTH ADMIN-
ISTRATION, CORNELL UNIVERSITY

Mr. Carrer. Thank you, Mr. Chairman; I am glad to be here.

T am not an economist by training and, therefore, I can’t join in this
very important discussion from the point of the technical aspects of the
debate which I am sure will go on, but I do want and hope that I can
perhaps make some contribution on the question of the implications
of the sincere effort to move the unemployment rate—overall unem-
ployment rate—substantially down for social policy.

T am concerned today primarily with the problem of public assist-
ance and the problem of the young but I might say that the implica-
tions of the kind of ideal situation that you propose, of moving toward
an unemployment level that we perhaps have only seen during the
Second World War, would be quite profound. Older workers who are
now forced out of the labor market, at earlier and earlier ages would
find jobs again. The modern Luddites, as they have been called, who
were expressing their dissatisfaction not with their pay but with the
jobs that they have in the automobile assembly lines, would have other
options and, of course, women, youth, and minorities would be in
demand.

Now, the testimony that you heard yesterday in effect made clear
that aggregate policies cannot take us all the way even if the issue of
inflation were set aside. This confirms the view of the labor market by
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such people as Charles Killingsworth, Doeringer, Piore and Lester
Thurow, but one of the things that Feldstein emphasizes that I think
bears some attention because it reflects on policies that affect welfare
and youth is that there are jobs in this lower or secondary labor
market that has been described by these economists and thaf young
people move in and out of those jobs all the time and, therefore, that
the market is not as loose as would be commonly supposed.

I think this point gives rise to the quietistic policy which, in signifi-
cant part, is being followed by this administration and it generally
follows a line offered by Prof. Edward Banficld in his book, “The Un-
heavenly City.” Professor Banfield says in effect that we now can take
care of depressions with aggregate demand and we can assure even
Increases in prosperity for most of our population, that there are, in
fact, jobs for people if they really want to work; and even though
they may be deadend and low paying, someone has to do that work and
in the end these people who refuse to take these jobs at certain points
in their life, in fact, do take them when they settle down and take on
family responsibilities.

Therefore, the Banfield thesis goes, the remaining problems in the
society are more the preferences and limitations of individuals than
fundamental social ills and to the extent that these individuals may
cluster in particular populations or racial groups, that just happens to
be the stage of development we are in in the society.

We should do what we can to help these individuals but the whole
history of the 1960’s is that we cannot do very much. Thus the worst
thing we can do is to raise expectations unrealistically and in no cir-
cumstance should we undertake such substantial effort that they dis-
turb the general good life that most of us enjoy.

Now, 1t seems to me that view poses, in a sense, the social dilemma
which faces efforts to vigorously attack the remaining problems of
unemployment which are so heavily identified with either the lower
sector in the labor market, or if you will, the end of the queue or the
secondary labor market.

But I contend that the finding that Mr. Feldstein has offered is not
Inconsistent with the Killingsworth, Doeringer, or Thurow views but
merely indicates that the nature of those jobs is such that they are
characterized by income levels that are inadequate, that they are gen-
erally the lowest status jobs in our society and they have the lowest
possibility for mobility and, therefore, only in the last extremity do
people accept those jobs. '

I also contend that if all of the people looking, in this particular
sector, were looking for employment at the same time, plus the hidden
unemployed that could come into the market, that the market would be
characterized indeed by the very looseness that has been described by
Mr. Killingsworth and others; that the accessibility, in other words. is
really the function of the rapid turnover of these jobs.

Now, the welfare problem, if we might look at that for a moment,
is a function, it seems to me, of this particular kind of labor market
and the fact that we have discrimination against women and more
heavily against black women, confining them disproportionately to
this sector of the market. Welfare rolls are more typically volatile,
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just as that labor market is, with heavy turnover, and do not conform
to the traditional or conventional notion of people staying on wel-
fare for generation after generation.

It is, rather, the inability to make enough income based on produc-
tivity to meet family needs, including the costs of working them-
selves, includes very heavy costs of childcare which drives mothers
quite frequently onto the welfare rolls and the lack of any available
routes out of the lower labor sector which keeps them returning there.

The youth problem is similar in nature, not in the sense that the
unemployed young are so much constrained by a gap between produc-
tivity and their needs, but because they are, in effect, during the
critical years of 16 to 22 in a period which for increasing propor-
tions of the society is a time when young people are gaining more
skills, gaining education. It is an attenuated period of youth in our
society ; young people are not going to work generally as early as
they used to. They remain in sort of a vestibule in our society where
increasingly there is very little that society has for them to do. It is
true that jobs are available to them but, in times, when other young
people are gathering skills by which they might advance these jobs,
obviously do not offer that kind of opportunity.

Now, when we tie to these considerations the problems of locational
isolation which affect both the rural poor and youth and also increas-
ingly the central city poor, as isolated from growing job opportuni-
ties in the upper and more attractive sectors outside of the central
city, artificial standards which make it very simple for people, em-
ployers, to differentiate among job applicants, such as the requirement
of high school diplomas and so on, and, of course, the continuing
and palpable fact of diserimination which cuts across both labor
market definitions and affects income even for those in minority groups
or women who have relatively high educational attainment, we have
a picture which obviously has to be attacked in rather specialized
ways.

Essentially if one had looked at the problem at the time when
Charles Killingsworth first called attention to the inadequacy of ag-
gregate demand in solving the problem, in the early 1960’s, and
looked at the nature of the problem with more comprehension than
we were able to do at that time, we would have recognized that, as
Mr. Goldfinger said, manpower training, whether for young people
or for such programs attached to welfare programs, were not by
themselves to be a sufficient answer; one needed strong aggregate
demand ; one needed training programs, of course, but they had to be
attached to inducing emplovers to behave in different ways and to cre-
ating now job opportunities.

There had also, if one was going to get young people and people in
other circumstances to participate in these programs, to be much
more substantial income transfers, either through training allow-
ances, job subsidies or income maintenance, than was available under
these programs and the program had to be much more massive than
anvthing that had been undertaken because one would have to denal
with the problem of hidden unemployment and of discouraged work-
ers from coming into the market once opportunity became apparent.
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The failure of welfare programs, Mr. Chairman, I submit is the
failure to take into account these needs. The present administration,
with much more information available to it than those early efforts
in the 1960’s, has continued this failure in its opposition, for example,
to a public service employment program, about which we have Sec-
retary Shultz making the extraordinary statement that he was op-
posed to artificiality on the demand side of the labor market while
favoring the requirement that mothers be required to work, which
obviously favors artificiality on the supply. )

I recognize my time is up, but the thing I would stress, Mr. Chair-
man, is the answer, in addition to things such as public service em-
ployment, is that we have to find ways to open up the system much
more than it has been with kinds of apprenticeship programs, the
ability, supported by government, to move in and out of school, af-
firmative action programs against discrimination and different ways
of dealing with the locational problems, including aggressive use of
mobility allowances and inducements to business either to assure
housing and living opportunities near where they work or that the
workers will have access to jobs where they are.

(The prepared statement of Mr. Carter follows:)

PREPARED STATEMENT OF LISLE C. CARTER, JR.
GENUINE FUuLL EMPLOYMENT AND SOCIAL PoLicY*

The Congress has just ended a long, tortured and unsuccessful effort to reform
the public assistance programs for families with children. The same three-year
period has seen rising concern and despair across the country about the preva-
lence and spread of crime. There should be little question about the importance
of full employment to resolving these social issues. Yet the linkage is not as
straightforward as is often assumed.

During the 1960's, as unemployment rates dropped to below 49, the number
of families on AFDC rose by 4.4 million. Needless to say these increases rose
much more sharply as unemployment rates turned upward—2.7 million more
cases by mid 1971. Crime also continued to rise both during the fall and rise in
unemployment rates. Teen-aged unemployment is related to juvenile crime which
in turn is an incubator of long-term criminal activity. Although teen-aged unem-
ployment rates dropped somewhat during the earlier period, the changes by no
means kept pace with the adult decline in unemployment much less showing any
evidence of closure. Obviously, factors other than unemployment contributed to
both AFI‘DC levels and crime rates, but employment and income are significant
factors.

In hoth situations Blacks are disproportionately represented. This is consistent
with their status of predominance at the bottom of the economic pile. Despite
evidence of some improvement in that status, relatively low unemployment
rates of mature Black men with families and the continuance of a significantly
larger proportion of Black women than white women in the labor market, with
all thq rapid increases in the latter group, the Black economic status remains
precarious.

The implications of moving toward an unemployment rate we have seen only
in World War IT would be profound. Older workers who are now forced out of
the market at earlier and earlier ages would find jobs again. The modern Lud-
dites, as they have been called, who expressed dissatisfaction not with their pay
but with assembly line work would have options. And women youth and minor-
ities would be a demand. From the point of view of social policy, what strate-
gies are required to begin to achieve these desired circumstances?

® Testimony prepared for delivery before the Joint Economic Committee, Congress of the
U.8., October 18, 1972, £ t

! See, Tevitan, Rein et al.. Work and Welfare Go Together, Johns Hopking Press, 1972 ;
Juvenile Delinquency and Youth Crime, Task Foree on Juvenile Delinquency, The Prasi-
dent’s Commission on Law Enforcement and Administration of Justlce, 1967,
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Martin Feldstein has provided a valuable service in reporting on the work
of the Hekstein group.? The reported studies demonstrate, under present condi-
tions, the limits of fiscal and monetary policies in helping us toward genuine
full employment, even with the assumption that the inflationary impact could
be managed satisfactorily. The use of these policies to promote aggregate demand
do appear to have some positive benefits on the two groups that we are con-
cerned with, but they do far too little to reduce overall unemployment signifi-
cantly. The Feldstein findings are consistent with what we observed in the em-
ployment-unemployment behavior of the late sixties; they also suppert related
accounts of the difference in labor market behavior toward low income workers
and toward better off workers.’ Feldstein’s own description of the market par-
ticularly as it affects young workers also is accurate and useful as far as it
goes. There are jobs for which they qualify—but they are “dead-end” and low
paying and thus not attractive to the young for long-term attachment. But I
would suggest that in the end he does not go far enough in his descriptive analysis
and this necessarily limits his policy outcomes. Nevertheless, those proposals
are positive, and with some reservations constitute an important part of what
must be done.

The Feldstein data, however, also might appear to support more quietistic pol-
icies. These policies are based on reasoning that runs somewhat as follows: Most
economists seem agreed that with the use of aggregate policies we can avoid gen-
eral depressions. More than that for most of the population we can assure rising
prosperity. In addition, for those at the bottom there are jobs even though they
may be dead end and low paying in nature if the teen-agers and young adult
workers would just go ahead and take them.

Indeed the evidence is they do take them when they acquire family respon-
sibilities. In the end, then, the remaining problems represent much more the
preferences and limitations of individuals than fundamental social ills. To the
extent that those individuals cluster in particular population groups those just
happen to be the groups that at this stage in our development are at the bottom.
We should do what we can to help these individuals, but the whole history of the
sixties is proof that very little helps. Thus, the worst thing we can do is to raise
unrealistic expectations and in no circumstances, should we undertake such
substantial efforts that they disturb the general good life that most of us enjoy.*

If this argument made sense then it would be hard to justify strenuous efforts
to reduce unemployment and even the Nixon administration’s tentative proposals
to raise the unemployment rate associated with full employment to 5% might
become plausible. But, despite its superficial reasonableness, it does not make
sense for at least two reasons: (1) it does not count the social and economic
costs, not simply to the many individuals involved, but to the whole society of
continued growth in traditional welfare dependency and in the crime rates asso-
ciated with teen-age and youth unemployment and (2) it betrays a lack of under-
standing of the labor markets in which the individuals associated with these
acute problems are expected to function. “Blaming the victims”—the poor, the
young, the minorities and increasingly women has become fashionable again,
in part, as result of the limited accomplishments of the social programs of the
1960's and the accompanying disillusionment of liberals and activist social scien-
tists who began that decade with high hopes for their “social technology” and,
in the end, were not only surrounded by their small successes and frequent fail-
ures, but often scorned by the very people they set out to help. Ironically, it may
be that many of those programs were based as a misapprehension of the problems
which they were designed to treat.

I am not an economist and do not intend to wage economics among differing
views of the labor market. I am prepared to assume that most, if not all, reput-
able views have some partial grasp of the truth. It will be recalled, however, that
for almost a decade Killingsworth has described what he calls the “labor market
twist,” that is his thesis that “evolving technologvy and changing consumption
patterns have continued to produce exactly opposite effects in the upper and

2 “T,owering the Rate of Unemployment: A Preliminary Report,” presented to this
Committee.

3 ¥or example, the views of Charles C. Killingsworth, Peter B. Doeringer and Michael
J. Piore and of Lester C. Thurow. ] i

4 See. for example, Banfield. The Unhcavenly City, Little, Brown & Co., 1968, The Nixon
Administration seems to have taken Banfield as its text in respect to social policy.
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lower sectors of the labor market.” The demand for “more skilled better educated
workers” runs ahead of their supply, while the decline in demand for “less
skilled, less educated workers” runs ahead of the shrinkage in supply of such
workers.®

Under this view: (1) the labor market is thus divided in two—a lower sec-
tion characterized by chronic looseness and a upper sector characterized by
chronic tightness; (2) this division is roughly defined by those who have achieved

plays a pattern of withdrawals from the labor market; (4) stepped-up demand
is reflected overwhelmingly in growth in the upper sector; more workers are
drawn into the labor force in that group (Killingsworth estimates 95% of job
growth 1962-67 was in the upper sector.) (5) Finally and importantly, despite
shrinking lower sector labor force and a growing upper sector force, the income of
the upper sector has increased substantially relative to the lower sector.

There is less inconsistency between the Killingsworth thesis and the Feldstein
findings that may appear at first. Killingsworth and Feldstein would both agree
that the labor market at the bottom of the labor force is different from that for
other workers; that it is very dificult to move from that lower market into the
more attractive upper and that the lower labor market is characterized by income
levels inadequate for family support. True, Killingsworth points to “looseness”
while Feldstein points to the availability of jobs such as those in restaurants,
hotels, office cleaning, casual construction. But this contradiction is not so signi-
ficant as quietistic policymakers would want us to believe. The high turnover
observed by Feldstein implies a “musical chair” effect where several workers
share a single job in the course of a year. If a substantial proportion of these

compete, the market would be “loose” indeed. In any event, these composite views
of the labor market at the bottom fit with what we know of the AFDC problem
and that of poor and minority youth.

The AFDC rolls consist overwhelmingly of families headed by women with
poor educations. Contrary to the conventional wisdom, the occurrence of genera-
tions of continued welfare dependency is not the rule. In 1970, which was cer-
tainly not a good year for job hunters, 409, of the cases on the rolls at the begin-
ning were not there at the end. As with the lower labor market, AFDC rolls are
marked by considerable volatility. Families do move on and off and on again.
Among the principal handicaps of these women heads of households are inability
to earn enough money to take care of the costs of working, including child care,
and meet their family needs, together with the inability to break out a job
market which pays such low wages.

In the case of youth what might be called the “vestibule” phenomenon is at
work i.e., the period during which young people are expected to get educational
skills through the formal education and training systems, and thug youth itself,
is increasingly extended. During this period, for the “drop outs” from these
systems society has no place. The low status, low mobility, low pay jobs of the
lower labor market are, of course, available, but these offer nothing to satisfy the
aspirations and search for identity of these excluded youth. Nor does society offer
legitimate alternative routes to pursue these aspirations and that search. A re-
markable aspect of this situation among youth in the sharp drop in their unem-
ployment levels before they reach their mid-twenties. Presumably, by then, if
they have not turned to eriminal careers, they have come to accept their deadend
fate in the lower labor market and thereby have become more acceptable to
employers.

Other factors exacerbate these problems.® First educational requirements such
as a high school diploma are often irrelevant to the needs of the jobs.

Frequently they form arbitrary barriers to ease screening out workers. Arrest
and convict records furnish similar and additional barriers. Second, physical

8 See Willingsworth, “Rising Unemployment: A ‘Transitional’ Problem.” testimony to the
House Select Subcommittee on Labor, March 1970. Doeringer’s and Plore's concept of a
“Secondary Labor Market’ and Thurow’s concept of the “Queue’ add to our understanding
of this phenomenon but what s particularly significant from the polley viewpoint 1s that
Killingsworth set out his thesis in 1963, and questioned then the adequacy of aggregate
polictes for reducing unemployment,

0 See Doeringer & Plore, Internal Labor Market and Manpower Analysis, Heath, 1971 ;
see also Thurow, Poverty and Discrimination, Brookings Institution, 1969.
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isolation whether a rural area or central city can make possession of requisite
education and skills meaningless in the short run and thus dampen motivation
to get them. This problem becomes all the more severe as the suburbs absorb
most of the news jobs. Third, discrimination not only constitutes a barrier to
movement for the lower sector but distorts behavior between the two sectors.
For example, college educated blacks not only earn much less than white college
graduates but still on average earn less than high school educated whites. Even
making allowances for presumptively worse education for similar levels of attain-
ment, the differences cannot be explained away. In every occupational category
minorities and women are paid less than white males. Discrimination is at work
within business organizations in the upper labor sector preventing many workers
from being hired at levels comparable to their eduecational and skill status and
from being promoted once hired. Moreover diserimination has the effect of plac-
ing those who are better educated and discriminated against in competition with
those who are less educated and discriminated against.

POLICY 1960-70

Our present understanding would suggest that if we had wanted in the early
sixties to do something serious about overall unemployment and low income :

1. Strong aggregate demand was necessary, but not sufficient ;

2. Vigorous training, basic education and work adjustment programs were
also necessary but they would be insufficient unless upper labor market sector
employers could be induced to change some of their ways of dealing with the
market;

3. Substantial income transfers either through training allowances, job
subsidy or income maintenance would have been required for some time for
most workers and

4. the undertaking would have to be massive in size to effect overall un-
employment. This is so because of the potential participation of those who
have withdrawn from the regular labor market or are too discouraged to
enter. Many of the individuals falling in these categories presumably would
come into the labor market if conditions gave them hope.

The trials and errors of the 1960’s do not need extensive recapitulation for this
committee, Not as much was known about the functioning of the labor market
when policies were being formed to meet unemployment problems in 1961-63. Al-
though it was soon observed that increases in aggregate demand were not enough
to meet the employment problems of those at the bottom, the initial emphasis
was on changing these workers without dealing with the conditions that put and
kept them there. The resulfs of this effort in training and retraining the disad-
vantaged proved disappointing as undoubtedly Killingsworth could have predicted
at the time. Manpower programs did not meet three of the above requirements.
Later analysis showed that, predominantly, even after training, workers ended
up with the same kind of lower sector jobs that they would have achieved with-
out training.” In the meantime, the onset of the war against poverty saw the
start of several work creation programs aimed primarily at giving lower sector
workers good work habits and some skills. Undoubtedly some younger workers
did use these as routes to escape the lower market. Presumably, there were some
who would not have made it on their own. But in the large, these programs were
not designed with exits to the upper sector and served primarily as acceptable
ways to transfer income—a by no means small achievement. More might have
been done if the budget priorities of the Vietnam War and the falling overall em-
ployment rates had not led to the attempt to graft the lower labor market sector
into the upper market sector through direct involvement of business establish-
ments in the JOBS program. Assuming this was good faith effort and not merely
an expedient to avoid, in the short run, higher cost alternatives, it represented
a continuing naivety about the nature of the lower labor market sector.

The welfare program (AFDC) was not seriously related to these other efforts
until late in the sixties. As we have seen, given our understanding of how the two
sgqtors of the market work, it was not surprising that the number of AFDC re-
c1p1er}ts continued to rise despite the fall in unemployment rates. Other factors
contributed as well—rising and broader benefits, increased awareness and ligiti-

7 Doeringer et al., Low Income Markets and Urban Manpower Programs: A Critical As-
geggment, Report to Department of Labor, 1969, for example.
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macy of the program among the poor, and liberalizing court decisions. Neverthe-
less, it would be hard to demonstrate that up until 1967 anything was done that
would have reduced welfare dependency or containment in the lower labor market
sector. Two principal negative provisions are well known—that support was
almost exclusively for female-headed families and that assistance was reduced
by earning dollar for dollar.

When the very limited program for unemployed fathers was made availab{e
to states, community work and training projects were required for these recipi-
ents primarily, it seems, to legitimize for taxpayers making welfare payments to
able bodied men. They were, in effect, ‘working off their relief.’ The Work Experi-
ence and Training Program that was enacted as a part of anti-poverty legisla-
tion became substantially a way of transferring income to male headed families
not otherwise eligible for assistance. As I have indicated in connection with other
OEO programs this was in no sense an undesirable end, but it would be hard to
contend that either of these programs had much to do with central public assist-
ance problems,

The Work Incentive Program (WIN) initiated by Congress in 1967 was aimed
squarely at these problems as far as the existing welfare population was con-
cerned. With some qualifications, it required recipient mothers whose children
were over six and youth 16 years of age and older who were out of school to
enter either work or training; it provided the first significant reduction in the
1009, tax on earnings, as well as necessary supportive services such as pay-
ments for child care. Importantly, it handed job placement and training over to
the presumed expertise of the Department of Labor. Once again although it made

It fell to the Nixon Administration to run WIN, but it was not this administra-
tion’s program and it should not be criticized for not solving problems the pro-
gram did not provide tools to solve. However, the brogram the administration
itself offered, the Family Assistance Program, contained many of the elements of
WIN and no provisions that made it more likely to succeed in breaking its bene-
ficiaries out of the lower labor market sector.

By 1969 there was growing sentiment for g large public service employment
brogram as a major way of intervening in the lower sector, Such a program had
been recommended by several commissions and Task Forces, as well as by citizen
groups concerned with unemployment and rural and urban problems, Many
legislators who had watched the small successes of manpower training programs
had become convinced that the assurance of useful work and a more than mini-
mal income were essential as motivations for success. Concededly there were
those including some economists who feared public service employment would
lead to massive, wasteful bureaucracies and ‘make work’ projects. But as un-
employment rates began to rise in 1970 so did support for such a program.

The Nixon Administration, however, was obdurate in its opposition. George
Shultz, then Secretary of Labor, gave as a principal reason for its position an
unwillingness to create artificiality on the demand side of the labor market. It
is instructive that Secretary Shultz saw no contradiction in the administration’s
willingness to create artificiality on the supply side by requiring FAP mothers
to take jobs they might not otherwise take. Coineidentally, this view accorded
with the Banfield proposals which in effect would supplement and contain re-
cipients in the lower Iabor market sector.’ In any event, as we know President
Nixon’s opposition went so far as to veto the Manpower Act that included a
public employment program.

The Emergency Employment Act has shown, despite its weaknesses, that a
public employment program can work well without g massive bureaucracy and
that there are useful taskg to be done. But if we are to reduce substantially over-
all unemployment, particularly unemployment among welfare mothers and poor
and minority youth much more hag to be done in addition to provision of large
scale public employment directed heavily toward those at the bottom. The four
policy requirements cited early remain basic and essential. Indeed the massive-
ness of the undertaking can be judged from a recent ‘subemployment index’

SFftr an informal discussion of WIN see, Levitan et al.,, Work and Welfare Go Togeth er,
op. ¢

$ The Unheavenly Oity, op. cit. pp. 245-2486.



92

report prepared by the majority staff of the Senate Subcommittee on Employ-
ment, Manpower and Poverty. This index includes the officially unemployed,
workers who have withdrawn or stayed out of the labor market, part time work-
ers seeking full time jobs and workers earning less than $80 per week. The report
showed that while the unemployment rate for 68 urban poverty areas was 9.6%
the subemployment index was 30.5%. Policies should concentrate on opening
up the dual labor market system. In an analogy with the ‘full employment’
budget, the government should follow those policies that support actions which
might prevail if lower market sector workers were in great demand.

1—Teenage youth and young adults have to be assured alternatives to formal
schooling as entry into upper labor market jobs. The creation of genuine ap-
prenticeships leading to real jobs may be a promising option. However, the
expansion and integration of apprenticeships within our prevailing employment
patterns are probably quite complex. Whether through this route or in transition
from public employment to the private sector or in upgrading of workers from
what have been ‘end’ level as well as ‘entry’ level jobs employers have to be
induced to establish direct ladders for advancement. Lester Thurow has pro-
posed linking a subsidy to employers to some measurable employer performance
such as increased worker productivity.“ This approach would be much more
efficient and more likely to be effective than the Feldstein proposal of an em-
ployee investment tax credit.

9__While the likely prospect of advancement would provide real motivation
to young workers, ‘fellowships’ to these workers in the period when they are
gaining and improving skills could be decisive. These worker subsidies could
bring wages below that necessary for family support up to some minimal level.
They also could make it possible for young workers with family responsibilities
to shift to part time employment while increasing their skills or leave better
paying but unsatisfactory jobs for lower paying jobs with more mobility and
scope. Means have to be found to induce employers and schools to make supportive
provisions for this kind of part time participation and movement in and out.

3—1 strongly support Barbara Bergmann’s proposals in her testimony to the
Committee, for dealing with discrimination particularly with her emphasis on
the need for vigorous affirmative action programs.’*® All the clouded rhetoric
about ‘quotas’ has served to obscure the well established principle in dealing
with diserimination that little happens without the establishment of targets and
time tables.® No serious program for reducing unemployment can be effective
without such a component. Backing down on affirmative action would be a clear
signal to employers and unions that the government is not serious about ending
diserimination or fighting persistent unemployment.

4—Child care has to be related to any affirmative action program for women
and to reducing dependency on public assistance. More women are entering the
labor market voluntarily and this presents a much broader problem than meet-
ing the needs of recipient mothers. Mothers are making all sorts of arrangements
in an inadequate child care situation. A comprehensive child care program is
plainly essential. Nevertheless since we want to require recipient mothers to
work, a special responsibility would seem to follow to assure adequate child care
for their children. It might be less costly to support mothers at home with their
children, but we have made a value judgment for which we should be prepared
to pay. Child experts such as Urie Bronfenbrenner contend that their are posi-
tive advantages to child rearing in providing care in the right kind of setting
and opportunities for mothers who want to do so to work at least part time
e

1 In estimating the size of the problem, I think Martin Feldsteln may be incorrect in
believing that teen unemployment and participation rates are respectively substantially
lower and higher because the longitudinal survey which supports that view is based on
{nterviews with the youth themselves. It is generally to be expected in surveys that when a
person is asked a question that involves a soclally preferred value the responses will be
exaggerated in the direction of that value.

1 Thurow, Poverty and Discrimination, the Brookings Institution, 1969, p. 191.

12 Barbara R. Bergmann, “Cutting High Unemployment Rates Among Blacks and
Women.”” Testimony delivered to Joint Teconomic Committee, U.S. Congress, October 7,

2.
19;(3 Doeringer and Plore in their study of Internal Labor Markets express the view that
this is the most efficient way to attack the problem leaving it to management and the
union or dominant workers to work out how goals are to be achieved.

1 See Urle Bronfenbrenner, “The Roots of Allenatlon,” unpublished paper, Cornell Uni-
versity, 1972.
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5—There are certainly many other things that need to be done to open up
employment,” but I want particularly to mention the broblems facing juvenile
offenders or even youth who only have been arrested. The ‘labeling’ process too
often works its way into employment records and provides an obstacle that can
shut off all opportunity and drive the youth into the worst Jjobs or to crime. The
best answer is to keep young people out of the justice process whenever at all
possible, the second best is to affirmatively require employers to disregard such
information and to pursue affirmative action policies with regard to young
offenders.

6—TFinally, the problems of location appears to me an ever more serious prob-
lem. For those unemployed who are isolated in small towns and rural areas much
more vigorous use of genuine mobility allowances should be employed. This as-
sistance should be made available to those who live in high unemployment urban
areas as well. But the more long term and more difficult problem is the increasing
location of the new job opportunities in the suburbs.

Census data show suburbs have drawn equal overall and in many instances
have passed cities as providers of jobs.® Much of the upper labor market sector
demand is locating where much of upper labor market sector supply resides. Too
often, racial barriers or income barriers foreclose the workers in the central city
from living near or getting to these jobs. Affirmative action programs should re-
quire newly locating businesses to assure that there will be nearby housing acces-
sible to low income and minority workers. Housing policies that would locate low
and moderate income housing open to all in the suburbs should be aggressively
pursued. The government might also offer economic inducements to businesses to
overcome other economic considerations and encourage location in areas that
would be convenient to central city residents or even in the cities themselves.
Mass transit systems should be developed with the needs of centra)l city residents
commuting to the suburban or jobs in the design even if it requires continued
subsidies to maintain the service.

Clearly these proposals and others are going to cost a good deal in the short
run and will require in addition that those in the upper labor market sector make
some adjustments in working and living. In the end, as with the answer to other
major social issues whether we achieve genuine full employment rests on our
willingness to take the steps required to do so. Hopefully the long run pay off to
the whole economy to be found in full employment both in growth and in the
reduction in social costs and the high value we place in work will provide in-
ducements for broad support. Genuine full employment will not end the need
for public assistance but it should make it possible fo have a decent program for
much less money for those who continue to need it. Genuine full employment will
not eliminate crime but it should help shut down one of the principal ‘fast
breeders’ of criminal activity.

Chairman Proxarire. Thank you very much, Mr. Carter.

These have been two excellent presentations.

Mr. Goldfinger, your conclusion is that we can get down to 2 per-
cent unemployment, and that that ought to be the standard rather
than the 4 percent which is at best the goal of the administration.
We have had a lot of trouble nailing them down to 4 percent. As you
know, former Secretary Connally has said the achievement of levels
of unemployment as low as 4 percent has never been done except in
wartime with tight controls but he says it is an aberration from the
norm, implying that 4.5, 5 percent is a much more realistic goal; but I
think it would be possible especially with certain structural improve-
ments to get down to 2 percent unemployment.

I think you said something like 2.5 percent without that kind of
profound change in the structure; is that right?

15 See for example, The Reporr;t of the::l 97"Iqi>eru‘/le£1;h1(_,{'emtur1/ Fund Task Force on Employ-
t Problems of Black Youth, Praeger, pp. 8-17.
m%New York flf‘lmes Analysfs of Census Tract Reports, N.Y., Times, October 15, 1972,

86-554—72——7
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Mr. Gorpringer. I think it would be necessary, Mr. Chairman, to
use structural and selective measures to get down to 2.5 percent but
I think we could get down further. We could get down to 2.5 percent
along the lines of the kinds of measures that Mr. Carter and I out-
lined briefly a few moments ago. But I think we could get down even
farther through public and private attempts to smooth out seasonal
fluctuations and reduce the duration of unemployment.

For example, I mean, if you take the construction industry, which
1s highly seasonal, and a number of other industries which are highly
seasonal, and with frequent and rather lengthy periods of unemploy-
ment, I think if we took steps to smooth out those kinds of sharp fluc-
tuations, we would get down to the neighborhood of 2 percent.

Chairman Proxmme. One way of getting down, of doing this with
minimum disruption in the work force, is to time your expansion so
that it is not so sudden, but you create a political backwash or reaction
with Government policymakers becoming much more concerned about
inflation, and adopting policies restraining the economy.

What I have in mind is this: As you know, we now have 5.5 percent
unemployment; we have been at that level for the last 4 months,
roughly. Prior to that we had 6 percent unemployment for more than
a year. To move to 4 percent unemployment, I understand by the
middle of 1974 would take an extraordinary and almost unprecedented
peacetime growth in our economy ?

Mr. GoLDFINGER. Yes, sir.

Chairman Proxumire. I wonder if you can see how we are likely to
get that? You talk about monetary and fiscal policies and say that
they are important but they are not the only important elements;
there is the selective nature and quality of your fiscal policy which is
important, too. Would you give us some idea, Mr. Goldfinger, what

olicies you think might be adopted in the next year and a half to at

east achieve that 4-percent level and preferably to do better than
that ?

Mr. Gorpringer. Well, in the prepared statement T submitted, Mr.
Chairman, I suggested the need for at least 2 years, the next 2 years,
of fairly rapid aggregate growth in the economy, in the neighborhood
of real growth of about 7 percent for 2 successive years.

Chairman Proxmrre. That would be a very high rate of growth on
the basis of historical experience, would it not ?

Mr. GOLDFINGER. Yes. . )

Chairman Proxwmire. Especially coming out of a war situation?

Mr. GOLDFINGER. Y es, sir.

Chairman ProxMire. How do we do that ? .

Mr. Gorprixeer. The reason I suggest that, in the first place, is that
we now have a very high rate of productivity advance which has its
beneficial impacts in terms of improved efficiency and reduced pres-
sures on unit costs. In fact, in the second quarter of the year there was
a slight decline in unit labor costs as a result of the sharp rise in
productivity. )

Chairman Proxmire. Very few people realize that.

Mr. GOLDFINGER. Yes. . )

Chairman Proxmire. We not only had less inflationary pressure
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from the labor sector which, of course, is the most mportant cost but
it was actually negative.

Mzr. Gorprrxger. Right, ‘

Chairman Proxarire. On that basis prices should have gone down.

Mr. Gorpringer. Well

Chairman Proxaure. I realize that is a great oversimplification but
just from the standpoint of the labor cost element.

Mzr. Gorprincer. I agree with you completely and what has hap-
pened is, we have had a very excessive rise in profits during this period
showing the imbalance in ferms of the so-called control program; but
that is another issue.

However, the productivity rise makes it very difficult to bring down
the level of unemployment, particularly at a time when the labor force
Is increasing very rapidly.

Chairman Proxmire. I am glad you emphasize that because we all
favor improvement in productivity. You do; I do, everyone. The ad-
ministration experts, even Mr. Moore, just refuse to acknowledge the
employment consequences of sharply improved productivity. The fact
if you have 100 men who are able to produce, say, 10 percent more, it
means instead of hiring 10 more men to do the job, the same men can

produce what it would take 110 men to do because they arc more
productive.

Mr. GOLDFINGER. Yes, sir.

Chairman Proxyire. And too many administration experts won't
acknowledge that the productivity element is a very, very important
aspect of inhibiting the reduction in unemployment and the expansion
of employment at a greater rate.

Mr. Gorprrneer. Well, I think the dats show the point that you
just made. For the month of August, manufacturing production, ac-
cording to the Federal Reserve Board index, was up 1.6 percent above
the prerecession 1969 peak ; however, proJuction and maintenance jobg
in manufacturing were 1 million less than at the 1969 peak. Employ-
ment in contract construction was only 52,000 above the peak and em-
ployment in transportation and public utilities was only 58,000 above
the peak. In key sections of the economy, particularly key sections for
semiskilled workers and unskilled workers and in ‘the ‘sections that
provide at least moderate paying and better paying jobs, in those sec-
tions, we still had an awful lot of employment slack by comparison
with the 1969 peak.

Chairman Proxmrre. That is likely to continue for m
and perhaps for a couple of years; is it not?

Mr. GorprinNeer. Well, unfortunately, I believe that is true as a
result of this sharp spurt in productivity ; but in order to

Chairman ProxMire. I mean productivity is likely to continue to
improve?

Mr. Gorprinerr. Right.

Chairman Proxmire. One of the elements I have watched, for ex-

ample, is the fact that numbers of hours worked per week are by his-
torical standards still low.

Mr. GoLoriNger. Very low; yes, sir.
Chairman Proxmire. Tt is down to 37 , 38 hours.

any months
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Mr. GoLoriNGeR. That’s right.

Chairman Proxmire. What this means to me is that many employers
instead of hiring additional *workers will work their workforce a full
40-hour week and maybe overtime in many cases.

Mr. GOLDFINGER. Yes; that is the normal procedure in an upturn
from a recessiomn.

Well, all of that adds up to the need for expansionary macropolicies
during this period of time in order to provide the increase in aggregate
employment opportunities; however, and here I want to emphasize
again, as I did in my opening statement, and as Mr. Carter did, and
that is there is the need to couple the expansionary macropolicies with
selective measures.

For example, we at long last were able to achieve a very modest and,
1 believe, truncated public service program which now provides some-
thing like about 150,000 jobs. That program should be much strength-
ened and much expanded to provide at least 500,000 jobs and to in-
crease it beyond that; but let’s start at about a 500,000 employment
level and begin to develop experiences in terms of operating such a
program and, if necessary, to increase it to double that size, to some-
thing like 1 million public service employment jobs.

Now, the reason for the need, I think, was very pointedly stated
by Mr. Carter in his reference to the kinds of conditions in the labor
market, the realities in the labor market.

Whether or not you agree entirely with Charles Killingsworth, Mike
Piore and Pete Doeringer and others that there is a secondary labor
market of low-skilled people, particularly in this period of time when,
as a result of the technological revolution that we have been going
through with large masses of people who have migrated out of the
rural areas into the cities and with the migration of industry out of
the city into the suburbs, there is this large pool of people who are at
the end of the queue, according to one theory, or in the secondary labor
market according to another theory, those people find it very difficult,
if at all possible, to get jobs even in a pericd such as in 196668, when
the aggregate level of economic activity was fairly high.

This is because of low levels of education, discrimination, discrimi-
nation not only in employment but prior discrimination in education,
and other disadvantages. Those people are particularly vulnerable to
unemployment and have remained unemployed for extended periods
of time even when the aggregate level of economic activity was rela-
tively high asin 1966-68.

So because of such conditions there is the urgent need, not merely
for manpower programs and training programs on a much larger scale
than we have engaged in—by the way, as an aside, once we get and
sustain high levels of economic activity, employers, because of pres-
sures in the labor market, engage in their own manpower programs of
upgrading employees within the establishment and of hiring people
at the lower levels of skill and engaging in, to a much greater
extent

Chairman Proxmire. There is nothing like a tight labor market to
greatly improve manpower policies.

Mr. GoLDFINGER. Y es, Sir.
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Chairman Proxyire. And make the private manpower training pro-
grams come into force.

Mr. Gorpringer. Right.

Chairman Proxare. This is a far, far more relevant, pertinent, ap-
propriate, timely, and efficient method than any governmental pro-
gram. The worst aspect of the governmental program is really pretty
silly. If you have a manpower training program when you have 5.5,
6 percent unemployment, you are going to break people’s hearts and
their spirit; they go through the discipline of engaging in manpower
training, which is very difficult for some people, but they somehow
find the will to do it and then there is no job. How rough can you
get? They go through this and there is no job and then they throw
up their hands and say, “Why try to improve myself#”

Mr. GoLprINgEr. I think that is a human tragedy aside from a trag-
edy in public policy.

Chairman Proxmire. It is essential when we provide manpower
training that there be a job at the end. :

-Mr. GoLprIiNGER. Right.

Chairman Proxmizre. I would like to ask you, Mr. Carter, you talked,
as Mr. Goldfinger indicated, about the people at the end of the queue,
the secondary Tabor market; we had some very good testimony on this
kind of situation and it seems to me that some of these so-called, these
dirty jobs, these jobs that are low paying, that are hard, that while it
is true that some of them are going to continue to have to be done,
many of them can just be eliminated and should be eliminated. Wit-
nesses before this committee mentioned yesterday the fact the census
had disclosed that the State that has the largest number of maids is
one of the poorest States in the Union—Mississi pi—and on a per cap-
ita basis, New York, a far richer State, has refatively few maids be-
cause New York workers insist on a higher wage and because people
do their own maid work.

So those jobs may disappear—some of those jobs. Other jobs may
be automated and in the remaining cases, where you have a hard,
tough difficult job in terms of bringing people to do it, although it is
easy in terms of skill, I can’t understand why we just don’t let eco-
nomic forces work and rather than deplore the fact that nobody wants
to go out and do stoop labor in the fields for $1 an hour, let them make
$5 an hour and then you will get people to do it;, and just let the eco-
nomic system recognize the fact that some work is a severe disutility.

What I am saying is that being a professor at Cornell or being a
U.S. Senator or being the top economist for the AFI-CIO—these are
very pleasant, challenging, attractive jobs—and I am not sure that
from the standpoint of discomfort we can j ustify the kind of pay that
all of us get. On the other hand, if we had to clean toilets and had to
do kitchen patrol for people, I think we—all of us—would demand
higher pay and we should.

Mr. Carrer. Well, I would agree with that except the evidence would
scem to suggest that as the wage goes up that is one of the forces that
drives those jobs out of existence. One of the interesting things in
referring to the

Chairman Proxmire. That’s right, but there is nothing wrong with
it, really——
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Mr. Carter. No.

Chairman Proxmigre (continuing). As long as you can provide work
for these people, and you should as both of you gentlemen have said
by expanding demand and other ways and by improving the quality
of the other jobs.

Mr. CarTER. One of the incredible provisions of H.R. 1, as a matter
of fact, was that it would, in effect, have abolished the minimum wage
for these particular workers and would have said that not only do
you have to take work but you take it at three-quarters of the mini-
mum wage. This would go fine for people who are complaining about
the agricultural minimum wage in the South because that would al-
most put them back where they were before the agricultural minimum
wage and the Government would pick up the rest of the tab and these
rural Southern employers could have their labor or they could have
more maids or whatever the case might be.

So here we had proposed governmental policy which was going to
do the reverse of what you are suggesting.

Chairman Proxmire. When you talked about opening up the system

more, it was not only a matter of sex and race discrimination, as I
understand it~

Mr. Carrer. Right.

Chairman ProxMire (continuing). It was a matter of far more
imaginative and aggressive training programs. You talk about
allowances.

Mr. Carter. Well, it seems to me if you look at a job, and I think the
analogy you draw is quite apt, you are prepared to trade off perhaps
three things: There are probably others I have not thought of, but the
attractiveness of the job to you, the opportunities for mobility and the
pay. You might settle for any one of those factors. Of course, people in
the lower end of the labor market are asked to settle for none of them.
Beyond that there is the situation where young workers, because of
family considerations, get trapped into jobs which are paying reason-
ably well but obviously when they look at the rest of their life at age
20-o0dd they know that they are going to spend in doing this particular
kind of work, they cannot afford to stop working to improve their
employability because of their income and their family needs. Yet we
provide no real alternatives for these workers, either through more
flexible employment policies that would favor more part-time em-
ployment, supplemented by some kind of governmental support that
would allow them to go on to continue their education or get addi-
tional skill training or through industry being induced to change the
nature of its internal market. if you will, which would allow young
workers to move into other lines of work while training within the
industry or other kinds of differentiation from what they are doing. It
seems to me this is going to become, apart from the very serious prob-
lems faced by the people at the very bottom, a very critical problem
for us.

We have the same kind of rigidity we have in our school system,
which marches everybody all the way through high school at the
same pace, and if you don’t fit into that particular mold there is nothing
else you can do.
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Colleges, by and large, are better off. They are beginning to break
out of that mold, but high schools are not and, therefore, there isn’t
much opportunity, particularly given child Iabor laws and other
restrictions, for young people to have a variety of experiences which
would allow them to shift around and get a feeling for their niche
and what they need and what they want and what they need to get
there. The young realistic feeling for this rather than what they might
be told by some counselor who really doesn’t know anything more
than what he has read in the book somewhere.

Chairman Proxmire. Let me get back to something you mentioned
}n the course of your answer with respect to H.R. 1, the welfare re-

form.

As you know that was defeated—many people feel it is going to be
Years before we have something like that again, if we ever have it;
1t may take another tack. I think from a political standpoint, having
talked to thousands of my constituents and I am sure other Congress-
men and Senators have, that this is not a popular approach.

Mpr. Carter. I agree.

Chairman Proxaire. Those who represent the poor are split and
divided and those who have to pay for it are overwhelmingly against
it; they just don’t understand the notion of a guaranteed 1income and
they associate it, maybe unfairly, with people who have an income
and don’t work and don’t have any incentive to work.

Under these circumstances, it seems to me that one realistic and
acceptable kind of an approach would be some kind of guaranteed
job. Most people, I think, fair-minded people, would say if a person
1s willing to work, he ought to have that opportunity to work; so may-
be we can get at this thing that way. Now all of us recognize if some-
body is too young, if they have a baby or small child, or if they are
too old, lame. blind, we have to take care of them but, if they are able-
bodied and they can work, we ought to provide an opportunity for
them to do so.

Why shouldn’t this be a more realistic, more constructive, more po-
litically acceptable approach than going back to this other welfare
reform approach which would seem to put people on the dole and keep
them, pay for them, while they are idle?

Mr. Carrer. As T tried to indicate in my opening remarks, Mr.
Chairman, T would agree with you in the sense that we are not going
to be able to deal with the welfare problem unless we deal with the
employment problem.

Now. I think that there will be residual problems but that funda-
mentally the evidence is perfectly clear that people on welfare want
to work; that is, I am talking about the overwhelmin g majority; T am
not saying that there are none on welfare who do not. But the WIN
program has a substantial number of people waiting in line for jobs
even after training for whom there are simply not the opportunities.
The payoft from that program has been extremely small, mainly be-
cause there are no opportunities for them after they go through the
program. If there hasn’t been any need to invoke the requirement that
people work except in isolated cases where the kind of arbitrary dis-
cretion that I happen to think, is unfortunate in the welfare program
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has been exercised against particular individuals. Most people are
volunteering for the program so I think if one had job assurance that
many people would not get on to the welfare rolls in the first place and
many there would be able to get off.

Now, I think we do have to face realistically the question of how
much we are prepared to pay for our own set of values; that is, it can
be quite expensive to assure a work opportunity for a mother, say, with
several children because this means that in one way or another those
children are going to have to be cared for while she is working and
that can be a rather expensive proposition.

My own hope would be that—and we already see evidence of this—
the presently broader support for family planning methods, is going
to lead to substantially reduced family size. That obviously 1is not
going to deal with the present problem but it should deal with some
aspects of the concern about continued expansion of that.

Chairman Proxmigre. I think both of you gentlemen have made a
solid contribution in building up the overwhelming case for a far more
vigorous effort to provide an opportunity to work in this country.
When you recognize all of the elements that are going to go into the
next couple of years to slowing down a reduction in unemployment,
you have the productivity element which Mr. Goldfinger so ably
diagnosed and analyzed ; you have the demographic fact that you have
young people who are now in high school and grade school, the biggest
number we have ever had in our history, who are coming along and
going to be in the work force in a very, very few years; you have the
welfare people who want to work and are on welfare and the jobs
just are not available for them; and in many cases they are not in-
cluded in the work force because they are discouraged workers or
maybe they have some kind of a little part-time job of 10 or 15 hours
a week and may be considered employed but there are over 1.5 million
of those in our work force; you have many women and teenagers who
would like to work and come into the work force as soon as the jobs
begin to open up.

You have the Vietnam war coming to a close. Hopefully, we are
going to be able to phase down some of our military contracts which
will certainly demobilize more of our people—everybody agrees to
that—so you have all of these factors which indicate that we are going
to need an extraordinary expansion of employment just to stay even
and to get down to 4 percent, to get down to the 2.5, to 2 percent which
our witnesses so far seem to feel is—should be our realistic goal—going
totake a tremendously big effort.

Now, one of the things, Mr. Goldfinger, that stands in the way of
this is reluctance, not just—it is not a partisan matter, not on the
part of the administration alone but much of the business community
and many, many others who feel if we move vigorously in this area
we are going to provoke inflation which is just too painful to endure,
and while 5 or 6 percent of the work force may be out of work, 100
percent of the people suffer from inflation, they are all conscious of it.
So there is likely to be powerful political resistance to our moving too
fast. That probably will develop at some point a pressure on prices or
at least a pressure on prices. they are going to rise. What can we do
ahout this? We have a control program in place; there are other ways,
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I suppose, of coping with a rise in prices. You spoke about the fact
that profits had gone up very sharply. What would be your method
of meeting this problem of a rapid expansion coupled with prevention
of the kind of rise in prices which would create a political situation
where we couldn’t continue the expansion ?

. Mr. Gorprrvger. In the first place, Mr. Chairman, the rise in produc-
tivity that would accompany such an expansion would, in itself, reduce
the pressures on unit costs.

Chairman Proxmire. That is a good point.

Mzr. GorpFrNger. That in itself is a plus and it is a very strong plus,
to the extent that we don’t get profiteering on the other side, but at
least in terms of cost pressures they would be down.

As I indicated before, I think the record of the past year indicates

that—particularly the second quarter of this year.
. Another thing is that there is no danger in this situation, particularly
in the next couple of years, in my mind, that we would be bumping
against any ceiling of physical and manpower resources because we
are operating so far from full employment, and so far from optimum
levels of capacity utilization. I don’t think that is the problem. I think
there could be problems in the money markets, with credit pressures,
and I think that here we probably have to get back to the kind of legis-
lation that the Congress passed, I believe it was, in December, 1969,
which the President has not used; and that is to direct the Federal
Reserve to allocate credit to areas of high social purpose, such as
housing. community facilities. and so forth, so that they do not get
it in the neck in the period of tight money and that they don’t get
clobbered as they did in the beginning of 1969 and 1970,

Now, in addition to all of that, the AFL~CIO, as you know, Mr.
Chairman, has been on the record ever since early 1966, that the Labor
Federation would cooperate with a wage stabilization program if it
was part of a program that was equitable and across the board affecting
profits and interest rates, all prices and costs, as well as the wages and
salaries of working people.

Chairman Proxarke. That’s richt. Interest rates at the present time,
as I understand it, have only a limited control; they have a jawbone
control.

Mr. Gowprixeer. No effective control.

Chairman Proxmme. And only one small segment of interest rates
has direct control but it is limited and everybody, almost everybody
with expertise about interest rates, including the Federal Reserve
people. say that interest rates are going to go up but there is no control
on them—1I mean. no significant eontrol.

Mr. Govpringer. Well, this is one of the economic inequities and
social inequities in the curernt program. Interest rates are rising now;
the prime rate has risen slowly, but it has been rising in the past
number of months and, as I say, the bankers and the people from
the Federal Reserve all predict that it will rise further in the course
of the next number of months, and this is a pressure on costs and in
some areas of the economy it is a very important pressure; it is a
very important cost factor in housing, in construction, generally.

Chairman Proxmire. It is devastating in housing, just devastating.
If that rises significantly it means, as we learned in 1966 and as we
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learned repeatedly, no matter what happens to the rest of the econ-
omy, no matter how people’s incomes are up, because the interest ele-
ment in buying a home 1s so decisive, you just price literally tens of
millions of people out of the housing market. It means that you are
going to have—could have—a housing depression, which we had in
1966 1n one of the most prosperous years in our history.

Mr. Gorprincer. Yes, sir.

Chairman Proxmme. So I think this is certainly a weakness and
I am glad you pointed that out.

Mr. Goldfinger, I am very much interested in your emphasis on
rebuilding of urban areas as the new frontier for public investment
and employment. I have two questions to put to you:

One 1s whether or not you have any idea of the aggregate invest-
ment that might be required for this purpose ¢

Mr. GorpriNger. Unfortunately, I do not. I don’t have.

Chairman Proxyire. Where would most of it come from, the
private sector ?

Mr. GorprinGEr. As far as the sources, I believe that most of it
would come from the private sector; however, there would be the
need for a considerable public investment to provide the incentive
and provide the base for this kind of forward movement.

. Chairman Proxmire. Would this be through tax incentives or
through

Ml’.gGOLDFINGER. No; I would think they would have to be in the
form of expenditures and guaranteed low interest loans.

If you look at the history of the kind of problem, just take one
problem, Mr. Carter and I mentioned briefly, and this is the problem
related to the technological revolution with the movement of indus-
try out of the cities to the suburbs where the people who live in the
cities are hardpressed with the lack of mass transit. One of the urgent
needs of our time in the urban areas is the development of an adequate
mass transit system, and I don’t see how we are going to get any ade-
quate mass transit systems without considerable public investment.

Chairman Proxmire. You know that is very timely. This morn-
ing about half an hour ago a conference group, and I am a member
of it—T gave my proxy to Senator Muskie and and Senator Cooper-—
is having a tremendous hassle over whether we can divert part of the
highway trust fund money into mass transit and the powerful high-
way lobby is adamant against it. We are being as tough as we can to
try to carry out the will of the Senate which is that we should pro-
vide $800 million which is just a beginning in this area of mass transit,
but we are having a very difficult time to achieve it. It makes all the
sense in the world in terms of the ecology, in terms of getting
people

Mr. GoroFiNGeR. Yes, sir.

Chairman ProxMire (continuing). To be able to move efficiently
and economically from the city to the suburbs where the jobs are in-
creasingly being created and vice versa, but it is a tough, fough thing
to overcome. I am glad you emphasized that.

At any rate, you say the investment would be largely private sector
with substantial public encouragement and incentive but you can’t
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estimate how big that investment should be. I am very interested in
that aspect, too, because I am chairman of the Appropriations Sub-
committee that provides funds for housing and urban development.

Mr. Gorprineer. You know, Senator, I am appalled by the lack of
interest in this whole area for roughly two decades. T can think back
to the 1950°s, Mr. Chairman, to the days when there was hardly any
interest in this whole area of public facilities and public services, but
nevertheless in the White House, President Eisenhower had a staff
member, General Bragdon, who, unfortunately, was essentially ig-
nored, but he was a man who worked on this kind of issue from day to
day with a very tiny staff, on the needs of this country for public
facilities and public works and where the shortages are, and the short-
falls are. I think there is the need somewhere in the U.S. Government,
not for any massive bureaucracy, but for a small group to get into this
area and find out in terms of aggregate numbers what is it that is
needed, where are the shortcomings, where are the shortfalls, and what
are the needs over the period of the next decade or two. I don’t think
that these problems that have built up and festered now for 20, 30
years can be solved overnight but we have to get moving on—at least
some—degree of planning in terms of 10 or 20 or 30 year planned pro-
grams of moving ahead, in providing mass transit and providing
better school structures, of hospitals, and so forth, all of which would
provide jobs at the same time, particularly if they were coupled with
a public service employment program of providing jobs in the public
services, that are needed.

Chairman Proxmire. There is one aspect of this public investment
that the Senate acted on with great emphasis last night. The President
vetoed the water pollution bill, a $24 billion public investment pro-
gram, and the Senate passed that over his veto by a 52 to 12 vote last
night.

%Ir. Gorpringer. I think you and the Senate are to be congratulated
on that move.

Chairman Proxyire. The House will act on that today.

Mr. Gowbringer. Right.

Chairman Proxwire. This is a program which should provide many,
many jobs in a highly constructive way.

My. GorprFixeeR. Yes. I hope that the House moves with the Senate
in overriding that veto.

Chairman Proxmrre. I would like to have both you and Mr. Carter
comment on the extent to which you feel the Federal Government can
and should, and maybe you can tell us a little bit how they should,
provide for the redeployment of skills and resources resulting from
the reconversion to the extent there still remains a reconversion prob-
em after the Vietnam war. We have the aecrospace problem in the State
of Washington; we have that same problem in California, New York
and Connecticut and many, many other States where you have very
high unemployment and you also have defense layoffs, people who are
very skilled In their areas but the demand for weapons may be some-
what less in the coming years.

How can the Federal Government meet this? Tt doesn’t seem to have
done a very good job so far. What can we do ?
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Why don’t you start off, Mr. Carter. )

Mr. Carrer. Well, T think we make the easy rhetorical statement

there are many tasks such as the one we have just been talking about,
environment, transportation and the like. The fact is, however, that
the Government, Federal Government, which is probably the major
investor in technological R. & D. has starved research and develop-
ment in areas outside of aerospace and weapon systems and the like,
so that the transistion, I am afraid, is not going to be quite as casy
as some would believe. T mean, when we talk about mass transit and
rapid transit: we simply have not done the kind of research and devel-
opment that other countries have done. We have not done the research
and development in shipbuilding ; we have not done research and devel-
opment in earthmoving with solid waste disposal, and one could go on
with a host of other things. We need to build very rapidly the invest-
ment in that kind of research and development so that these very
highly qualified workers can begin to shift over to not only the re-
search and development component which will obviously provide a
relatively small number but then obviously beyond that into the needed
production aspects.
. But it does seem to me that the Federal Government. by shifting
its emphasis in research and development, can make a major contribu-
tion to fthe reconversion problem, starting as rapidly as we would
get into that,

Obviously. beyond that manv people who are extremely intelligent
people who have been involved in these other efforts go——if thev are
gomg to deal with the kind of problems we have been talking ahout.
the urban-investment problem and the like. need to have periods of
retraining. Rand. for example, has found it is not as easv as they
thought to shift from considering defense matters to deciding what
to do about urban problems. Thev have been getting an education paid
for by a variety of taxpayers. This no doubt is a very valuable thing
but much more of that needs to go on in terms of the reeducation of
manv more trained people to think about diflerent sorts of problems.

Chairman Proxmire. Mr. Goldfinger.

Mr. Gowpringer. I would move on from what Mr. Carter said and T
agree with everything he said, but there is need also in the shorter run,
not simply to increase the investment in R. & D. with payoffs that are
down the road, but there is need to have a planned offset to the decline
in defense and the decline in defense production, which we didn’t get,
through such programs as the program that we of the AFL~CIO pro-
posed to the Congress and which the Congress passed and the Presi-
dent vetoed, and that was the accelerated public works program, to
provide at least a short-term stepup in the repair and construction of
public facilities in areas of high unemployment which could provide
some employment opportunities for engineers and technicians and
some emplovment opportunities for semiskilled and unskilled people
as well as skilled people. In addition, I would add, once again, T am
afraid I am sounding like a bug on the subject but once again, the im-
portance of large-scale public service employment program, particu-
larlv for those at the lower end of the skill levels. .

Then a further measure which T omitted, unfortunately, in my pre-
pared statement and Mr. Carter mentioned it in his opening remarks—
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there is the need in this country for a system of relocation and allow-
ances, of Federal financial aid to workers who are unemployed, for
them and their families to be able to move from areas where they are
jobless to areas where they have found jobs. I don’t think that reloca-
tion allowances in themselves are a solution or any one of these sug-
gestions is a solution but I think that taking all of these kinds of meas-
ures as a package, as offsets to the declining defense expenditure and
the decline in size of the armed forces and so on, that these could move
us forward without the terribly tragic waste, economic waste, and the
waste of human talents and human efforts that we have been going
through in the past couple of years and we may well continue to go
through in the next couple of years.

Mr. Carter. I would subseribe to those comments, Mr. Chairman;
my own remarks were addressed to how would the employers, the de-
mand stimulated through the employers, be in fact reconverted.

Chairman Proxamre. Mr. Carter, apropos of what Mr. Goldfinger
has been saying, the Nixon administration has criticized our public
service jobs program, calling it a makework program. In fact, an arti-
cle in Monday’s Evening Star, which you might not have seen, states
that the administration intends to kill the program. Mrs. Barbara
Bergmann, who was one of the witnesses yesterday, made a very im-
pressive appearance and said if the administration 1s correct in calling
1t a makework program, then it has done a poor job of implementing
what the Congress intended.

Could you tell us the effectiveness of the public service employment
program thus far?

Do you favor expanding the existing program or would you suggest
changes?

ME Carrer. I would say that whatever—I don’t know the basis on
which the administration is making its judgment but most of the
evaluations that I have read of the public service employment pro-
gram recognize it does have some shortcomings in its implementation
and its impact on groups that we, who were supporting public service
employment before the real recession crunch, had in mind, that is to
say, that the cities were feeling starved for revenue and did to some
degree use this as a substitutional program; people were drawn into
the labor market, as one could judge, by the rather short average time
of unemployment that was found in many of the programs imple-
mented and although the official category “disadvantaged” was rather
high because it included a large number of people, there were people
obviously included in that category who but for one fact or another
would not be considered disadvantaged but those were the most nega-
tive things probably you could say about the program. It got into effect
very rapidly and did not involve the creation of a huge bureaucracy.
The jobs that are being done are jobs that are obviously jobs that need
to be done in the communities where they are carried out, so I think
clearly from that point of view it seems to me that all the evaluations
I have looked at, and I have looked at several by different organiza-
tions, are positive with respect to the program.

The general feeling is that it does need to be more targeted in terms
and hopefully it will be as the general unemployment rate decreases,
but the unemployment rate of the groups that are most heavily con-
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cerned about, with the exception of, obviously, you know, serious situ-
ations obtained in Seattle and other places but the one group we gen-
erally have been talking about at the end of the labor market remain
among those heavily unemployed; the program needs to be more tar-
geted on them, more targeted on the people who are receiving public
assistance, and so forth. But there is no question, the jobs are there to
be done ; many jobs have been identified.

Chairman Proxmire. They are not makework; they are not so-called
WPA, although it was a constructive program ?

Mr. Carter. That’s right.

Chairman Prox»re. It has been associated in the minds of people
as leaf-raking.

fMlg Carter. But those are not; they are doing a whole wide variety
of jobs.
1 Chairman Proxmire. There certainly are plenty of services to be
one.

Mr. Carrer. That is correct.

Chairman Proxmige. In city after city we have had witnesses at the
table before us who have documented it, Governors and mayors have
documented the urgent need for providing services where they have
had cutbacks, where they have a great need for improving sanitation,
recreation, law enforcement and a number of other things.

Mr. Carrer. The fact is in this program they are working at those
kinds of jobs so it is not simply people coming over here and saying
there is one kind of thing to be done and then, in fact, in order to get
the program going in a hurry they are giving people brooms or put-
ting them out in the park with rakes or something like that. That is
not what is happening.

As I say, there are some weaknesses which I have tried to indicate
but, on the whole, one would have to count the program a success and,
as Mr. Goldfinger said, one that should be expanded, certainly not cut
back.

Chairman Proxmire. Now, Mr. Goldfinger, you have a very strong
segment of your statement on the minimum wage controversy. I would
like to have you express right here before the committee so we can
have some balance publicly of your reaction to what Mr. Feldstein
argued, as I understand it, yesterday, that while the minimum wage
or an equivalent to the minimum wage might be paid to people who
work, that we might subsidize the employer to make that possible,
might provide scholarships to make it possible, that we should rec-
ognize what has been done in European countries where they have very
low levels of teenage unemployment compared to our very high levels
of teenage unemployment. They say teenage unemployment is around
2 or 2.5 percent in most of the European countries. As you know, it
is around 15 percent in this country.

The argument is, European countries do not use the minimum wage
in hiring teenagers, that we do and, therefore, they want some
exceptions.

Now, you are one of the strongest and most vigorous and most per-
suasive advocates of maintaining a minimum wage and increasing the
coverage and I would like to have your answer to the Feldstein
position.
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Mr. Gorpringer. I was shocked by Professor Feldstein’s paper in
connection with the issue of the minimum wage and also with the issue
of unemployment compensation. On the issue of unemployment com-
pensation, just as an aside, Mr. Chairman, I read that paper very late
the day before yesterday and didn’t have a chance to append any-
thing to the prepared statement I submitted. If you wish, the AFL~
CIO can supply a memo on the subject of unemployment compensa-
tion for the record.

Chairman Proxyire. We would appreciate that. The memo will
be printed in full at this point. :

Mr. GoLpringer. I appreciate that.

(The following information was subsequently supplied for the
record :)

AMERICAN FEDERATION OF LABOR AND
CONGRESS OF INDUSTRIAL ORGANIZATIONS,
Washington, D.C., November 1, 1972,
Hon. WILLIAM PROXMIRE,

Chairman, Joint Economic Committce,
New Scnate Office Building, Washington, D.C.

DEeAR SENATOR PROXMIRE: During my appearance before your committee on
October 18, 1972, I requested an opportunity to submit for the record comments
on unemployment compensation.

These comments are enclosed. They were prepared in response to the inaccurate
and mistaken views of Professor Feldstein contained in the report he submitted
to your committee on October 17, 1972,

Sincerely yours,
NAT GOLDFINGER,
Dircctor, Department of Rescarch.
Enclosure.

BACKGROUND INFORATION ON THE FUNCTIONS AND OBJECTIVES OF
UNEMPLOYMENT COMPENSATION

Unemployment compensation is a program which provides a weekly income
for a limited period of time to compensate eligible unemployed workers for part
of their wage loss. It seeks to aid unemployed men and women while they are
looking for work. By sustaining the purchasing power of unemployed workers,
a major contribution is made toward stabilization of the total economy.

To insured workers who are employed, unemployment compensation lends a
feeling of security ; they know that should they lose their jobs through no fault
of their own, they will not be totally without income. For insured workers who
are unemployed, it means cash to ease the crisis of loss of their jobs. These pay-
ments help workers buy food, housing, and other essentials for themelves and
their families. Since the program requires registration at the public employment
offices, it helps workers find new jobs—and suitable jobs.

Benefits between jobs help to conserve workers’ skills. They reduce the pres-
sure on jobless workers to take blind-alley jobs in which they would lose their
skills and the status which goes with skills. At the same time unemployment
insurance facilitates the free flow of workers between communities, ‘When work-
ers must leave a community because of industrial or community changes or for
personal reasons, unemployment insurance helps sustain them until they find
employment in other localities where their skills are needed.

Unemployment insurance serves employers by helping them maintain a trained
labor force.

Plant efficiency and national productivity depend on getting workers into jobs
where their highest skills are used. While this is the responsibility of the em-
ployment service, the unemployment insurance program helps stabilize the
labor market so that matching job openings with applications for work can
proceed in an orderly fashion.

Unemployment insurance helps maintain purchasing power in a neighbor-
hood, town, or region where workers have been laid off. By maintaining part of
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the purchasing power of the workers directly concerned, unemployment insur-
ance helps prevent “‘secondary unemployment” of people who provide the goods
and services that workers buy—for example, workers in stores and shops,
restaurants, and laundries. Thus, unemployment insurance helps maintain con-
fidence among workers, employers, and the communities in which they live. It
helps prevent the contagion of fear which starts a downward spiral of curtail-
ment of business.

Feldstein maintains the nation’s unemployment compensation system was
adopted in the depths of depression, and continues “. . . in essentially its original
forwm.” He then discounts the program as an economic stabilizer and suggests
increased government expenditures, or tax cuts could be utilized as a replace-
ment for unemployment compensation.

This concept completely ignores the individuality of unemployment. Increased
government expenditures or tax reductions can be used to maintain aggregate
demand, but there is no guarantee in these fiscal arrangements that the un-
employed individual will be in an economic position that will permit him to
benefit immediately from these governmental actions. However, unemployment
compensation if it is designed to meet the needs of a modern industrial economy
can provide immediate economic benefits to the unemployed individual and
society with a minimum of lost productivity.

During the recession years of 1970 and 1971, this program put over $11.0
billion into the hands of jobless working men and women during temporary
periods of unemployment. In 1970, more than $4.1 billion was made available
weekly to jobless individuals to assist in maintaining homes and families while
seeking new employment. In 1971, over $5.9 billion was paid out of the program
for the same purposes. The availability of this compensation weekly to milliions
of jobless individuals replaces a substantial industry payroll loss that might
otherwise have devastating economic consequences for individuals, industries,
and communities.

The failures of the program which do create problems—inadequate weekly
wage replacement benefits for the vast majority of workers, limited coverage of
the program (approximately 15,000,000 workers are presently denied protection
under the program through various exclusions), unreasonable eligibility re-
quirements effectively denying coverage to additional millions of workers, and
harsh disqualification provisions used to deprive eligible workers their benefit
entitlement—are completely overlooked by Professor Feldstein.

He states the unemployment compensation system has two distinct bad in-
centive effects, and identifies one of these incentives as follows: “. .. for all types
of unsteady work—seasonal, cyclical and casual—it raises the net wage to the
employee relative to the cost to the employer.”

1, UNCOVERED WORKERS

This is an unfortunate assertion since his definition of ‘“unsteady work” en-
compasses seasonal, cyclical and casual workers who are all too often qxcluded
from coverage under the program and have been denied its coverage since @e
inception of the program in the 1930 depression period, either through speqﬁc
exclusionary language in state laws or through the operation of eligibility require-
ments. Of course, for uncovered workers the net wage of the worker and relative
cost to the employer are entirely unaffected by unemployment compensation.
Agricultural workers, domestic workers, and others whose employment might
fit within the definition of “unsteady work” could make a much greater contribu-
tion toward maintaining a stable economy, both in terms of consumer purchasing
power and diminished productivity as a result of unemployment, if they were
extended the protection of the program.

2. COSTS OF UNEMPLOYMENT

The other bad incentive—the first mentioned by Professor Feldstein—states
that . . . for those who are already unemployed it greatly reduces and often
eliminates the cost of increasing the period of unemployment.” The examples
cited to support this statement are woefully inaccurate. The duration of un-
employment compensation benefit availability is directly related to past labor
force attachment or past earnings. Any unemployed individual entitled to a
10-week benefit period (in Massachusetts, the state selected for the Professor’s
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examples, or any other state (will be burdened with the entire cost of a period
of unemployment extending 11 weeks or longer. Professor Feldstein implies that
jobless workers may be entitled to unemployment compensation benefits for
unlimited periods. This is completely contrary to the manner in which the pro-
gram operates. Benefit duration periods are limited under every state program
and beyond that period the cost of unemployment to the worker and his family
cannot be reduced or eliminated by the unemployment compensation program.
In fact, the limited duration periods established under many state programs are
operated in a fashion that force jobless workers on to the public assistance rolls
in an effort to minimize the staggering cost of involuntary unemployment.

In addition, the author fails to consider the entire cost of unemployment to the
individual. His example allows for a reduction in federal income taxes, social
security payroll taxes, and state income taxes.

He cavalierly ignores the waiting week loss of income as a cost of unemploy-
ment. The unemployed worker pays for his own first week of joblessness and this
author fails to consider this a cost. He compounds the error by basing his
computation on benefit payments for four weeks of unemployment even though
he is aware, or should be aware of the fact, that the jobless worker will only
receive benefit payments for three weeks. This cost and additional costs of unem-
ployment should be considered in any attempt to measure the economic impact
of joblessness. Unemployment costs to an individual worker include: the loss of
seniority and status in the workforce ; the loss of pension credits based on earn-
ings or hours worked ; the loss of life, accident, and health insurance protection
for the worker and his family ; and the cost incurred in seeking new employment.

These costs should not be ignored in measuring income loss, but perhaps a more
serious oversight is the footnote on page 79.

3. TAXES ON BENEFITS

The footnote states *. . . unemployment insurance benefits are not taxable
income.” An accurate footnote would state unemployment benefits are not taxable
income for purposes of federal and state income tax computation. However, un-
employed workers are not exempt from the payment of : state sales taxes, local
broperty taxes, local school taxes, federal gasoline and other excise taxes, or any
other state or local tax imposed upon individuals in the community.

The costs cannot be avoided by jobless workers in any jurisdiction, and they
certainly should not be disregarded in any objective attempt to compute effective
marginal tax rates.

4. FREQUENCY AND DURATION OF UNEMPLOYMENT

The author poses the question of individual response to his alleged “very high
rates of marginal net unemployment compensation.” His answer to this question
is that duration and frequency of unemployment are increased. This answer is
at odds with the observations that have been made concerning the operation of
the program.

During periods of high level economic activity—such as the late 1960°s—a
mere 30.0% of the unemployed claimed unemployment insurance benefits. During
periods of economic slowdown, less than 50.09, of the unemployed seek benefits
from the program. During the month of August 1972, with an unemployment rate
gf 5.6‘{3, & mere 37.0% of the 4.9 million workers reported as unemployed claimed

enefits.

The benefit duration period of those workers who do claim benefits varies in-
versely with the level of economic activity. During periods of full or near to full
employment duration drops drastically. During periods of recession duration
increases to some extent. It is the level of economic activity rather than high
rates of marginal net unemployment compensation that influence and control
unemployment frequency and duration.

The author speculates on the motives of unemployed workers in their efforts to
seek new jobs or return to former jobs. He disregards the fact that society has
an interest in preserving the productive skills of its workforce. Although car-
penters could work as gas station attendants, this is not considered the best use
of skilled labor. This concept is accepted even though the individual might in the
short-run earn higher weekly wages. His skill is lost for that period of time to
the industry in which it is recognized as most productive.

86-554—72— 8
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5. PART-TIME WORK

The author goes on to raise the question of unemployed workers performing
casual work, The fact is that the unemployment compensation programs in every
state are designed to encourage jobless workers to accept casual employment
when it is available. Every state program permits jobless workers to earn a
limited amount of wages to supplement the weekly benefit amount.

This feature of every state program is a clear recognition that the rates of
marginal net unemployment compensation are inadequate. These provisions are
also intended to encourage workers to utilize every opportunity within the pro-
gram to contribute their productive skills and capacity to increase the available
supply of goods and services.

6. EXPERIENCE RATING

The author is critical of experience rated tax rates as a method of financing the
program. He recognizes that experience rating has led to abuses in the system,
but rather than discard it he proposes to intensify its use. He would shift the
basis of experience rating from employers to workers. This would create a situa-
tion in which those workers exposed to the greatest risk of unemployment
through no fault of their own would be paying the bulk of the cost of the unem-
ployment compensation system.

Professor Feldstein's proposal would result in requiring workers unemployed
as a result of a managerial decision to move their productive facilities overseas
to finance the cost of their involuntary unemployment. Workers whose joblessness
stemmed from federal, state, or local government decisions on construction, pro-
curement of supplies and equipment, and on environmental problems would also
be required to finance the full cost of their unemployment. Construction workers
forced into unemployment due to weather conditions, apparel workers made idle
as a result of fashion changes and jobless automobile workers unemployed for
purposes of model change-over would be saddled with the cost of unemployment
over which they exercise absolutely no control.

7. LONG-TERM UNEMPLOYMENT

In the author’s section on unemployment insurance, absolutely no mention
whatsoever is made of the manner in which unemployment compensation can or
should be modernized to meet the problems of long-term unemployment.

The author fails to recognize the need for or suggest any program to assist
in solving the problem of long-term unemployment. Today, the nation’s economy
is faced with many situations in which unemployment compensation could be
supplemented by job counseling, training, retraining, upgrading of skills or relo-
cating unemployed workers and their families.

Tach of these measures or a combination of them could lower the permanent
rate of unemployment. A program of this nature coupled with universal coverage
of all wage and salary workers and the establishment of minimum federal ben-
efit standards to assure adequate wage replacement are essential if unemploy-
ment compensation is to contribute to the permanent reduction of rate of un-
employment.

Mr. Gorprixcer. To get to the minimum wage issue, in the first
place, the European versus American comparisons are not particularly
valid. European societies, European economies, and European labor
markets are altogether different from these in America.

In Europe, in most countries, a child goes to school until about the
age of 12 and from there on, their system is substantially based on
social class distinctions, where most kids go into jobs as apprentices,
with very comprehensive apprenticeship systems that originally date
back to the guild system. They have a very detailed and very compre-
hensive apprenticeship system which we do not have in this country,
because we started from a later base in the 18th and 19th centuries
without all of the social class and educational rigidities and holdovers
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from a prior period. I don’t think that the simple comparison that
Professor Feldstein makes is applicable, unless there is a detailed ex-
amination of the employment patterns of youth in both countries, and
the educational patterns of youth.

We provide much more open and much more adequate educational
opportunities for young people in this country but, on the other hand,
we do not have much of a comprehensive apprenticeship system.

But let’s get on the minimum wage issue, specifically, and without
getting into great detail, I would say that any of the proposals that
Professor Feldstein made or inferred, of getting around a single
minimum wage for all workers, in terms of employment, would simply
be a game of musical chairs.

Now, this may be a good game for a professor at Harvard, with no
particular reflection on your alma mater, Mr. Chairman, but it is not
a desirable social policy for a country. A subminimum wage for youth
or to subsidize the employer to hire youth may actually have some
small impact on increasing youth employment by displacing adult
employees; so you would possibly get a job for the kid by displacing
his father or his uncle, and what have you done for society ?

Novw, these are the kinds of problems that I don’t think Professor
TFeldstein faced up to at all.

Furthermore, if you did the kind of thing that Professor Feldstein
seems to be impressed by, and that is where he says that a subminimum
wage for youth is not enough and what is needed is a subsidy to the
employer for the hiring of young people, you would be splitting up
the work force within a workplace, within a plant or within an office
or within a store, between subsidized employees and unsubsidized em-
ployees. Obviously, the employer, particularly if he is an unscrupulous
low-wage employer, with low value added in his industry, would pre-
fer to employ the subsidized employee or the subminimum wage em-
ployee and to get rid of the adults.

What have you done there in terms of the economy, in terms of the
society ¢ I think that his proposals, frankly, are not only an abomina-
tion, I think that they are a terrible disservice in terms of social policy.

Chairman Proxaire. I would like to ask you, Professor Carter, as
a social scientist rather than as an economist, if you can give us some
kind of understanding of the submerged, invisible social system that
operates that does not get into our statistics—it is a sad and tragic
area. What I am talking about is the fact that there are literally tens
of thousands of people, maybe many more, who are employed in one
kind of crime or another; they are involved in the numbers racket;
they are involved in drugs; they are involved in prostitution; they are
involved in all the kinds of—you can’t call it underworld exactly but
in an area of social operation that does use the time and energy and
provides rewards for literally thousands of people. Has there been any
study, any evalunation, of what this amounts to in terms of its economic
impact? Of course, one answer to this is not only to try to clean it up
by vigorous and effective law enforcement but another is to provide the
jobs so that this is not the only thing that these kids can do—these
people can do.
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What T am getting at is, how big is this operation? We very rarely
talk about it and I think we ought to pull it out and look at it and
consider its cconomic impact.

Mr. Carrer. I don’t have the economic figures right in my head,
Mr. Chairman, unfortunately. There have been some economic studies.
Louis Furman has done some study on the irregular economy which is
basically what you describe and I would be glad to supply some infor-
mation on this. The President’s Commission on Law Enforcement and
Administration of Justice has made some studies both in investment
costs and the cost to society in the program. But looking at it for a
moment from not entirely that sort of aggregate economic view, I
think that the last part of your remarks are extremely important.

One has to recognize that the irregular economy plays a real part
in the economy of the ghetto; it is a source of investment resources,
of both equity and debt capital within this area. To the extent, there-
fore, that one begins to build up alternatives and more socially
accepted sources for such funds; that is, both in terms of other oppor-
tunities for capital investment and for the needed resources, this
would begin to take the place of the irregular economy. I think it
would be a mistake to believe that when minority people are pro-
testing, for example, the legalization of the numbers; that is, that the
State is going to take over the numbers, for example, in a given com-
munity, that this is simply some kind of black ideological position;
it is a recognition that there are real disabilities in terms of obtaining
funds in the regular economy for business investments and the like.

Chairman Proxmire. The widespread gambling called the numbers
racket provides employment for literally tens of thousands of people.

Mr. Carter. That’s Tight. While it pays better, by and large, than
traditional menial kinds of jobs, this does not mean that people neces-
sarily desire this kind of employment. This represents what the
sociologists would call the adaptive behavior. In looking at the world
around them and their prospects for moving out of it, other vehicles
simply do not present themeslves. We are talking about the real alter-
natives of survival in a very difficult environment.

One sees, in point of fact, that people who get into this kind of
activity quite often have the same kinds of aspirations for their
children that anybody else does, they want them out of the irregular
economy. They try to get them educated so they can get decent jobs.
They have the same kind of internalized value sets that most of us
have, so that it is fundamentally, and I am not saying it is true for
every individual, but it is fundamentally adaptive behavior and the
best way to deal with it is to deal with the basic problems that force
that adaptive behavior.

Chairman Proxumire. That is hopeful and interesting. You are the
first witness who has been able to give us such an insight into that
and I think it is probably an area that does have considerable eco-
nomic impact, especially in our central cities.

Tn our hearing yesterday, we did not have much time to discuss the
benefits to our economy of reducing unemployment to 2 percent
other than those general macroeffects of increased investments, profits,
income, et cetera. It seems to me that there are other benefits that
would have a real meaning to the individual unemployed workers—
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such things as better job and job training opportunities, less discrimi-
nation particularly against women and minority groups. There is
nothing that dissolves discrimination like a labor shortage. Employers
who might discriminate are much less likely to discriminate against
women, against blacks, against teenagers, if they are the people who
are available and nobody else is and they know they can make money
lf)y hiring them and putting them to work, so that this would be a
allout.

With all of the emphasis that we have had by presidential candi-
dates and others about equitable income distribution, it seems to me
that nothing, but nothing, would help more clearly to improve an in-
equitable income distribution than a full employment policy, in get-
ting unemployment down below 2 percent. The only time that I can
think of in our history when we had a significant improvement in the
inequity of income was World War II, when everybody went to work
so I would like to have both of you men conclude this morning by
giving me your reaction to these other benefits that we might get that I
think are overlooked by a vigorous policy of getting unemployment
down to 2 percent.

Mzr. Goldfinger, would you start off ¢

Mr. Gorpringer. I would be glad to start because I could not agree
with you more, Mr. Chairman.

I think that the high and continuing unemployment and particularly
the hidden unemployment problems of the past number of years have
becn one of the major sources of troubles in our society. If we are
going to look forward with some degree of optimism to the fu-
ture peaceful progress of the society—then I would say that one
fundamental requirement is the achievement of full employment for
all of the reasons that you suggested. We need ways of providing
jobs for the unemployed, for the people who are hanging around
jobless or underemployed, for the people who find themselves in the
straits that Mr. Carter just indicated a little while ago, in a kind of
secondary or tertiary economy which is somewhat illegal, somewhat
legal, but on the fringes. In our work-oriented society and work-
oriented culture, the way to move forward, to bind the wounds that
exist within the society from all kinds of troubles that we have had
during the past decade, would be the fundamental prerequisite of
achieving full employment. I think that full employment also would
provide the basis for upgrading workers and for moving up the income
ladder, not only for groups in the economy but also for individuals
and I think here, too, government policy is needed, not merely in terms
of achieving and sustaining full employment but also by placing an
emphasis upon upgrading. I want, just in winding up, to give you a
couple of examples of the kinds of things I mean.

There are low-skilled or so-called dirty jobs in the society which
are probably not going to be automated out of existence in the next
few years. There is the need for hospital orderlies, for example. It
Is an urgent need and it is a very important social function.

In the first place, unlike Professor Feldstein, I think that one of the
aspects here is the need for decent pay. One of the menial aspects of
so-called menial jobs is low pay and if you pay decently, you remove
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at least a good part, not entirely, you remove a good part of the menial
aspect of the job, so that good pay is one part of it.

But another thing which the trade unions, in that area have devel-
oped is what they call career ladder programs. The State, County and
Municipal Employees Union and the Service Employees Union, with
some degree of funding from the Labor Department, have engaged in
recent years in programs for upgrading orderlies, in setting up a sys-
tem of career ladders within the hospitals so that the orderly job need
not be a dead end job. With high school equivalency training and other
education and training, which is provided through this career ladder
system developed by the unions, as I said, with the hospitals and some-
what funded by the Labor Department, but that kind of thing can also
hest be done in a full-employment economy, where there are growing
job opportunities.

Another area is the area which the AFL-CIO and the building
trade unions have been involved in and which should be expanded and
that is the Qutreach programs, to bring into the building trades. on a
skilled basis, increased numbers and increased percentages of disad-
vantaged youth, and to bring them into the trades on a regular basis
through the apprenticeship programs, and to develop the full skills so
that once thev are finished with the apprenticeship programs, these
voungsters will be fully competent journeymen who can get jobs at
journeymen’s wages. But those kinds of programs can be expanded
sufficiently only in a full employment economy, an economy where
there are job opportunities at the end of the road of the training pro-
grams. So there are all kinds, as far as I am concerned, of broad eco-
nomic and social benefits from sustained full employment. Once again,
I would say that in a work-oriented free society such as ours, a funda-
mental prerequisite for peaceful social progress is full employment.

Chairman Proxmire. Mr. Carter.

Mr. Carter. I agree, Mr. Chairman, with a good deal of what you
had to say and what Mr. Goldfinger has had to say.

I tried to indicate in my oral remarks that there were many other
problems immediate or not immediate in the economic consequence
although they are economic in nature. I talked. for example, about the
problem with the older worker, although I did not dwell on that in
my prepared statement, which is a very serious one and becoming more
serious all the time. The age is descending rapidly at which people can
confidently expect reemployment. Older workers are literally being
driven out of the labor market.

Obviously, full employment would tend to reverse that and that has
payoff not only in economic terms but also in terms of people’s feelings
of self-satisfaction and well-being. To be told they are useless in their
early fifties, in effect, in our society, I think is one of the more tragic
aspects of the present developments.

As Mr. Goldfinger has indicated, full employment will make work-
ers who are on the job more secure and, therefore, more willing to
participate in a variety of programs that would bring in disadvan-
taged workers. Many of the artificial barriers, credentialing and every-
thing that has been set up as ways, on the one hand, of Eelping em-
ployers screen out very simply the people from employment and also
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to provide protection for people who are already in—many of those
things, obviously, in full employment would not seem as important.

You remarked about the income redistribution aspects. The last time
we really had income redistribution of any consequence in this country,
obviously, was during the Second World War and we really have not
had any significant redistribution since that time.

It is interesting that during the Second World War, because we
needed all of the manpower, womanpower, and so forth that we could
get, we supported day care centers, but the specter of depression was so
close on us at that time that immediately the war was over we re-
sorted—we abolished that kind of support for day care and, in effect,
followed welfare policies which wanted to keep women out of the
labor market rather than giving them the opportunity or encouraging
them to take the opportunity to work.

Now, an important side effect, I think, that has been too little noted,
1s that one of the problems—and this is not just true of poor people:
1t is true as a prevailing problem in our society—is the isolation of
very young people, children and so forth, from adults, from the work-
ing world, and so forth. They see practically only their mother and
other children and the teacher in their school and this—there is con-
vincing evidence from child psychologists, Mr. Chairman, that this
has had a very strong impact on many of the problems young people
are experiencing, developing into mature adults. They don’t interact
enough with adults. Many of us when we were growing up had many
sorts of experiences with adults.

One of the interesting payoffs from full employment could very
possibly be that once again with mothers and others going into the
labor market and day care centers being supported and- organized in
ways that would give not only mothers but other adults proximate
contact with children, that children would not only become more
familiar with the world of work and what people did and so forth
but also would begin again to have that kind of essential humanizing
contact with adults.

These options would be possible in a ful] employment situation in a
way that 1s not possible today, and I think we would have a measur-
able payoff, therefore, in problems of alienation and other problems
that we are experiencing with our young people regardless of class and
race.

Chairman Prox»ire. Gentlemen, thank you very much for very
wise, intelligent observations and most, helpful record we have made
here.

The committee will stand in recess until Thursday morning at 10
o’clock, when we meet in this room to hear the Chairman of the Coun-
cil of Economic Advisers, Mr. Herb Stein.

(Whereupon, at 11:45 a.m., the committee was adjourned, to recon-
vene at 10 a.m., Thursday, October 26, 1972.)
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THURSDAY, OCTOBER 26, 1972

Concress oF THE UNITED STATES,
Joint Ecoxomic COMMITTEE,
Washington, D.C.

The committee met, pursuant to recess, at 10 a.m., in room 1202,
Dirksen Senate Office Building, Hon. William Proxmire (chairman
of the committee) presiding.

Present : Senator Proxmire.

Also present: Loughlin F. McHugh, senior economist; John R.
Karlik and Richard F. Kaufman, economists; Lucy A. Falcone and
Jerry J. Jasinowski, research economists; Walter B. Laessig, minority
counsel ; and Leslie J. Bander, minority economist.

OPENING STATEMENT OF CHAIRMAN PROXMIRE

Chairman Proxaire. The committee will come to order.

Today the Joint Economic Committee continues its investigation
into unemployment, the most important economic problem facing this
Nation, and I might add the one on which we have made, in my view,
the least progress. T am not talking about simply the executive branch
Tam talking about the Executive and the Congress.

The Employment Act of 1946 which set up the Council of Economic
Advisers and the Joint Economic Committee made full employment
the prime focus of public economic policy and certainly the central
responsibility of both of our organizations—the Council of Economic
Advisers, Mr. Stein, and our committee, the Joint Economic
Committee.

Clearly, Congress and the executive branch have not done the job as
intended under the act. The average rate of unemployment has ex-
ceeded 415 percent during the past 20 years. Moreover, this average
tends to hide the miserable unemployment ratios for blacks, for other
minority groups, and for teenagers. At the present time, our unem-
{)loyment rate is still 514 percent which means that nearly 5 mil-

1on—4.8—people are out of work. During the past 2 vears the rate of
unemployment has ranged between 5.5 and 6.1 percent.

It 1s becaunse of my dissatisfaction with this record that I have em-
barked the committee on the present inquiry, and it is nmy intention to
pursue it vigorously.

Mr. Stein, we have had a continuing colloquy on the vital question
of how much we should do to assure a decent job for everyone who is
willing to work. I know that you and your associates also have been
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concerned about improving employment. Earlier this year, in an ap-
pearance before this committee, you indicated that the CEA is study-
g the barriers to higher employment. It appears, however, that none
of the President’s chief economic spokesmen has yet affirmed support
of a full employment goal of 4 percent.

My staff has made available to you, I believe, a study which this
committee commissioned, by Data Resources Inc., under the leader-
ship of Mr. Otto Eckstein and Mr. Martin Feldstein, two economists.
for whom I am sure you have a high regard. I was pleased to note
that this study came to the conclusion that the United States can
lower the permanent unemployment rate to a level substantially
below the average of the postwar period. In fact, I think they said
it was possible to get the unemployment rate, in their view, if we
took certain measures, down to 2 percent. At the same time, the study
warns that this cannot be done through puerly macroeconomic means
but rather must involve direct public concern with the functioning
of the labor market. :

Y am pleased to welcome you and Mr. Solomon here this morning.
I am most disappointed with your prepared remarks for today’s
hearings.

The prepared remarks did not even note that you were aware of
Mzr. Feldstein’s paper. The comments are as always of a high intellec-
tual order, but they seem to me to be full of generalities. You seemn
to be willing to settle for targets on prices. You have said we want
to achieve a level of 214 to 3 percent inflation. That target is definite
and clear, everybody understands it. A target on output, that we expect
to increase the real output 414 percent is our real goal. That is clear.
- The target on housing—26 million housing starts over a 10-year period.
But there is no target on the single most important failure and prob-
lem of our Government—that is, providing jobs for those who want
jobs. There is no target for getting unemployment down.

We intend to go into this matter in detail later on, so please pro-
ceed, Mr. Stein.

STATEMENT OF HON. HERBERT STEIN, CHAIRMAN, COUNCIL OF
ECONOMIC ADVISERS, ACCOMPANIED BY EZRA SOLOMON, MEM-
BER; GARY SEEVERS, SPECIAL ASSISTANT TO THE COUNCIL;
AND NICHOLAS PERNA, SENIOR STAFF ECONOMIST

Mr. Strix. Thank vou, Mr. Chairman. Mr. Solomon and I are
accompanied here today, let me point out for the record, by Mr.
Gary Seevers, who is special assistant to the Council. and Mr. Nich-
olas Perna of our research staff, who works in the field of employ-
ment and unemployment. '

I should say that——

Chairman Proxmire. Will you identify the gentlemen with you?
T recognize Mr. Solomon.

Mr. SteN. I have just done that.

Chairman Proxmire. I know you have, but I would like you to
repeat that.

Mr. StEIN. Mr. Gary Seevers, who is special assistant to the Coun-
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cil, and at the other end of the table, Mr. Nicholas Perna, an econo-
mist on our research staff who works in the field of employment and
unemployment.

As you have pointed out in your opening statement, the Employ-
ment Act of 1946 created the Joint Economic Committee of Congress.
I recognize that what you said earlier, that our prepared remarks are
deficient in not acknowledging the value of the contribution made by
Mr. Martin Feldstein in the paper submitted to you. I think it is a
really very useful contribution to the discussion of this subject and
I congratulate you on having commissioned it and I congratulate him
on having done it. I think it deserves a great deal of study.

I may point out that in the debates preceding the enactment of the
legislation—that is, the Employment Act of 1946—there was a great
deal of discussion of the meaning of the term “full employment” which
was the goal initially stated in the bill and the term you also used in
your remarks. However, the Congress not only abandoned the term
“full employment” in favor of “maximum employment,” and that
was not a trivial decision but one which occurred after a great deal of
discussion, but also refrained from providing either a conceptual
definition or numerical standard of “maximum employment.” We be-
lieve that Congress was wise in this approach. The Congress affirmed
that among the numerous objectives of public policy great weight
should be given to the objective of high employment. The act stands
as a constant reminder of that, a reminder bequeathed to their suc-
cessors by the generation that suffered through the Great Depression.

To set a numerical target for unemployment as a goal of policy, with
the implication that it is to be achieved at all costs, and the additional
implication that to get further down is unnecessary or undesirable
would be most dangerous. It would risk on the one hand imposing
excessive costs on the Nation to achieve the predetermined number and
on the other hand failing to achieve a possible reduction of unemploy-
ment below that arbitrary number.

Chairman Proxmire. Mr. Stein, could not that same argument be
made against setting a goal for the price level? Would not you say
that if you aim at a target level for inflation, get your prices down,
that in order to achieve that, you might have to have unemployment
that you can’t justify ? And also that you, of course, want to get it down
Jower.

You set a target of 215 to 3 percent for inflation. You want to
get it lower; so do we; I hope we can. But that was a target that was
useful, it is helpful, we want to move in that direction, but we haven’t
done that.

Mr. Stery. T am glad you brought up the point which was also
mentioned in your introductory remarks but which I do not under-
stand. We set a goal of an inflation rate for the end of this year of 2 to
3 percent at the same time that we set an unemployment rate goal for the
end of this year in the neighborhood of 5 percent. We have never said
we set a 2- to 3-percent inflation rate as a permanent goal of economic
policy. Neither have we said that the neighborhood of 5 percent is a
permanent goal for the unemployment rate. We regard those as_posi-
tions which it would be desirable and possible and mutually consistent
to achieve at a certain point in time.
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Furthermore, I think it is true with respect to all of these goals
that they are not meant, as I said with respect to this one, to be achieved
no matter what the costs, or that they are not to be exceeded if the cir-
cumstances justify and permit that. We are concerned about adding to
the Ten Commandments another one chiseled in stone which says the
unemployment rate should be some number which has come from
an econometric model that the Senate has chosen.

Chairman ProxMIre. You are saying that the goal is in the neighbor-
hood of 5 percent. How big a neighborhood is that? What does that
11%(?211? Four and a half, 4.1, 4.9?% That is by the end of this year,

Mr. Stern. That is by the end of this year.

Chairman Proxmire. Three months from now.

Mr. Strin. I have indicated that where we are now is not in the
neighborhood of 5 percent and I hope that will help narrow down the
neighborhood, but I can’t hope to do much more than that.

Chairman Proxmare. All you can say is in the neighborhood of 5
percent, but somewhat less than 514 ?

Mr. StEIN. Yes.

Chairman Proxmire. All right.

Mr. Ster~. The goal, as we see it, is employment for everyone able
and willing to work. Like other worthwhile goals this one can be only
imperfectly achieved because human management and foresight is
limited and because in the real world progress toward one goal re-
quires sacrifice of others. The useful question to ask at anytime is not
what is the target number but what can be practically done to reduce
the rate of unemployment in ways that do not have excessive human
costs.

Most people who have attempted to analyze the problem of achiev-
ing the Employment Act goal of “maximum employment” would prob-
ably agree on the following propositions:

1. It is useful to relate the concept of maximum employment to the
size of the working age populaticn and to the size of the labor force.
The latter relationship provides a direct measure of unemployment.

2. While the rate of unemployment is frequently discussed as a single
number the phenomenon itself is a highly complex one which can
be understood only in terms of a large network of statistics. I think
that is one of the contributions that the Feldstein study has made, to
emphasize this pattern and indicate the diversity of the measures that
mav be needed to attack different parts of the unemployment problem.
I think it should also be pointed out that when the Feldstein paper
concluded that the unemployment rate could be effectively brought
down significantly below 4 percent, this was qualified as the unemploy-
ment rate of those seeking permanent full-time employment, which 1s,
of course, not the whole of the labor force.

3. Tt is useful to divide unemployment into at least two compo-
nents—cyclical unemployment, or demand-deficiency unemployment,
on the one hand, and noncyclical unemployment on the other. Various
and sometimes overlapping subcomponents of the latter have been
referred to as frictional, transitional, and structural unemployment.

4. Cyclical, or demand-deficiency, unemployment is a result of the
demand for goods and services being below the level of the economy’s
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normal supply capactiy. The economy’s normal supply capacity is
determined by the state of productivity, the size of the labor force and
the fraction of the labor force that can be employed under existing
demographic and social conditions without intolerable costs, usually
taking the form of a high or accelerating rate of inflation. Demand-
deficiency unemployment is unemployment that can be corrected by
expansion of demand without excessive adverse consequences. The
proper function of macroeconomic policy is to keep demand up to the
economy’s normal supply capacity and growing steadily with it.

5. Noncyclical unemployment represents the level of unemployment
which would prevail even if cyclical unemployment is zero, that is,
even 1f macroeconomic policies succeeded perfectly in always steering
the economy smoothly along the growth path of potential unemploy-
ment. Quantifying “maximum?” or “fyul]”® employment has generally
taken the form of citing the estimated rate of purely noncyclical
unemployment.

6. Noncyclical unemployment reflects a very large number of demo-
graphic, social, institutional, and economic factors of which the follow-
Ing four appear to be particularly important.

(a) Ina growing economy, people entering the labor force for the
first time require time to locate, decide on, apply for, accept and start
on a job. The amount of unemployment traceable to this factor will
depend upon the size of the new entry group and on the average length
of time it takes individuals in the group to search for and settle into
active employment.

(6) In the United States, individuals have the freedom to leave
and reenter the labor forée, and they do so with great frequency for
various reasons. Thus individuals may want to change their educa-
tional status, their marital status, their occupation, their geographic
location or their particular jobs. Reentrants, like new entrants require
time to find and make decisions about new jobs.

(¢) In a society in which the calendar, the weather and personal
preferences, including the preference for leisure, have a substantial
effect on both the supply of and demand for labor from one season to
the next, some unemployment is a direct result of such calendar
seasonality.

(€) Unemployment also arises when markets and institutions fail
to operate the way they should. For example, the constant ebb and
flow of industries 1n a dynamic economy sometimes leaves occupations
and areas stranded in ifs wale. Inadequate information may mean it
takes too long to find a first job or another job or that information is
gathered through haphazard job hopping. Overt discrimination or its
more subtle lingering effects result in systematic exclusion from pre-
ferred employment, a condition which manifests itself in a variety of
symptoms: abnormal movement from job to job, from employment, to
unemployment, from labor force participation to nonparticipation.
Excessive unemployment also arises and has a disproportionate impact
on certain groups when relative wage rates fail to flex in response to
changing economic conditions.

It 1s not to be inferred that the level of noncyclical unemployment is
irreducible. It cannot be reduced by an expansion of demand. alone.



122

It may be reducible by appropriate policies of other kinds, such as
traming programs, perhaps accompanied by expansion of demand.

When we get beyond these general principles, and especially when
we try to attach numbers to the concepts, disagreements become seri-
ous. It is very important to recognize this. Persons in a position to
influence policy cannot responsibly choose one economist or one econ-
ometric model to believe and follow in making policy. Policy must
take account of differences of opinion and the uncertainties this
reflects.

One of the basic uncertainties is about the connection between the
rate of inflation and the level of demand-deficiency unemployment.

On one view, a higher level of demand or a more rapid growth of
demand cannot reduce unemployment beyond some point, except tem-
porarily, even if we are willing to accept a higher rate of inflation. On
the other view we can choose to get a lower rate of unemployment
more-or-less permanently and over a considerable range by more de-
mand stimulus if we are willing to have more inflation.

Within each of these views there would be disagreement about the
numbers.

Chairman Proxmire. Let me just ask at that point. There you dis-
cuss the trade off between unemployment and inflation and you say
there are limits to which unemployment can be reduced even with a
higher rate of inflation. Then you put the other view that we may get
lower unemployment if we were willing to accept higher inflation.

But what about the view that there is a series of administrative
policies, such as reducing Government stockpiles, such as cutting back
on subsidies, such as vigorously enforcing antitrust laws—all of these
steps could be taken which could reduce the frictions in the economy
and allow us to reduce unemployment more without adding to infla-
tionary pressures.

What has this administration done since the controls went into
effect, since August of 1971, to reduce the frictions in the economy
that add to inflationary pressures?

Mr. Stein. Well, we have been concerned with a number of meas-
ures, mainly of Government origin, which tend to hold up prices; for
example, we suspended for 1972 the quotas on the importation of meat.
We have relaxed the quotas on the importation of oil. We have taken
some steps to improve the supply of lumber. That is, we have been
concerned with those cases in this last year where we did seem to be
getting exceptional price increases as a result of supply constraints.

Chairman Proxmire. But none of those measures was decisive
enough and significant enough to enable you, at the same time, to
stimulate the economy to the extent where you got a significant reduc-
tion in unemployment. In other words, they may have had some effect,
possibly, on prices, although we still suffer, as you know, from the
latest monthly report; September was a bad inflation month. Still,
there hasn’t been a sufficient change to enable us either to get inflation
under adequate control or to devise an inflation where we could get a
reduction of unemployment. )

Mr. Stern. We have achieved a significant reduction of unemploy-
ment, we have achieved an extraordinarily large increase in employ-
ment and we have made progress on the inflation side along with that.
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Chairman Proxarre. Mr. Stein, you are talking about the achieve-
ment of getting unemployment a little bit below what it was at the
height of the Nixon recession, far, far higher than what it was when
the administration took over. It is at an unacceptable level of 514
percent. To argue that we have achieved a significant reduction of un-
employment, it seems to me, is really pressing these figures too hard.
You're making a silk purse out of a sow's ear.

It is true unemployment is not quite as bad as that Nixon recession
during 1970-71, but it is still at a 5l4-percent level.

Mr. Strr. Senator, if you want to enter into a debate about the
state of the economy when we entered the picture, what was the
Johnson policy and what we did, what was attributable to what we
did, and what was attributable to the Democratic policies, which you
Yourself criticized as being the greatest goof in history, we can do
that. We want to advance the cause of reducing the rate of unem-
ployment and I do not particularly want to make a political debate out
of it. But if that is your desire, we can do that.

Chairman Proxyure. I agree, there were many mistakes made by
President Johnson—many very, very serious mistakes, especially with
respect to inflation. But when President Nixon took over in 1969, un-
employment was down to 3.4 percent. As you said and Mr. Shultz did,
we hoped and expected to keep unemployment at the 4-percent level,
maybe a little bit above that, and at the same time take steps to reduce
the inflationary impact. But there has been a great failure. It has gone
far above 4, far above 414, above 5, above 514 percent.

While we all recognize there were many serious mistakes made by
the previous Democratic administration, it seems to me that is no an-
swer to the charge that this administration has failed badly along
with the Congress, the Democratic Congress, to achieve levels of un-
employment that would be acceptable, as we are charged under the
Employment Act of 1946.

Mr. SteIN. Well, there is a constant reference to what we are charged
with under the Employment Act. The Employment Act can only
charge us to do what it is possible to do. The Employment Act also
specifies a number of other objectives and a number of conditions under
which we achieve these objectives.

Considering the conditions which existed in the economy when the
President came to office, we have achieved a great deal and we have
carried on a very constructive and vigorous policy.

Chairman Proxmire. But as you know, Mr. Stein, the Employment
Act is not called the Price Stability Act, it is not called the Production
Act, it is called the Employment Act for a very good reason. The prin-
cipal concern of Congress was to achieve a low level of unemployment
and a full utilization of our manpower resources and we have not
achieved that.

When I say the Nixon administration, I could include at the same
time the Congress, even if it is a Democratic Congress. We worked to-
gether. But somehow between these two bodies, we haven't done the
job.

: And in your very able and impressive statement, you say that rather
than talk about goals, we should decide what to do about it. Then you
give a series of statements about the cyclical problem, the demographic
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problem, and so forth, but no indication of what is being done or what
has been done or what will be done to reduce that level of unemploy-
ment below 514 percent and get it down to a level of 4 percent or less.

Mr. Sterv. Well, we have no doubt and I do not think that most
economists have any doubt that unemployment is going to go below
514 percent. I will not say that we are satisﬁed——certaixiy we are not
satisfied with the present rate of unemployment or with the rate of
unemployment that we have experienced in'the past several years. We
are now embarked on a program which stimulates the economy and
which will, we believe, reduce the unemployment rate as we go through
the remainder of this year and 1973. ’

As T would point out if I had a chance to read my statement——

Chairman Proxmizre. I do not mean to interupt your statement, but
I think under the circumstances here, because other Members can’t be
present in this interim between sesslons, it is easier for us to get a
colloquy going. If you could right now, and you have certainly the
ability to do it without any question, if there is such a program, could
you outline the program the administration has to reduce unemploy-
ment, to get it down to 5 and then to 4154 percent and then below. What
are you going to do? What specific steps are you going to take?

Mr. StErx. As far as getting below 5 and 4i4 percent, we believe that
this range is within the domain, within the capacity of fiscal and mone-
tary policy which will produce and which is producing a rapid expan-
sion of the economy. We will, after all, have a budget which, even
given the ceiling that we are trying to maintain, provides for an in-
crease of $18 billlon in expenditures between fiscal 1972 and fiscal 1973.
As we look ahead, as we forecast the consequences of the budget policy
we have and the monetary policy that we expect to go along with it,
we believe these general expansive policies will reduce the rate of un-
employment through the zone of 5 percent and down toward the zone
of 414 percent and be continuing to decline as we go through 1973.

Chairman Proxyire. Mr. Stein, if deficits would do it, if fiscal
policy would achieve it, we would not have the problem today. As
yvou knotw, you have had a series of very large deficits. The President
has taken the position that most of the economic profession has
adopted in this economy, that we ought to have a full employment
budget. He has adopted that and we have a full employment deficit,
as you know. We have had that or close to that over the last 2 or 3
years with no significant decrease in unemployment. We have to look
at whether or not we are, given the quality of spending, whether we
have a program that is going to provide job opportunities for more
people and unemployment for fewer people in the coming year or
So than in the past. And as you say, the problem is going to be enormous
because we have this demographic problem of young people coming
on the labor market in large numbers; well have the problem of
continuing reduction in our defense efforts, probably, at least in terms
of manpower. We are going to have to continue to improve produc-
tivity, which means that the same number of people can do more
work and produce more. All these things we know we are going to
have and it seems to me we are going to have to have some pretty
imaginative, effective policies if we are going to get unemployment
down under those circumstances. .
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Now, where are they ? It seems to me we are saying we are going to
have more deficits. That might help, but it just is not a satisfactory
answer.

Mr. Steiw. I am sorry you don’t think it is a satisfactory answer. The
papers which were prepared for you by Mr. Feldstein and the paper
given to you by Otto Eckstein are saying that generally expansive
measures, what the trade calls macromeasures, can reduce the rate
of unemployment from where it is now to some significantly lower
rate. I think the Eckstein estimate is in the neighborhood of 414
percent, some would say 4 percent. We don’t particularly quarrel with
those numbers.

What I am saying is that a certain degree of reduction of the
unemployment rate from where we are now can be achicved by the
general expansion of the economy, which is underway, and it is a
mistake to say that no progress has been made on the unemployment
side. We have, of course, had an increase of 214 million in employ-
ment In the last year and a reduction of the uncmployment rate from
about 6 to 514 percent and for reasons which are explained later in
our statement, we think that the increase in employment will, as we
go forward, produce more rapid declines in unemployment.

Chairman Proxmire. Let me interrupt just once more at this point
to point out that what I am groping for and reaching for is some kind
of specific program here that will give us some indication of how we
are going to put people to work. The administration has been reported
to be against the public service employment program. Maybe that was
unwise or unfuir that the Washington Star reported that. The Feld-
stein paper on reducing unemployment has a serics of specific propos-
als. I don’t see anything specific in terms of putting people to work in
your statement here this morning. And 1 haven't heard anything from
the administration as to what they intend to do about this, The Presi-
dent says he intends to hold spending down. I think he is right in that
area. But if he is going to do it, it seems to me he has to refine that
spending that he has and gear it, aim it, at providing jobs. Maybe
some cconomists disagree that that is a very effective way to operate.
I don’t agree with those economists and apparently you don’t and the
President doesn’t. But if he is going to provide more jobs and get un-
employment down below 514 percent, how is he going to do it? The
Eckstein-Feldstein statement may be wrong, may be inadequate, prob-
ably is, but I would like to know what the administration proposes to
do about this.

My, SteIN. You interrupt me.

Chairman Proxare. I am sorry.

Mr. SteiN. I think everybody agrees that this is a two-part prob-
lem. It is a macroproblem, and beyond that it is a problem of stiuc-
tural measures. I started with the demand expansion measures which
I think everybody agrees at this point can reduce unemployment sig-
nificantly, though that is not all the story. We do not agree by any
means that it is the whole of the story. We belicve in the improvement
of manpower programs and I do not think you should take the story in
the Star as indicative of what the administration’s policy is with re-
spect to these matters. In the budget we submitted for fiscal 1973, we
requested $5 billion for manpower programs, the largest amount ever
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provided and the largest number of persons ever to be served by man-
power programs. Certainly we in the Council do not think that we have
reached the end of the line with this. As I said earlier, I think the sug-
gestions that Mr. Feldstein makes in a great number of fields deserve
s lot of study.

_You find us, I must say, at an'awkward point in time for the enun-
ciation of the administration’s policy. This was not a good time for
this hearing, because we are going through the process of making
budgetary and economic policies for the next year, but we will not be
coming forward with the administration programs until January and
it is difficult for me to say what the next steps will be. It is correct that
we have expanded the training programs, we have expanded the in-
formation programs, we have adopted, undoubtedly you helped push
us into it, some degree of public service employment and we are, I
think, as eager as you to make progress in all these programs.

Now, we do have a certain difficulty which authors of papers do not
have—that is, we have to manage the programs that we adopt and
they don’t. The management of them has turned out to be very difficult.

But T don’t think we ought to be placed in the position of being
negative about these programs. We have provided considerable money,
we have initiated the job bank, the computerization of labor market
information, we have taken a number of steps about which other people
can give you more detail than I.

I think everybody who is working in this field recognizes that many
things that looked good 10 years ago and in which we all placed a
great deal of confidence are, at this point, hard to evaluate. It is al-
ways easy to say that programs we have not yet tried will work whereas
the ones that we have tried do not. We want to continue making
effort and probing in this field.

The Feldstein paper is very important in indicating the relation
between the expectations of the workers and the possibility of em-
ploying them and so on. '

Chairman Proxmire. Well, T take it from your response that you
at least are very emphatically knocking down the report that we have
had that the administration intended to kill the employment services
program. You are not going to kill it, you intend to expand it. Is that
correct ?

Mzr. Stern. Well, I am not making any promises about what the
fiscal 1974 budget will contain. I can only say that the story in the
Star, if it implied that the decision had been made to kill it or reduce
it, was incorrect. The problem of the fiscal 1974 budget is before us.
There are a lot of decisions to make, and that one has not been made.

Chairman Proxyire. Let me just ask you this at this point. In the
annual report, you made a pledge and a promise to the Congress. You
said this: “Are there persistent structural characteristics in the mod-
ern American economy that make inflation inevitable, or inevitable in
the absence of high unemployment ? If so, can these characteristics of
the economy be changed? Upon the answers to these questions will
depend the possibility of holding down the rate of inflation after
phase IT ends, not only below the heights reached after the Vietnam
war expansion, but to an even lower level. These questions will be the
subject of a study by the Council of Economic Advisers.”
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The question is what has that study shown? What have you done,
what are you going to do? How are you going to be able to hold down
inflation and get the employment ‘increase and the unemployment
drop so clearly and emphatically provided in that promise ?

Mr. Steiv. We are not prepared to state the conclusions of that
study today. The study is going forward. A number of people on our
staff under Mr. Solomon’s direction are working on it. We will have
more to say about it in our report.

Chairman Proxaire. That was almost a year ago.

Mr. Strx. Well, we have several months before our report comes
out.

We have seen during this year encouraging progress toward simul-
taneously raising employment, reducing unemployment, and reducing
the rate of inflation. We are by no means discouraged about the pros-
pects and we look forward to making progress, both by the continued
expansion of the economy and by improved specific measures.

But having now become aware that general expansion of the economy
doesn’t do everything, it would be a mistake to conclude that the gen-
eral expansion of the economy does not do anything. This we regard
as a major element in reducing the unemployment rate from this point
forward.

After I had just indicated that there were two views of the relation
between the rate of inflation and the rate of unemployment, I was
about to say within each of these views there would be disagreement
about the numbers. If there is some rate of unemployment that cannot
be reduced by demand stimulus, regardless of inflation, what is it?
If there is a trade-off between unemployment and inflation, what are
its dimensions? Presumably these magnitudes change over time, for
example, as the composition of the labor force changes. They would
be different after several years of rapid inflation than after several
years of price stability. They would also differ according to the initial
rate of unemployment. The unemployment rate that could be attained
in 6 months without inflation would be different if we start with 6
percent unemployment than if we start with 4 percent.

Over the past 20 years the most frequently cited number for the
practical minimum achievable by macroeconomic policy is 4 percent.
This rate is also the one which was adopted when the Council of Eco-
nomic Advisers, in its 1962 annual report, specified a target rate for
the first time. When this rate was put forward in early 1962 the actual
unemployment rate was 5.5 percent, and the 4-percent target rate
was put forward as an interim target to be achieved in 1963, with the
hope that the achievable rate would then be lowered still further by
effective manpower policies. However, the actual rate remained be-
tween 5.4 and 5.9 percent for 2 more years through early 1964, after
which it began to decline steadily, and the concept of 4 percent as an
interim target was retained. In 1966 the pressure of defense mobiliza-
tion reduced the rate to just below the interim target and prices began
to rise. To quote the Council’s 1967 report :

In 1966 as unemployment hovered just below four percent of the labor force,
prices rose at a clearly unacceptable rate * * * the experience of 1966 clearly

suggests that expanding demand cannot lower the unemployment rate much below
the present level without bringing an unacceptable rate of price increase.
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Disagreement also exists about the feasibility of reducing the mini-
mum noncyclical unemployment rate, whatever it might be, through
the use of manpower policies.

Chairman Proxarre. I want to be sure I understand that. You just
said, as I understand it, you quoted the former Council of Economic
Advisers as saying the experience of 1966 clearly suggests that “ex-
panding demand can’t lower the unemployment rate much below the
present Jevel without bringing an unacceptable rate of price increase.”
Then you use the quotation and other arguments to justify your failure
to establish an unemployment target. But today we have a 5.5-percent
unemployment rate, not 4 percent or less. So that it may be, although
1 don’t necessarily accept that that demand can’t go very much below
4 percent without serious inflation. But that does not argue that it
can’t go much below 514 percent.

Mr. Stein. We agree with that. T was trying to say 10 minutes ago
that we believe expansion of demand and general expansion of the
economy will reduce the rate significantly below 514 percent.

Chairman Proxmire. Then why not set your target at 4 percent
and make it clear and explicit? Previous administrations have done
ift as you just said, but this administration continues to back away

rom 1it.

Mr. Stern. Well, T will come to that point.

Chairman Prox»ire. All right.

Mr. Stern. I am here talking about structural or manpower meas-
ures. The disagreement centers on the desirability and effectiveness
of alternative approaches available to manpower programs. Some
analysts fecl that a great deal can be done along these lines and that
it should be done whereas others are more skeptical.

Given the wide range of opinion about what the target rate of un-
employment should be in today’s context, we believe it would be count-
erproductive to establish any explicit number as a target. Such a
number, in our opinion, would be either redundant to misleading. The
proper course of action is for policy to seek an expanding economy,
and a continuously expanding level of useful employment opportuni-
ties and to pursue such policies as steadily and for as long as possible.
We regard this as the most efficient way of durably maximizing the
level and growth of useful employment and of minimizing the level
of unemployment. At the same time various forms of manpower pol-
icles that appear to be efficient can be used to reduce the level of
achievable unemployment even further.

In our opinion the best contribution which macroeconomic policy
can make to the future of employment and unemployment is (1) to
steer the economy to the zone of full potential output; and (2) to do
so in such a way and at such a pace that once having reached the zone
of potential output the level of economic activity could continue to
expand for a long stretch of time in line with the normal growth of
supply capacity. This policy, if it can be carried out successfully, will
maximize the level and growth of useful employment over time and
thus minimize the longrun level of cyclical unemployment. A signifi-
cant volume of noncyclical unemployment will remain. The proper
cure for this phenomenon lies not in departing from the prudent path
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of macroeconomic policies but rather in the development of structural
policies, including effective manpower programs.

Chairman Proxmire. Exactly. And where are we?

Mr. Stein. That is the objective of the present search.

Chairman Proxmire. You are looking for them. You can’t tell us
what they are after 4 years in office? You are looking for them?

Mr. SteN. The development of manpower policies in its recent
incarnation goes back to about 1961. We have Increasing experience
and we have an increasing number and variety of manpower pro-
grams. We have studied a number of alternative. One of our major
efforts when we first came here in 1969 was to see if we could devise
a tax incentive program to stimulate the employment of the hard-to-
employ. We found that not to be practicable. Maybe we were not suf-
ficiently imaginative. But at least a year’s study in the Executive
Office and the Treasury was devoted to that problem. There is a good
deal of continuing work in the Department of Labor addressed to this
problem and it will continue.

We are part of the continuing process of attempting to improve
these programs. As I have said, we now have more people involved
and are spending more time on it than ever before and we have peo-
ple at work in trying to improve it. But I cannot——

Chairman Proxmire. That is really a very discouraging report, Mr.
Stein. You are telling me that you have tried tax Incentives; they
didn’t work. You have got more money and more people involved in
this than ever before, but after 4 years, there is no recommendation.
There is nothing explicit, no program. You are going to recommend
to the Congress to begin to do something about these structural prob-
lems that you say are the main focus of your effort to get the unem-
ployment level down.

Mr. Sterv. I haven’t said they are the main focus and I don’t think
it is correct to say that——

Chairman Proxmire. Well, there are no other

Mr. Stein. We have said many times that this is a two-handed
game. There is the macroside and there is the structural side and we
are engaged in both. It is erroneous to say that we have not yet begun
to do something on the structural side when we now have these very
large-scale programs going on.

Chairman Proxmire. Well, you see, my reaction to that is that on
the macroside—that is, the program putting people to worlk by spend-
Ing more money than you are taking in, running deficits—isn’t work-
ing, hasn’t worked. It may work in the future, may not. On the specific
side of providing particular jobs, you say you are studying it. You
have tried one, it didn’t work, but you have a lot of money, a lot of
people working on it, but no specific program.

Mr. Ster. First, I don’t see how you can say the macropolicies are
not working when there are 214 million more people employed today
than a year ago. In the second place, I don’t see how you can describe
what we are doing as a study when we are spending $5 billion on
manpower programs this year.

Chairman ProxMIrE. You don’t have any specific recommendations.
As far as 214 million more people at work, we know we have an ex-
panding population and we know we have a situation where many
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that line as given with a great degree of certainty, and we think it
prudent to prepare for the possibility on the one hand that as we
approach this zone we may encounter developments which would call
for slowing down the expansion and on the hand that an even higher
level of output and employment may be attainable. This is a time for
feeling our way, especially because it is so long since the economy was
in the zone of potential output without serious inflation and we cannot
be sure of what may have happened in the interim.

Chairman Proxyire. I don’t want to be unfair, Mr. Stein. Maybe
I am being unfair the way I interpret that. If after almost 4 years in
office for the administration and after the experiences that we have
had in the past that are so vivid in our mind in trying to get unem-
ployment down and the experience with inflation, you say this is a
time for caution, for feeling our way along, for groping in the dark
as if we are somehow blinded and have no sight or hearing and have
no other sense except the sense of touch. It doesn’t seem to make much
sense to me. It seems to me when we have 514 percent unemployment,
we should not have to just grope along for fear we are going to push
our way into a highly inflationary situation. We should be able to
move along with real confidence that we can expand the economy, not
only in view of the unemployment situation, but in view of the fact
that we are running far below factory capacity ; that we could increase
output very greatly without getting into a demand inflation kind of
situation.

Mr. Sterv. I think it is never redundant to advise caution. The fact
is that we are in a kind of situation that we have never been in before.

Chairman ProxmIre. That is always true.

Mr. SteIN. And therefore caution is always necessary.

But I think that our present situation differs in greater degree than
usual—perhaps that is because I am so close to it or we are so close
to it that it may seem so. We do know that there is great anxiety in this
country about inflation; that we set off a rapid inflation once before
by boosting the economy not deliberately but by allowing it to surge
ahead too rapidly through the zone of potential supply; that we do
not know to what extent we have really wrung inflationary expecta-
tions and momentum out of the system. It would be irresponsible for
us to say we are going to go all out for this one objective without

Chairman Proxmire. Well, that is right, but, Mr. Stein, just to
recognize the fact that we have a situation now that we have not had
before. We have controls. We have a situation in which our infla-
tionary prospects have been greatly improved by the fact that wage
costs have been extraordinarily stable in the last several months; that
wage increases have been corrected because of increases in productivity
and have been well below the guidelines. But we do have a control
mechanism in place, in being. Under those circumstances, it seems to
me we do not have to feel our way along very tenderly for fear we are
likely to move into an explosion of inflation. It is quite different from
what we had in the past, especially, as I say, with the great opportunity
for us to use resources that were not used before.

Mr. Stern. That is a possible view of the situation. As I look at the
history, especially the history of foreign countries, that is precisely
the line of reasoning that has led to the breakdown of control systems
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and the resurgence of inflation ; the policymakers begin to think, well,
now I have the inflation side under control by these direct measures
and I can pump, pump, pump on the demand side and I will get
nothing but increase on the side of employment. What they do get out
of it is a washout of the control system. So I do think caution is
necessary.

I should point out, when I talk about caution and the rate of expan-
sion in the economy, we are talking about an economy which in the
past year has risen 7.1 percent. It is our goal to have the economy con-
tinue to rise at a rate significantly above the normal rate of expansion
of the economy; that is, significantly above its 4.3-percent trend rate.
I was only making what I would have thought was a truistic state-
ment : That you have to be careful.

Shall T resume?

Chairman Proxmire. Well, yes, but you see, what I am concerned
about is the constant emphasis on caution and care with respect to
Eushing the economy too much in view of the great emphasis that we

ave had on holding down prices.

I believe, of course, as you do in doing everything necessary to pre-
vent excessive inflation. But as I say, I think one of the reasons why
the control system was put into effect, as I understood it, was so that
we could push the economy more vigorously.

Mr. Stev. And we did.

Chairman Proxmire. Well, it has not given us the answers on unem-
ployment. We still have a tragically high unemployment level. It
has not worked. We have not gotten results. We have not pushed it
enough, apparently. Now we are going with caution and feeling our
way along, step by step.

But go ahead.

Mr. SteIv. Since about the middle of 1970, it has been the policy of
the administration to promote a strong steady recovery of the economy
back to the potential zone. We believed that such a recovery would be
consistent with progress in reducing the rate of inflation.

In the middle of 1971 it appeared that some expansion of the econ-
omy and some reduction of the inflation rate had been achieved. How-
ever, the expansion was too slow and the inflation was still too fast.
Therefore a new policy was adopted on August 15 to speed up the ex-
pansion and hold down the rate of inflation. Since then, production
and employment have risen with exceptional speed. In the past year
real output, as measured by the real GNP, has risen by 7.1 percent,
almost 3 percentage points above normal. While the relationship be-
tween the growth of output on the one hand and the accompanying
decline in the unemployment rate on the other is not a precise one,
the best estimates of this relationship we have tell us that 1 year of fast
growth at nearly 3 percentage points above normal growth, should
reduce the unemployment rate by almost 1 percentage point, after a
one-quarter lag. The forecasts made by the Council early this year
projected a rate of growth of around 7 percent per annum from the
third quarter 1971 level, and our projection of an unemployment rate
declining to the neighborhood of 5 percent by yearend 1979 was based
on this forecast and on the relationship cited above.

86-554—72——10
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The 5-percent level for the unemployment rate projected for year-
end 1972 was quite clearly not put forward as an ultimate target, and
we find it extremely difficult to understand why it has been so fre-
quently interpreted as one. Our expectation is that fast growth, sig-
nificantly above the potential growth path of the economy, will con-
tinue in 1973 and that as a consequence the unemployment rate will
continue to decline in 1973. We will, of course, make a more specific
set of forecasts when the annual report for 1973 is submitted.

The behavior of unemployment during the most recent phase of
expansion can also be described more directly in terms of what has
been happening to employment and the labor force.

From the third quarter of 1971 to the third quarter of 1972, civilian
nondefense employment rose by over 2.6 million. This represents a
very large expansion by past standards: For example, it is about twice
as large as the average annual expansion which took place in non-
defense employment from 1964 to 1968, and almost three times as large
as the corresponding expansion for the period 1960 to 1964.

In spite of the large increase in employment, the number of persons
unemployed has declined by only 220,000 over the same period. The
reason, of course, is that the number of persons available for nonde-
fense employment rose by an abnormal 2.4 million.

The reason for this Jarge increase was that, in addition to the nor-
mal growth of the labor force based on population trends of 1.5 mil-
lion, a cyclical upswing in participation rates added 0.4 million and a
decrease in defense employment added slightly over 0.5 million to the
labor force available for nondefense employment.

We expect that the last two sources of abnormal growth in the
supply of labor available for civilian employment will be smaller in
the future than in the past year. The strong expansion in the demand
for labor is expected to continue. Part of the initial impact of a rapid
expansion in output is reflected in a lengthening workweek, but later
the impact shifts more fully to the level of employment. This means
that some of the employment effect of the expansion we have already
had is yet to come. In addition we expect that output will keep ex-
panding at a rate faster than the economy’s potential growth rate.
These analytical reasons for expecting rising labor demands are rein-
forced by direct evidence in the labor market itself:

1. The ratio of civilian employment to the working population is
high and rising. At 56.1 percent in the third quarter of 1972, this
ratio is already higher than or close to peak levels reached in the past,
such as the third quarter of 1948 (56.1 percent) ; the first quarter of
1953 (56.1 percent) ; the first three quarters of 1956 (56.1 percent) ; the
second quarter of 1960 (55.3 percent) and the third and fourth quar-
ters of 1969 (56.6 percent).

9. Job vacancies in manufacturing have climbed sharply in recent
months.

8. The layoff rate in manufacturing has fallen to levels close to
the lowest experienced since the Korean war, and the hiring rate
for new employees has risen.

We want to make it as clear as possible that our policy is not to
slam on the brakes to stop the economic expansion. Our policy is to
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support economic expansion at a rate above the normal growth of t}lhe
economy and thus steadily cut the unemployment, rate. If we do t 15
cautiously we have a good chance of avoiding distortions and mneweh
inflation on the way up and placing the economy in a sustmnable hig
level orbit for the first time in a very long time. But to overstimulate
the economy now, as part of a deliberate but short-sighted policy,
or, as is more likely, by negligence and lack of discipline, would con-
sign the country to another round of inflation followed by excessive
unemployment. )

We believe that to achieve the “maximum employment” goal of the
Employment Act, strong steady expansion of demand must be sup-
plemented by continuing vigorous efforts to improve labor marlkets,
make more training and information available and reduce discrimina-
tion. The administration’s devotion to this idea is shown by the pro-
vision of $5 billion for manpower programs, the largest figure ever.
The question is always whether any particular program works and
are its benefits worth 1ts costs. L

Experience with these programs in the United States is limited, and .
evaluation of that experience even more limited. We believe that all
possibilities must be explored and the promising ones followed up.
Your committee has evoked some suggestions deserving further con-
sideration, in the course of these hearings, and we compliment you
for that.

Chairman Proxmrre. Thank Yyou very much, Mr. Stein.

Mr. Srexv. I want to get back to our discussions earlier and our ex-
change on the goal that is so simple and so important. Throughout the
1960’s the 4-percent goal was accepted by the administration in office
and generally by the economic profession. But ever since this ad-
ministration has been in office, we have been trying to discover what
its full employment goal really is. All evidence suggests that the goal
has really been raised and you told us this morning that the only
goal you are willing to specify, the only one you are willing to say ex-
plicitly is 5 percent by the end of this year. You say it should be
lower that that, but you won’t say how much lower.,

Now, we have this problem. Secretary Connally, when he was one
of the principal economic spokesmen for the President, said the 4
percent was a myth that we never got down to that level in peace-
time and he said, “I don’t think the American people are willing at this
pomt 1n time to continue the work, to continue all it means in order
to achieve a 4-percent level of unemployment.”

Last year, Mr. Solomon, at a New York Institutional Investors Con-
ference, said, and I quote, “If 4 percent was correct then”—in the
1950’s—“then 4.8, 5 percent is correct now. If 4 percent was too op-
timistic then, then even 4.5 percent is too optimistic now.”

Mr. Soromon. I must correct you on that for the third time, Mr.
Chairman. T have seen that quote and asked for a transcript and it
Wwas a misquote. I wrote a letter to the New York Times, giving my
exact quote,

Chairman Proxmire. We have a tape right here and we will run the
tape of your statement.

Mr. Soromon. I have already corrected that. If that was the noise I
made, I must have misspoken.



136

Chairman Proxmire. Let’s see what you said.

(The following statement was transcribed from a tape played by
the committee:)

... The structure of the labor force has changed dramatically—more women,
more young people, more people looking for first jobs, who generally make the
unemployment rate a little higher, because their search time is longer. This
would add by most calculations at least half a percentage point, so if 4 was
correct then it can’t be correct now ; 4.9 or 5§ is correct now. If 4 was too optimistic
then, then even 4.5 is too optimistic now.?

Chairman ProxMire. That is your voice. It is what you said.

Mr. SoromoN. It is my voice. Qur calculations have shown

Chairman Proxmizre. It is not a doctored tape.

Mr. Soromon. (continuing). That on grounds of age composition
of labor forces only, which is not the only basis, on those grounds
alone, it has added a half of a percentage point to the basic unemploy-
ment rate itself. It is a matter of pure arithmetic. All you do is take
today’s labor force composition and apply it to the specific rates that
existed at the time.

Chairman Proxmire. Let me understand, are you telling us that
this is your present position, too, that four percent, which might have
been correct in the 1950’s, is not correct in 1972% Is that right?

Mr. Soromon. Because of the changing age composition. Now, there
are other changes which have taken place which nobody has docu-
mented and we are not sure in which direction they are moving.

Chairman ProxMIRE. Are you saying it is 4.9 or 5 percent now ?

Mr. Soroxon. No. I have not said it is 4.9. You can forget the 4.9
figure, because I didn’t say it, or perhaps someone jimmied that or
whatever

Chairman Proxmire. We have not jimmied it. '

Mr. Soromon. Your passion of finding it or recording it—I have
written you twice on it.

Chairman Proxmire. It doesn’t say anything but that we have you
dead to rights.

Mr. SoLomoN. Why don’t you recall the 10 times that I have refuted
it and said I didn’t mean it if I said it.

Chairman ProxMire. Perhaps I misunderstood you. I thought you
to say that you did not say it. I did not ever before hear you say that
you misspoke yourself, that it was your mistake.

Mr. Sovonmox. I might have. It 1s the first time I heard that tape. I
don’t even know where it was recorded.

Chairman Proxmire. It was made in New York at the Institutional
Investors Conference, December of 1971.

Mr. Stein. At any rate, Mr. Chairman, this administration has
never put forward any employment target as a longrun goal above 4
percent. We have said 5 percent, in the neighborhood of 5 percent for
the end of this year as a point on a declining path of the unemploy-
ment rate. As you know, for purposes of defining the full employ-
ment budget, we use the 4 percent rate.

Chairman Proxmire. For that purpose, but it seems to me you
back away so clearly. When you and I appeared on the CBS morning

1 Mr. Soloman states: “It should be perfectly obvious from the context of the state-
ment that 4.99% should read 4.5%.”
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show together a couple of months ago, the moderator asked you why
the unemployment rate was not down to 4 percent put forward by
economists as a full employment figure. You responded : “The fact that
economists have hoped for it does not mean it is a standard by which
policy should be judged.”

That seems to me to be a pretty clear backing away from the 4
percent goal. We have heard Mr. Solomon, heard John Connally,
heard Stein.

As you have said, you have not established another goal, which I
think is unfortunate. You have backed away from 4 percent. Appar-
ently, you feel 4 percent is too low, you feel it is unrealistic.

Mr. Stein. We have not said that. In our first economic report, we
set forward a goal of 3.8 percent in February 1970. What we are try-
Ing to get away from is the notion that the unemployment rate at this
moment or some other particular moment must be judged either a
Tailure if it is above 4 or a success if it is below 4.

Chairman Proxmire. You called my attention to something I have
forgotten and I think this is very important. You said in your first
economic statement, you made it 3.8 percent. That is no longer a goal
which you will stand by. You indicated on CBS, Mr, Solomon has
indicated, Mr. Connally has indicated, you are not going to accept
cven a 4-percent goal, let alone a 3.8-percent goal.

Mr. Stery. But I am not going to accept a number bigger or smaller
than th:lw. If you would like, I will accept 2 percent. Two percent is
my goal.

Mr. Soromon. Make it zero. I think it ought to be zero.

Chairman Proxmire. Well, let’s be serious about this. We know that
in the past administrations, when they said 4 percent, that was their
goal, they adopted policies to do that. They adopted fiscal policies,
monetary policies, explicit structural policies to try to achieve that.
They failed in some respects and they got it down only because of the
war. I agree with that.

Mzr. Stein. I don’t think that is correct at all.

Chairman Proxarre. Well, they did. Again and again, Mr. Heller,
Mr. Okun, the other people on the Council of Economic Advisers, ex-
pressed that as the goal.

Mr. SterN. They expressed it as a goal, but what you are saying is
they adopted policies which were calculated to achieve that objective.
If you look at the economic reports during those years, you will not
find many, if any, which project a rate of 4 percent by the end of the
forecast period to which they were addressing themselves. This was a
goal out there to be achieved along a gradual path by expanding the
economy, just as it is for us. And we want to expand the economy in
a steady way and get the unemployment rate down as low as we can
by that process and we want to adopt all structural measures which
have a prospect of yielding a result and reducing the unemployment
rate. We are not committed to stopping at 4 percent.

Chairman Proxaire. Well, the experience I have had in the Senate
tells me that if you set an explicit goal, you may not achieve it. It may
be a very embarrassing goal. It may be politically costly, but it is the
best way to make sure that your policymakers work to achieve a level
that represents real progress.
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Let me ask you this. We discussed before the fiscal and monectary
policies to achieve unemployment and so forth and we have had an
exchange on that. Have you investigated the job-creating potential of
different types of Government expenditures? For example, the Bureau
of Labor Statistics data—at my request they make this study—indi-
cated that a billion dollars spent on education by State and local gov-
ernment yields 104,000 jobs, and that the same amount spent in the
military or defense area would provide 57,000 jobs. Would you not
think that an administration that wants to reduce unemployment
would take these data into account in establishing budget priorities?

Mr. StEi~. I have never heard of these data.

Chairman Proxmire. Mr. Moore testified before our committee a
month or so ago and gave us the figures—I guess 2 months ago.

Mr. SteIN. We think that the

Chairman Proxarire. Because of the labor-intensive element involved
in educational services as compared with the capital-intensive element
involved in defense spending.

Mr. StErx. We have been concerned to some degree in the budgetary
process with the relative job-creating effects of different programs. We
have constantly worked with what we believe is, though it is hard to
calculate, the difference in effect between purchase programs, transfer
programs, grant programs, and so on. To some extent there has been
concern about the geographical distribution of unemployment and the
possible ways of remedying high concentrations of unemployment by
the geographical placing of expenditure programs.

Chairman Proxayre. You have indicated in recent speeches that
the proper course of economic policies is to hold expenditures down
and to avoid any tax increases. I believe also that ought to be our
policy. Yowever, I have read a recent statement by Mr. Murray Weid-
enbaum, whom we all admire and respect, in which he said :

Our collective appetites for new and expanded spending programs have far
outrun the ability of the existing tax system to pay for them. We literally have
mortgaged available federal revenues for many years into the future. The Fed-
eral Government is running a $35 billion deficit this year and little improve-
ment is in sight for next year or the year after.

Yet, additional demands on the public purse are clearly visible, The pres-
sure on the tax system is thus clear—the need to raise more revenue.

Many people agree with Mr. Weidenbaum. Certainly, the study of
the Brookings Institution points to the same conclusion. These are
gloomy prophesics, hut they carry more weight due to the President’s
resistance to. any reduction of military programs and other programs
characterized by substantial waste. ITow do yon propose to hold down
expenditures without touching the vast expenditures for military pro-
grams? Tndeed. the administration has urged a substantial increase
in military outlays? )

Mr. Strin. We have never said that the defense establishment is
exempt from the effort which is being made now to hold down the fis-
cal 1973 budget. I think Secretary Shultz has explicitly said that it
was not exempt. So that qualification in your question is unfounded.

All that Mr. Weidenbaum says, and what everybody else says, is
that our appetite for Government spending is ontrunning the vield
of the present tax system. But our appetite for tax increases is very
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low, too, and I think there is very great resistance, both in the country
and the Congress, to high taxes. ) ]

We believe that in this field as in many others, appetite will have
to be curbed. We are now in the process of going through the fiscal
1973 budget and legislation with great care and developing a pro-
gram, to recommend to the President, which will hold spending within
the $250 billion total.

That also has implications for fiscal 1974 because restraining spend-
ing in fiscal 1973 will reduce the base from which fiscal 1974 starts.
So we are simultaneously looking at the fiscal 1974 effects and the
President is determined to keep spending within bounds.

Chairman Proxarmre. Is it true that the Council that made the rec-
ommendation that cuts to be made next fiscal year, could find only
$4 billion in nonmilitary programs that can be cut?

Mr. Srery. No, we in cooperation with the Office of Management
and Budget have looked at certain programs. We have not made an
exhaustive analysis of fiscal 1974 but we have looked at some
programs.

Chairman Proxarire. Have you made any study and have you found
anything?

Mr. Ster~. We have some staff papers which are for consideration by
Mr. Weinberger and me as inputs into preparing the fiscal 1974 budget.
But that is the present status.

Chairman Proxmige. I suggest if you are having trouble sleeping
at night and you want something which will help put you to sleep,
you might read a book which I recently completed, published on Oc-
tober 6, called “Uncle Sam; The Last of the Big Time Spenders.” I
have a whole series of reductions which should take place, not only in
the military but other areas. I recommend it to you.

Mzr. Sterx. If you want to send me a copy.

Chairman Prox»rIre. It is $6.95.

Mr. Sters. We don’t charge you for our reports.

Chairman Proxyrre. Well, I think that both reports are priced
right. [Laughter.]

One of your illustrious predecessors, Mr. Heller, has recommended
that wage-price restraint could be concentrated on those firms, mar-
kets, and wage contracts which contribute the most to inflation. He rec-
ommends that we let the forces of competition take care of most wages
and prices and that the Government intervene only in those areas
where “competition is not an effective policeman.”

As you know—jyou may not have heard about it—but we are having
hearings next month, the middle of next month, beginning hearings on
what to do after phase II expires. You may not have an opportunity
to testify. You will, of course, give us your views when the report
comes in next year. But because the law expires, as you may know, on
April 30, we ought to get as much debate and discussion on this as
possible before that. I think it would be very valuable this morning if
you wonld give us your views on whether or not we might modify
phase IT and whether you feel we can do it and whether we can follow
the Heller proposal of concentrating in those areas where the pressures
are obviously greatest.
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Mr. Stei~. I think it is a very good idea that you are holding hear-
ings. I think we need to learn not only the sentiment of the country
but the experience of people in the various sectors of the economy in
living with controls and what ideas they have for the future. I hope
vou do not expect me to give you any blueprint of the administration’s
recommendations for next steps in this field. I can assure you we are
now working very intensively on this question. We are quite aware of
the fact that the law expires on April 30 and there are a number of
other decision points that are being approached. But I do not think it
would be useful for me to speculate about what our thinking is on this
matter.

Chairman Proxmire. Could you give us a little more than that? We
get the picture sometimes that the administration is thinking of letting
the law expire, stopping controls within the next 6 months or shortly
after the election. On the other hand, at other times we get the im-
pression that they are still deeply concerned about inflation and think
that controls can continue to be useful, some form of controls, for the
next year or so. Could you give us a little better feel than just the
notion that you can’t tell us a thing ?

Mr. Stein. ANl T can say is that we share the concern that I am sure
vou share and everybody else shares who has some connection with
this matter; that is, we are concerned about the possible revival of
inflation. We would like to see inflation decline. We think that the
controls on the whole have worked fairly well. And as I have said
many times, they have worked better than I expected they would.

On the other hand, we see mounting difficulties. In our own experi-
ence and Jooking at the experience of others, we know that difficulties
mount as time passes. You get farther away from the base periods
from which standards are derived and in an expanding economy you
encounter more and more cases in which there is demand pull and we
know that the system doesn’t deal very well with that. ‘

So there are difficult choices to be made. There are risks, we know,
of staying too long and there are risks of getting out too soon.

Chairman Proxmire. Here is the difficulty I have with this. This
would seem to me to be the time, if there ever is a time, to change the
phase IT structure along the lines that Heller suggests. If we don’t do
1t now, it seems likely that we will be strapped to controls for a genera-
tion—certainly a long, long time. It seems to me if we move into a
phase where the economy is improved, if unemployment is less than
it is now, the economy is expanding more rapidly than we expect
it will, then it seems the case for controls would be much stronger and
it would be far harder to get rid of them.

Mr. SteiN. We agree with that but I hope when you say this is the
time, you don’t mean this morning. That is, we recognize that we have
major decisions to make about this subject and we will have to make
them over the turn of the year and I expect we will do so. But it really
would not be responsible for me to generate speculation about what
these decisions will be. We have to weigh the considerations that are
obvious. We don’t have any secret considerations to weigh.

Chairman Proxmire. Since you became Chairman, Mr. Stein, I
have been impressed with the accuracy and the conformity with pri-
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vate consensus of your GNP forecasts. The pace where you deviate is
unemployment. In your mid-year report, you repeat your earlier fore-
cast of a yearend unemployment rate in the neighborhood of 5 percent.
You fail to say anything about 1973. You have not discussed that this
morning. Most private forecasters are saying the rate will not fall
below 5 percent before the end of next year. What is your forecast? I
am not asking for a goal, I am asking for a forecast.

Mr. Stexn. Well, on that specific subject, we think we will pass be-
low 5 percent before late next year, that we will be well below 5 per-
cent by the end of next year. I have said we think we will be moving
down the range from 5 toward 4 next year. But I am not going to
make any more specific forecast than that.

There is a little range in the private forecasts but I think the private
forecasts one now sees show unemployment declining in 1973. They are
at different speeds and I think we are among those who see perhaps a
more rapid decline than some, but our view is not extreme.

Chairman Proxmizre. You foresee a more rapid decline than almost
all, if you say you will move down toward 4 percent during the year,
well below 5. As I say, the consensus of private economists indicates
that they expect unemployment to stay close to 5 percent until the end
of the year.

Mr. Sten. There are a number of forecasts which have the unem-
ployment rate in the neighborhood of 5 percent for the year, and 414
percent in the fall, but T do not want to pinpoint the probable rate by
the end of next year. There is no decision being made at this point
which requires us to do that. We are working on the budget for next
year and on economic policies for next year. We will prepare a fore-
cast in connection with that work and it will be made available to in-
form you of the reasoning underlying our decisions.

Chairman Proxmmre. The alert staff here called my attention to a
statement which they say you made earlier this morning. You said
unemployment will be below 414, percent by 1973 yearend. T had missed
that. Are you correcting that statement now? You say it will be below
5 and—between 5 and 4, or will you stand by your statement that it
will be below 414 ¢

Mr. SteIN. Yes.

Chairman Proxmire. You will stand by your 414 2

Mr. SteIN. Yes.

Chairman Proxmire. Below 414 %

Mr. Ster~. Yes.

Chairman Proxmire. Now I would like to read you a statement made
by John Ehrlichman. I think it is very important that e recognize
who John Ehrlichman is. Abraham Ribicoff, former Secretary of the
Health, Education, and Welfare, said on the floor of the Senate that
in his experience under President Kennedy, and he said it is no differ-
ent in his view than under President Nixon, it is very hard for a Presi-
dent to deal with his Cabinet officers on a day-to-day basis. He has to
delegate that. President Nixon, like President Kennedy and other
Presidents, has the responsibility to oversee and determine military
policy. Now he is engaged in a political year, political problems, he
has ceremonial responsibilities and so on. Mr. Ribicoff said the man
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who is really running the economy on the domestic side as far as the
Cabinet officers are concerned is John Ehrlichman. So his statements
with respect to economic policy are extraordinarily important.
Ehrlichman said this: “Unemployment is down to teenage blacks, wel-
fare mothers, and folks of that kind . . . people who can’t hold jobs.”

No. 1, would you agree with this statement? Are these 4 million
people presently unemployed entirely teenage blacks, welfare mothers,
and people who can’t hold jobs? o

Mr. Srery. First, I would like to correct the characterization of Mr.
Ehrlichman. He is not the man who runs domestic economic policy.
In fact, he has relatively little to do with it. He does have a good deal
to do with

Chairman Proxmire. This is something that has happened in the
last 2 or 8 days?

Mr. Stein. No, he has never had much to do with economic policy.
He has had a great deal to do with many other domestic policies.

Chairman Proxmire. Who is the man in the White House who runs
things as far as the economic policy is concerned ? I don’t mean this in
any derogatory way. As I say, this is something all Presidents have
to delegate. They can’t handle everything.

Mr. Sterx. I would say if you asked who is the leading figure in
the administration with respect to economic policy aside from the
President, it is the Secretary of the Treasury. Although he is not in
the White House, he is very close. He sees the President a great deal
as other members of the administration do. But economic policy, by
and large, does not go through the Ehrlichman channel, whatever
Senator Ribicoff may remember of the Kennedy administration.

Chairman Proxyrire. He wasn’t speaking, perhaps I misspoke when
1 said economic policy. What T had in mind was the debate over IL.R. 1,
welfare policy. And of course, that isn’t entirely economic policy, but
it has enormous economic impact, has great relevance to unemployment.

This statement by John Ehrlichman, it seems to me, reflects on the
views of the administration with respect to

Mzr. Sterv. Well, it doesn’t. I don’t know exactly what John Ehrlich-
man said. I know that he did feel that he was misquoted and wrote a
letter to Time about it, but I don’t want to enter into that debate.
The statement is incorrect. It is not correct that unemployment consists
entirely of teenage blacks and whatever else was listed in the state-
ment you read.

Chairman Proxmire. You would agree that we have serious problems
with respect to married men and so forth, that that is much higher
than it was in 1967, 1968, 1969, higher than it should be ?

Mr. Ster~. Tt is higher than it was, higher than it should be, yes.

Chairman Proxsire. We all expect a very large Federal deficit
aoain this vear, with or without spending reductions promised by the
President. Taking place during a business recovery, won’t such a
deficit have to be financed largely by the Federal Reserve to keep a new
credit crunch from nipping the recovery in the bud ?

Mr. StarN. We believe in the first place that the common estimates
of the deficit do not take realistic account of the administration’s
determination and the President’s determination to hold down ex-
penditures in fiscal 1973. We believe that we will succeed in holding
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expenditures down to $250 billion, which will give us a deficit in our
most recent estimate of the revenues of about $25 billion. With the
economy in its current condition, this deficit can be financed without
what is sometimes called a credit crunch and without forcing the
Federal Reserve into an inflationary policy, which I do not believe
they would adopt.

Chairman ProxMIRe. Are you saying that you can finance the kind of
deficit you would get with a $250 billion expenditure with present
revenues—what is that, about

Mr. StEIN. About $25 billion.

Chairman Proxaire. A $25 billion deficit. Do you think that can
be done without inflationary monetary policy ¢

Mr. StriN. Yes. We had nearly that large a deficit in fiscal 1972.

Chairman Proxmire. Well, we still have a very serious inflationary
problem in spite of controls.

Mr. StrIn. Oh, yes; but we made progress on it during the last year
and we expect to make progress on it during 1973.

Chairman Proxwmire. This is based on the assumption, of course,
that the President can hold the spending down. You are not relying
on any kind of assistance from a tax increase in 1973?

Mr. SteIN. No, we are not.

Chairman ProxMire. Mr. Stein, the striking difference between our
country and others having far lower unemployment among youth is
the existence of much more comprehensive apprenticeship systems in
those countries. That was emphasized by Mr. Feldstein, when he ap-
peared before us, as you know. Is there not a strong case for improving
and expanding such programs in the United States?

One of our witnesses has stated that the record of the Bureau of
Apprenticeship in the Department of Labor in insuring nondiscrimina-
tory @ntry into its youth programs has been “shameful” and that the
record of the Government in general has been poor. This is not recent.
It extends over other administrations, too. Do you believe something
should be done to improve performance in this regard, and if so, what?

Mr. Sterx. I was impressed with what Mr. Feldstein said about the
necessity to improve the process of transition from school to work.
As T recall what he said, he did not particularly look to the Bureau of
Apprenticeship and Training to make any great contribution there.
Its activities are really very limited. I would not want to characterize
their activities. I do not know enough about them to do that.

But I think that there is a major need to effect improvements which
have not so far been yielded, apparently, by the money we have spent
in vocational training, which is very large. Additional money has been
put into counseling and additional money has been put into the em-
ployment of youth. I think we have to do more to improve the perfor-
mance of these programs.

Chairman Proxare. Well, we put additional money into it, but we
are certainly not getting the kind of results we should. One of the bie
differences, maybe the major difference, between unemployment here
and in England is that their teenage unemployment is very low, about
as low as other groups. Here it is very high. They have an apprentice-
ship program; we don’t. That is generally true of European countries.
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I shouldn’t say we don’t. We don’t have an effective program, a com-
prehensive program, a program that provides skills for young people
so when they finish schooling, they have someplace to go to get the
training that they need to become employed.

Mr. Steixn. I think to be fair to everybody concerned, it should be
noted that Mr. Feldstein pointed out a great many other reasons for
the higher unemployment rate of young people in this country than
in England or the Continent.

Chairman Prox»re. Yes, but this was the sharpest and clearest
difference, the area where it seems to me we can do the most.

Mr. StEIN. This is the area in which most can be done, I would agree.
But I think his analysis suggested that probably some difference would
remain in any case.

Chairman Proxmire. Did you tell me that you thought that the $25
billion deficit is appropriate for macrostimulation at this point. You

said that that is what you would expect it to be but is that what you
think it should be?

Mr. StEIN. Yes.

Chairman Proxumire. How do you answer those—and this is not
. Iy view, so I am asking in behalf of a very large number of people

in the economic profession who say it ought to be $35 billion if you
are really going to expand this economy from a macrostandpoint. The
stimulus just is not enough on the basis of the present program; it
ought to be bigger, $10 billion bigger.

Mr. Stein. Of course, this goes back to the question we discussed
earlier about the rate of expansion and the rate of decline of unem-
ployment that can be expected on the basis of this fiscal program.
We foresee a steady, strong reduction of the unemployment rate, but
not at a pace which is going to upset the progress against inflation.
So that is a quantitative matter. There are people who want %o go
more rapidly, but I remember that I heard these same arguments back
in 1965 and 1966 and I think we regretted it.

Chairman Proxmire. One final question. When I look at the infla-
tion rates for major Western European countries, they all averaged
_ 4 percent or below throughout the decade of the 1960’s. I have a table
here, which I shall place in the record, what they were in every one
of the major countries—West Germany, the United Kingdom, France,
and Japan. The rate of unemployment for West Germany was nearly
always below 1 percent, in France it was below 3 percent, and in the
United Kingdom it was below 4 percent.

Japan had a higher inflation rate, but the unemployment rate was
consistently below 2 percent.

('The table referred to follows:)



{In percent]:

West Germany United Kingdom France ttaly Japan
Change in Change in Change in Change in Change in
Consumer Consumer Consumer Consumer Consumer
Price Unemploy- Price Unemploy- Price Unemploy- Price Unemploy- Price Unemploy-
Index ment rate Index ment rate Index ment rate Index ment rate Index ment rate
1.2 0.8 1.3 2.3 3.9 2.2 2.8 4.3 4.6 1.7
2.4 .5 3.8 2.1 2.5 1.9 2.7 3.7 4.4 1.5
3.5 .4 3.7 3.0 4.9 1.9 5.3 3.2 7.0 1.3
3.4 .5 2.4 3.8 4.7 1.9 6.3 2.7 7.9 1.3
11 .3 3.4 2.6 3.4 1.6 5.6 3.9 4.9 1.2
3.3 .3 4.4 2.3 3.3 1.8 4.4 4.0 7.0 1.2
4.2 .3 4.3 2.4 2.1 1.8 2.1 4.3 4.3 1.4
1.0 1.0 2.0 3.8 3.1 2.3 4.2 3.8 4.2 13
2.0 1.2 5.0 3.7 5.0 2.7 1.0 3.8 6.0 1.2
2.9 .8 4.8 3.7 5.7 2.1 3.0 3.7 4.7 1.1
3.8 .5 7.3 4.0 5.4 2.2 4.8 3.4 8.1 1.2
5.1 .7 8.9 5.3 5.6 2.7 5.0 3.4 6.2 1.3
3.0 (.. 39 ... a0 . 3.8 .. 5.7 .

1541
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Chairman Proxmire. Why can’t we make our economy perform in
a similar fashion?

Mr. Stein. Apparently, they can’t any more. It has turned out not
to be a durable situation.

Chairman Proxuire. Well, 10 years is pretty good, and they did it
without controls.

Mr. SteEIN. Yes; but they all now envy our situation.

Chairman Proxmire. They envy our 5.5 unemployment ?

Mr. SteIN. They envy the fact that we are having simultaneously a
strong recovery and reduction of the inflation rate.

Chairman Proxmire. But their growth, Japan’s growth and Ger-
many’s growth and the growth of these other countries has been far
better than ours. Their utilization of their resources is far better than
ours. And as I said, during much of this period, without controls,
their inflation rate has been better and they still don’t have controls.

Mr. SteIN. But their inflation rate 1s much worse now.

Chairman Proxmrre. Now it is more, I would concede. But it would
seem to me that what you are saying is the one policy that concerns
the administration is inflation to the exclusion of almost everything
else.

Mr. Stern. That is not what we are saying. What we are saying is
we have to balance the objectives and that one naturally gives weight
to these questions in the context of one’s present circumstances and
historical background. We had an Employment Act of 1946 because
we had behind us a decade of enormous unemployment and that was,
in everybody’s mind, the overwhelming problem. Now we have behind
us a more balanced view of what our problems are.

Even then, the Employment Act of 1946, if you read those debates,
as I am sure you have, there were many people who urged the neces-
sity of giving weight to other considerations and that was done in
the act in rather cryptic language.

Chairman ProxMire. Mr. Stein, how would you feel about it, if in
view of the refusal of the administration to set a target for unem-
ployment, if we did what we did in the Housing Act? I put in an
amendment in the Housing Act which set the goals of 26 million
housing starts in the next 10 years. We have not achieved them, but
I think the goals would be useful if the Congress went ahead and
passed legislation to provide an unemployment economic goal.

Mr. Stein. I don’t know what the operational significance of it
would be. I do not think it would be a contribution to public under-
standing of the problem.

Chairman Proxmire. But it is something to work toward and know
which way we are going.

Mr. Stein. We know which way we want to go.

Chairman Proxmire. Well, thank you very, very much, Mr. Stein..
I hope that our exchanges and differences of opinion—I know that
you recognize there is nothing personal about them. You know I have-
the highest regard and esteem for your ability and knowledge. The:
same goes for Mr. Solomon.

I did not mean, Mr. Solomon, by running this tape to do anything
more than make the record clear.

Thank you, gentlemen, very, very much.

The committee stands adjourned.

(Whereupon, at 11:55 a.m., the committee was adjourned, subject:
to the call of the Chair.)



