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EFFECTS OF THE RECESSION ON MARYLAND
COMMUNITIES

MONDAY, JANUARY 11, 1982

CONGRESS OF THE UNir STATES,
SUBCOMMITTE ON INVESTMENT, JOBS, AND PRICES

OF THE JOINT ECONOMC CommrrriE,
Wa8hington, D.C.

The subcommittee met, pursuant to notice, at 10:15 a.m., in room 215,
Baltimore City Hall, Baltimore, Md., Hon. Paul S. Sarbanes (mem-
ber of the subcommittee) presiding.

Present: Senator Sarbanes.
Also present: Betty Maddox, assistant director for administration;

and William R. Buechner, professional staff member.

OPENING STATEMENT OF SENATOR SARBANES, PRESIDING

Senator SARBANES. The subcommittee will come to order.
Today the Subcommittee on Investment, Jobs, and Prices of the

Joint Economic Committee begins a series of hearings on the State of
Maryland to review and document the effects of the recession on Mary-
land communities and their citizens.

In four hearings this week, in Baltimore, Cumberland, Salisbury,
and Silver Spring, the subcommittee will hear from more than 70
knowledgeable witnesses about the severe challenge posed by current
economic conditions to unemployment, business and business invest-
ment, homeownership and community economic development.

The hearings are being held at the request of Congressman Henry
S. Reuss, chairman of the Joint Economic Committee, in connection
with comprehensive hearings which the subcommittee will undertake
beginning the week of January 18 and continuing through the month
of February.

The Joint Economic Committee holds such hearings on the state of
the economy every year, in accordance with the provisions of the Em-
ployment Act of 1946 directing the committee "to make a continuing
study of matters relating to the Economic Report" which the Presi-
dent, pursuant also to provisions of the Employment Act, submits
annually to the Congress.

While the hearings of the Joint Economic Committee on the state
of the Nation's economy in Washington will receive testimony from
Cabinet secretaries, other administration witnesses and leading experts
from the private sector, the subcommittee hearings will focus on the
local impact of the recession in communities across the State of
Maryland.

(1)
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The testimony received in the course of these hearings will constitute
a valuable contribution to the work of the Joint Economic Committee
in developing the policy recommendations that the committee in its
annual report will make to the Congress.

The full committee will, for instance, be hearing on January 26 from
Chairman Volcker of the Federal Reserve Board and on January 27
from Secretary of the Treasury Donald Regan.

The subcommittee hearings come at a critical time for local eco-
nomies and communities in the State. The recession, which last fall
began to spread beyond certain interest-sensitive sectors of the econ-
omy which were already in recession, pushed the national unemploy-
ment rate up to 8.9 percent in December, according to the figures pre-
sented last Friday at the full hearing of the Joint Economic Commit-
tee by the Bureau of Labor Statistics. The November unemployment
rate for Maryland-the November rate-in other words, we lag a
month behind, which was the latest available-stood at 7.9 percent
higher than at any time since the Great Depression of the 1930's.

In the Baltimore area, where the hearings open today, the situation
is especially serious. In the city of Baltimore, where the cooperative
efforts of the public and private sectors have done so much over a sus-
tained period of time to improve the lives of Baltimore citizens, unem-
ployment today is well above 10 percent-making Baltimore the
fourth ranking major city in the Nation in terms of unemployment.

Better than one in two black teenagers in Baltimore is out of school
and out of a job. It is ironic that this should be the case at the same time
that Baltimore continues to be a model for cities across the Nation of
what leadership, commitment, and imagination and responsible use of
resources can accomplish.

High unemployment is both a reflection of and a contributing factor
to recession. It is not the only factor in recession, however. When the
Subcommittee on Investment, Jobs, and Prices held hearings in Mary-
lana just before Labor Day, I remarked that "It is no exaggeration to
say that the problems created by continuing high interest rates are
approaching crisis proportions." The statement remains as appro-
priate today as it was over 4 months ago.

The prime rate has fallen from a high of 20.50 percent in Septem-
ber to its current level of 15.75 percent, but that drop has not been
effectively translated into significantly lower rates for homebuyers,
homebuifders, auto dealers, or the small business community. Indeed,
the Federal Home Loan Bank Board reported just last week that mort-
gage rates declined in early December from 18.16 percent to 17.54 per-
cent nationwide rates which remain far bevond the reach of all but a
few Maryland families. 1981 auto sales nationally were the worst in
20 years.

A third factor in the current recession is the sudden and drastic
reductions in Federal programs which in recent years have enabled
the public and private sectors in Maryland communities to undertake
important economic development and employment programs which
would otherwise never have been undertaken. We are fortunate to be
able to explore this matter today with members of Mayor Schaefer's
administration.

The purpose of the hearings which open today is to document across
the State, with testimony from those directly affected, the conditions
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to which rising unemployment, continuing high interest rates and
other adverse economic indicators attest. These urgent issues will be
examined at length on a nationwide scale in the hearings which begin
in the Joint Economic Committee next week.

It is my expectation that the record of the Maryland experience es-
tablished by these hearings will make an important contribution to
the subcommittee's work and to the response which policymakers must
undertake as they address the grave economic challenges now facing
the Nation.

As our first witness-we have shifted the order a bit-we would like
to have Frank Heintz, who is the executive director of the Maryland
Employment Security Administration, come forward.

Frank will be followed by a panel from the city, assuming all its
members at that time have arrived.

Mr. Heintz, we're pleased to welcome you and are prepared to
receive your statement.

STATEMENT OF FRANK 0. HEINTZ, EXECUTIVE DIRECTOR, EMPLOY-
MENT SECURITY ADMINISTRATION, MARYLAND DEPARTMENT
OF HUMAN RESOURCES, BALTIMORE, MD.

Mr. HEINTZ. Senator Sarbanes, this information I will present sim-
ply confirms the very alarming statistics that you have already shared
with us, that this area of the State, indeed the State at large, is in a
very deep recession at this time and the outlook is certainly not for
improvement over the next couple of months. But for a worsening
economic situation. Your very presence speaks your alertness and con-
cern over this despairing situation, and we appreciate your particular
attention and action to help us resolve it.

The summary information which I will present simply confirms the
alarming deterioration of the Baltimore area economy. And it would
help understand the nature of that deterioration and suggest the out-
look for the immediate future.

To summarize, except for the month of June, every month in 1981
we have seen unemployment rates which have exceeded the prior year.
The unemployment rate in June 1980 and June 1981 was equal at 8.1
percent. But except for that month, we have dramatic increases in the
unemployment rate compared with last year.

November's unemployment rate, as you stated, it was 9.1 percent,
which is the highest on record since 1975. We 'don't have comparable
statistics or data at an earlier time. But were we able to obtain that
comparable statistics. I'm sure we'd find that November's unemploy-
ment rate in Maryland and in the Baltimore metropolitan area was,
indeed, the highest since the Great Depression.

The corresponding rate in November of 1980 was 7 percent. So, in
other words, we had 30 percent higher unemployment rate this No-
vember than we did in the prior year. And these statistics are dra-
matically higher than what we have seen over the past 5 years.

The absolute number of persons unemployed has grown each month.
Each month during 1981 we've had a higher number of unemployed
Baltimore residents and a higher number of unemployed Marylanders.

I'd like to convert some of these percentages into statistics. It's one
thing to say 9.1-percent unemployment in the Baltimore metropolitan
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area. It's another to realize the numbers of persons-it's another thing
to realize the number we're talking about: 96,600 persons in the metro-
politan area were unemployed in November. In the city that's 43,600
persons who want jobs, are looking for jobs and are out of jobs.

Anne Arundel County, 10,700; Baltimore County, 27,000; Carroll
County, 3,200; Harford County, 5,100; and Howard County, 2,200.

A total of 9.1 percent of our labor force is looking for a job, wants a
job, and is unable to obtain a job to support the worker and his or her
family. These compare with rates of 7 percent only a year ago. In
other words, for every 1-percent increase in unemployment in the Bal-
tinore area, we're talking about 19,600 additional unemployed area
residents. And for the State, that converts into a much higher 21,000
number.

The employment trends are obviously opposite. We've had lower
numbers of persons employed for each month in 1981, as compared to
last year, except for the month of June. In November 1981, the number
of employed persons was 20,000 less in this area than a year earlier.
And the 11-month average is 13,000 fewer jobs than in 1980. All other
years on record show significant annual average employment increases,
except for 1981.

In sum, it is a bad circumstance in this area and is felt by 96,000
Baltimore area residents.

Let me analyze quickly some of the industry trends we see. We see
almost uniformly every industry in the metropolitan area is suffering.

The primary metal industries, the unemployment has dropped from
26,400 last year down to 25,000 this year.

In nondurable goods, the employment has dropped from 64,500 down
to 63,700.

In the nonmanufacturing area, from 799,000 only a year ago to
788,000 this time.

Construction is, perhaps, the most dramatic collapse of any of our
industries in the area, and the employment there has dropped from
54,000 a year ago down to 43,000, a 20-percent drop in the number of
jobs in that industry.

In the retail trade, we think there is strength. The employment there
has dropped from 162,400 from a year ago to 157,000 this year.

Finally government, which all of us thought to be secure employ-
ment, the employment in all levels of government in this area has
dropped from 211,000 down to 200,000. So even what has traditionally
been considered to be a secure area of employment, we have seen
dramatic drops.

I'd like to share with you even more current statistics on the number
of persons in this area who are receiving unemployment insurance ben-
efits, because they dramatize what has happened during December, the
last 2 weeks.

Our claim load for the Baltimore metropolitan area in the last 2
weeks of December average 47,700 individuals dependent upon unem-
ployment insurance benefits. That's 20 percent over a year ago and 51
percent over 2 years ago-51 percent in the number of persons who
have to rely on unemployment insurance benefits. We're paying out $6
million a week in benefits.
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And in the last week we reached the all-time record for new claims
processed by our agency. We had 15,900 Marylanders come in to open
up new claims with our agency. It is an all-time high.

The outlook-I offer this with some hesitancy because economists
more learned than I have proved themselves wrong so many times-
and so have I-in the past in making predictions. But certainly it's not
good. We'll see worsened unemployment in January and February.
It's safe to say that the Baltimore metropolitan area will have unem-
ployment in excess of 12 percent.

As to whether we'll see any improvement, I think we'll see some sea-
sonal improvement as the weather improves in March and April. I per-
sonally, though, don't see improvements of a structural nature until
the summer or the fall at the earliest.

So I would say, in summary, the situation here is not good for per-
sons who are seeking jobs. The number of job openings is decreasing.
And I don't see anything in the immediate future that offers hope.

Senator SARBANES. Thank you very much, Frank.
[The prepared statement of Mr. Heintz follows:]
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PREPARED STATEMENT OF FRANK 0. HEINTZ

The severe and lingering economic distress in the Baltimore Area

has been and continues to be widely discussed in the media and in public

forums. Most of our citizens are aware (many, painfully aware) of the

soaring unemployment levels experienced over the last 6-8 months in

Baltimore. Joblessness resulting from Baltimore's ailing economy

continues to grow, reaching previous record levels of unemployment and

establishing new ones.

Your very presence bespeaks your alertness and concern over our

despair. Nevertheless, I welcome the opportunity to officially and

specifically confirm to you the alarming deterioration of the

Baltimore Area economy; to help you understand the nature of the

deterioration; and to suggest to you the economic conditions most

likely ahead.
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Total Unemployment, Employment - 1980/1981 (BMA)

Unemployment

Every month but one in 1981 unemployment (volume and rate) was

above the corresponding month in 1980. The unemployment rate in

June 1980 and June 1981 was equal at 8.1 percent. November's unem-

ployment rate at 9.1 percent is the highest on record, and is nearly

one-third higher than the corresponding 1980 rate which was 7.0

percent, (present data series begins in 1975 but in all probability

the November rate is exceeded only during the depression if rates

during both periods could be comparably calculated). The absolute

number of persons unemployed has grown each month of 1981. In

every month (June notwithstanding) the number was higher than the

same period in 1980. The monthly difference in unemployment volume

between the two years grew regularly (with some respite in summer

when the difference was between one and seven thousand) throughout

the year ending with November 1981 unemployment exceeding November

1980 unemployment by more than 22,000 persons. At this time almost

100,000 Baltimoreans were out of work. The December 1981 figure

though not yet known has undoubtedly grown.
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Employment

Employment trends are expectedly opposite. June 1981 employment

was essentially equal to June 1980 (approximately 988,000 persons). In

every other month of 1981 employment was lower than the corresponding

period one year earlier. In November 1981, employment was more than

20,000 persons less than in November 1980. Monthly changes in employment

during 1981 have been erratic. But the 11 month average (January-

November) of 983,000 is approximately 13,000 below the 1980 annual

average (970,000). All other years on record show significant annual

average employment gains between successive years.

Assessment of Nonagricultural Employment

Manufacturing - so far in 1981 manufacturing's employment decline

of approximately 3,000 jobs is less severe than the 1979-1980 loss of

over 8,000 jobs.

NOTE: 11 month average 1981 (manufacturing) about 157,000

Most manufacturing employment sectors are weak. Some strength has

been noted in electric/electronic equipment with employment stronger

by 1,303 jobs. However, transportation equipment and nonelectrical

machinery are off collectively by over 3,300 jobs over the year.
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Construction - employment in construction was surprisingly strong

during the first half of 1981 but has been in decline since August.

The late deterioration in this sector was due in part to heavy

construction projects already underway.

Transportation, Communication and Public Utilities - employment

in communications, public utilities and railroads remain stable. Erratic

movements caused by stevedoring and trucking industries are evidenced

but relatively small change in employment level has occurred over the

year.

Trade - in November, trade employment was 2,400 jobs below the

year ago level (November 1980). Despite weakness in this sector,

stability and possibly small growth will be provided by employment

at Hunt Valley, White Marsh and the Columbia malls as well as Harbor-

place and other developments in the counties.

Finance, Insurance, and Real Estate - despite high interest rates,

inflation and a very depressed real estate market, employment in this

sector has grown moderately.

Services - November 1981 employment in services industries was up

more than 11,000 jobs since November 1980. Possibly accounting for

this strength are:
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o increased and more regularly automobile servicing

o substitution of inhouse activities (EG accounting) with

outside service contracts.

Government - government employment in November 1981 had fallen

approximately 11,000 over the year. More cutbacks are expected.

1982

Unemployment is expected to continue to reach new highs throughout

at least February or March 1982. Unemployment rates exceeding 10 percent

are expected. Some improvement should be experienced in the spring due

to normal seasonal developments. Hopefully we will also experience

some signs of recovery from the recession at that time--but average

unemployment throughout the year will probably be 9.5-10.0 percent in

the Baltimore Area.

Employment growth if experienced will be sluggish at best. In

most instances, 1980 employment levels will not be matched. Manufacturing

will remain depressed amidst continued layoffs. Government employment

will further decline. Services and trade industries are not expected

to change dramatically. Construction may experience very modest

improvement.

Most hopeful development is that by mid to late 1982 an economic

recovery may have taken hold. Even so, it's effect on the year overall

will be modest at best.

Unfortunately too many unknowns remain including the possibility

that interest rates and/or inflation will remain high stalling even

the start of an economic recovery.
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Senator SARBANES. Last Friday, the Bureau of Labor Statistics an-
nounced the national unemployment figures for the month of Decem-
ber. That rate was 8.9 percent. The national unemployment rate was
7 percent in July. It's gone from 7 percent to 8.9 percent in 5 months.
That is the highest unemployment rate we've had since World War II,
with the exception of May 1975, when it reached 9 percent. The indi-
cators suggest that the unemployment will worsen.

Now, the State unemployment rate figures lag a month; is that cor-
rect?

Mr. HEINTZ. Yes.
Senator SAEBANEB. What is the latest figure you have available,

statewide?
Mr. HEINTZ. The latest is November, which was 8.9 percent. We will

not have December statistics for another 2 weeks.
Senator SARBANES. In another 2 weeks you will have the December

statistics ?
Mr. HEINTZ. Yes.
Senator SAMBANES. Federal testimony on Friday indicated that al-

most all of the rise in unemployment was due to job losses, not to new
entrants in the labor force. Since July, 2 million more people who are
out of work or cannot find work, have been added to the unemployed.
Almost all of those, 1.8 million over that period, are people who have
lost their jobs, not new people coming into the labor force, looking
for jobs.

Do you have any information on that trend in Maryland?
Mr. HEINTZ. The trend in Maryland is exactly the same, new persons

coming into the labor force are unable to find jobs. But the dramatic
increase in unemployment is due to the loss of jobs by those who held
them previously.

Senator SARBANEs. What's the situation with people exhausting
their unemployment benefits?

Mr. HEINTZ. I'm very concerned about that. Typically, we have 25
percent of our claimants who exhaust benefits. We're trending up now
to 40 percent. And I'm concerned that in February or March we will
have over 50 percent of claims going to 26 weeks, using up their full
entitlement and therefore being left without any support during the
balance of their period of unemployment.

Senator SARBANES. The changes imposed by the new administration
cutback the length of unemployment compensation now to 26 weeks;
is that correct?

Mr. HEINTZ. That's correct. The Reagan administration did two
things:

Number one, they eliminated a national trigger that used to turn on
the extended benefits program. Had that not been eliminated, we would
be paying an additional 13 weeks to Maryland unemployed persons
right now.

Second, in another 5 months the Reagan administration's legislation
will require that the State triggers be increased to such levels that the
extended benefits program will go on only in a severe depression.

Senator SARBANES. Are the budget cuts, which your department has
experienced, affecting the ability of your department to deal with the
increased problems that it confronts because of the rising unemploy-
ment? How severely have you been affected?

95-758 0 - 82 - 2
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Mr. HEINTZ. Very severely. For example, since last year, our fund-
ing for processing unemployment insurance claims has been cut back.
We have the smallest staff now we have had in 5 years. Yet we have
the largest claim load.

I'm becoming very alarmed by the daily long lines we have at our
local offices, and I'm really worried about our capacity to handle a
sustained period of unemployment.

Indeed, we have just susLamed another round of budget cuts and we
will have staff cutuacks in our agency within the next month and a
half.

Senator SARBANES. Doesn't that simply mean that the people you
serve will have to wait longer?

Mr. HEINTZ. We'll have longer lines. Our checks will be delayed in
getting out. We'll have more errors in making payments. In sum, at a
time when we ought to be improving our capacity to help the unem-
ployed, the current Reagan administration is indeed reducing sub-
stantially our capacity to serve the unemployed.

Senator SARBANES. As a matter of curiosity, how long is it, ordi-
narily, from the time a person files a claim before he starts to draw
an unemployment check?

Mr. HEINTZ. Typically we issue a first benefits check, 87 percent
of them will go out within 21 days of the claim being filed.

Senator SARBANES. At what point can he file the claim? At that
point must he be out of work?

Mr. 11EINTZ. Yes, the first day the individual is out of work he or
she may file a claim, and within 21 days 87 percent will get the first
check.

Senator SARBANES. That means he or she has to bridge a 3-week
period without an income; is that right?

Mr. HEINTZ. That's correct.
Senator SARBANEs. And then the other 13 percent are within a short

period thereafter?
Mr. HEINTZ. They may have disqualification disputes which hold

up their check.
Senator SARBANES. Have you been able to maintain that thus far,

despite the cutbacks?
Mr. HEINTZ. We have through the quarter ending in September. I

think your quarterly statistics ending December are not going to be
up to that, and I think we'll see steadv deterioration. Senator, in the
5 years I've headed up this agency, we've never had lines of the kind
that we have been seeing over the last 2 weeks.

Senator SARBANES. Thank you very much for your testimony. It's
been very helpful.

I see that the county executive of Baltimore County is with us,
Donald Hutchinson, Donald, I think we would be prepared to take you
right now, if that suits you.

STATEMENT OF DONALD P. HUTCHINSON, BALTIMORE COUNTY
EXECUTIVE, TOWSON, MD.

Mr. HtrrcHINSON. Thank you, Senator, and we do have a handout,
Senator, for your use and for the use of your other committee members.

I appreciate the opportunity to come and speak to you, Senator,
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for a few minutes concerning unemployment and the impact that it has
on Baltimore County and its residents. The simple message that I can
give you is that the situation is bad and getting worse in Baltimore
County. Unemployment in Baltimore County now is at its highest in
its history, 9.3 percent, which is significantly higher than the unem-
ployment rate on a national level.

Senator SARBANES. What is it?
Mr. Htrrcmix-soN. 9.3 percent. That's the highest in its history. The

thing that I think is important to know is that in Baltimore County
the unemployment rate is geographical in nature; that if you take the
county as it surrounds Baltimore City and go to the eastern and
westernmost points, that's where we have the most significant unem-
ployment rates. When Bethlehem Steel and General Motors and Eas-
ton Stainless Steel have significant layoffs, that means unemployment
rates in those communities are sometimes as high as in the mid-teens.
That's a situation that we are approaching now in eastern and in west-
ern Baltimore County. The figure is not as severe in central Baltimore
County, as I said. It is located geographically around the outskirts of
the county.

The decline in the economy is somewhat significant. If Bethlehem
Steel loses 5,000 workers and they're collecting unemployment in sub-
pay rather than full paychecks, the combined spending power in the
community is reduced about $1 million per week; $1 million per week,
which of course has a tremendous impact on the economy of the entire
county.

We cannot tolerate a continued decline in the major industries of
Baltimore County. Foreign steel imports are capturing 20 percent of
today's U.S. steel market, three times the share of several years ago.
The domestic steel industry is operating at 58 percent of capacity, with
22 percent of its workers laid off nationally. The import share of the
U.S. steel market is now comparable to Japan's share of the domestic
auto market.

It is clear that the Federal Government must become more aggres-
sive in its enforcement of antidumping laws in order to give American
industry the time it needs to modernize its facilities and increase its
competitiveness. I believe that Bethlehem Steel's decision to spend
$375 million on modernization of its Sparrows Point plant in Balti-
more County is just one example of American industry's commitment
to modernize. But we cannot reasonably expect wholesale moderniza-
tion to occur without simultaneous action by the Federal Government
to curb foreign dumping in U.S. markets.

As you know, local government has few tools it can use to combat
unemployment directly. CETA jobs, particularly, were one way that
we could help them combat unemployment. Job training programs
through the CETA administration has been very critical to this
county. Last year Baltimore County was forced, the Government it-
self, was forced to lay off almost 1,000 employees, 1,000 employees out
of a total work force of about 6,000 people, people who went on to un-
employment lines and who would ultimately have to go to social serv-
ice benefit programs in order to be able to make out and to be able to
survive within our community.

Baltimore County's CETA job training program has served some
12,735 residents since 1979. It currently places half of its clients in



14

private sector jobs. Another 30 percent are placed in advanced train-
ing programs. Within 2 years after training the typical program par-
ticipant will have reimbursed us for all training costs in terms of in-
come taxes paid into the system. That's within 2 years.

There are other paybacks as well. For example, the program pro-
vides counseling, education, and job training to youngsters who are
school dropouts and criminal offenders. The cost is about $1,700 per
youth. Some 4,000 young people have been enrolled in the CETA pro-
gram; 80 percent found jobs or returned to school. That's 80 percent.
Helping deter a youth from a life of crime has obvious social benefits
and substantial cost-saving benefits. The cost of incarceration today is
about $20,000 per year.

Serious cuts to the CETA job training program at this time will di-
rectly reduce the number of persons we can serve and the kinds of serv-
ices we can offer. Senator, we still have a significant CETA program
in Baltimore County. It is, of course, directed toward the private sec-
tor and not the public sector. But that private sector CETA program-
ing is of critical importance to this county. When our unemployment
levels reach an unprecedented high, we're talking about the possibility
of reducing the Federal jobs program even more. It seems to me that's
going to place a significant increase in burden on Balitmore County
residents.

If unemployment does not soon abate and our ability to train peo-
ple for employment is further reduced, it seems plausible to assume
that local demand for public assistance and basic social services will
increase. Current Federal levels of support in these areas are becom-
ing increasingly inadequate. I'm sure Mr. Heintz has just described
some of that to you.

Between 1976 and 1981 Baltimore County experienced a 53-percent
increase in its AFDC caseload and a 94-percent increase in individuals
assisted by food stamps. The county led the State in the percentage
increases over this time period. Staff to provide these services has in-
creased at less than half that rate. Cutbacks in administrative staffing
seems to make good sense from a distance, but in reality they are criti-
cal. Staffing is critical, in order to provide the services that are essen-
tial to the people of our community. For example, Baltimore County,
like other subdivisions today, is currently showing a surplus of day
care funds, and that's simply because staffing is unavailable. It is not
provided. Without the administration for these programs, the serv-
ices never reach the people who need them.

It is clear that the so-called safety net. Senator, is fast losing its
capacity to support all who are landing within it. The safety net is for
those who are supposed to be the truly needy. The increased numbers
of the truly needy within our subdivision are growing so quickly that
it is impossible for that safety net to hold on.

Local governments and the volunteer sector are going to be asked
to take care of the burden. I find it somewhat ironic, to be quite frank.
The United Way of Central Maryland raised more money this year,
at least in commitments, than it has ever received before. A large part
of the people who are making commitments to the United Way are the
people that work at General Motors and the people that work at
Bethlehem Steel and the people that work at Easton Stainless Steel
Co. The people that are giving financial support are the people that
are going to be losing their jobs. They are not going to be able to be
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expected to pay for that volunteer support. The dollars aren't going to
be available and the private sector is not going to be able to make up,
because these people are losing the income that is in support of the
private sector, the volunteer sector. So the premise is somewhat
ludicrous, because we're taking dollars away in large part from some
of the samne, people that are supporting our volunteer efforts.

It is also, I think-and I said this to the congressional committee
that met here in this same building several weeks ago-it is also, I
think, unfair to believe that local governments are going to be able to
begin to make up the difference. If we had the available tax structure,
perhaps we could do it, but the fact of the matter is that local govern-
ments have available to them that form of taxes which is most unpopu-
lar, and that's the property tax structure. If local government is
expected to make up some of the needed, I think, improvements of
social service programs, then the fact of the matter is that we're
going to have to have other financial resources, resources that have

long been monopolized by the Federal Governnent and by the State
goverilmeilt. Local government officials are not going to make up the
itference through property taxes. If they do, they will no longer be

local government officials, pure and simple, and no one is going to be
able and be willing to make that kind of financial commitment.

Last year in Baltimore County I suggested a 10-cent property tax
rate that would have taken its property taxes to above $3. The county
council reduced it by 5 cents. We are constantly increasing the com-
mitment that we are making to social service progams, to aging pro-
grams, to health programs; but the fact of the matter is that we're
not going to be able to keep up because our largest responsibility is
going to have to be to those traditional services that those people con-
sider to be the most required: education, public safety, police protec-
tion, and fire protection. That's where the large dollars are going to
be spent by all local governments across all of the United States, not
just in Baltimore County. And we're not going to be able to make up
in those programs that have traditionally been the responsibility of
the Federal and State governments. So as unemployment increases,
as our rate goes from 9-plus percent and higher, the fact of the matter
is that we're going to have a greater burden, greater number of peo-
ple are going to require social service benefits at the same time that
the Federal Government is making cutbacks in these programs.

It seems to me that the safety net is falling apart. It is increasing
in reality when, on a Federal level, the Federal Government is assum-
ing that it's going to be reduced in size; and the fact of the matter
is it's not going to have the capacity to care for all those people that
are presently within it.

The President had suggested, and the President's economists have
suggested, that the trickling down impact of the economy, the trickling
down impact of making more dollars available to industry and the
corporations, ultimately will get down to the work force. I think,
Senator, it's fallacious in one major way, and that is to think that
people can survive 2, 3, or 4 years until the trickle hits the bottom.
I think that is most unfortunate, and I think that that's what we're
going through in this county and it's something that many of our
residents cannot afford to see happen to them or to their families.

Thank you very much.
[The prepared statement of Mr. Hutchinson follows:]
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PREPARED STATEMENT OF DONALD P. HUTCHINSON

Thank you, Mr. Chairman.

I appreciate this opportunity to respond to your

inquiry regarding the impact of unemployment and the recession

on local jurisdictions. And I hope that at the conclusion of

this series of hearings, you will have the documentation you

need to deliver a clear and simple message to your fellow members

of Congress.

The message is:

"The situation is bad and getting worse."

In Baltimore County, which is in many ways a microcosm

of the national economy, the problem is twofold. On the one hand,

high interest rates, foreign competition and outdated production

facilities are driving up jobless rates at a staggering pace. At

the same time, federal funding cutbacks in such areas as social

services and job-training are seriously inhibiting the ability of

local government to meet the growing human needs created by

unemployment.

Today, Baltimore County is experiencing an unemployment

level that is unprecedented in its history--9.3 percent, or nearly

30,000 people out of work. Contrary to normal seasonal trends,

the jobless rate has climbed steadily since September, and shows

no real signs of declining. Here, as elsewhere in the nation,

downturns in the homebuilding, auto and steel industries are

creating unpleasant economic realities not just for laid-off
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workers but for the overall economy. For example, when 5,000

workers from Bethlehem Steel are collecting unemployment compen-

sation and sub-pay rather than full paychecks, their combined

spending power in the community is reduced by about $1 million

per week.

Obviously, we cannot tolerate a continued decline in

these major industries. Foreign steel imports are capturing 20

percent of today's U.S. steel market--three times their share

several years ago. The domestic steel industry is operating at

58 percent of capacity, with 22 percent of its workers laid off

nationally. The import share of the U.S. steel market is now

comparable to Japan's share of the domestic auto market. It is

clear that the federal government must become more aggressive in

its enforcement of anti-dumping laws in order to give American

industry the time it needs to modernize its facilities and increase

its competitiveness. I believe that Bethlehem Steel's decision

to spend some $375 million on modernization of its Sparrows Point

plant in Baltimore County is just one example of American industry's

commitment to modernize. But we cannot reasonably expect wholesale

modernization to occur without simultaneous action by the federal

government to curb foreign dumping in U.S. markets.

As you know, local government has few tools it can use

to combat unemployment directly. And the few tools we have been

using--such as job-training and Industrial Revenue Bonding--are

now being threatened at the federal level. Since 1979, Baltimore

County has used the IRB program to authorize nearly $174 million

in local capital expansion funding. This action has created or
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retained some 6,000 jobs. I am hopeful that if changes are made

in this program, they will be aimed directly at eliminating isolated

cases of abuse, rather than at the overall program itself.

I am not so optimistic where federal job-training programs

are concerned. The elimination last year of the Public Service

Employment portion of the Comprehensive Employment and Training Act

program forced Baltimore County to lay off about 1,000 workers.

Further cutbacks in the job-training program would seriously jeo-

pardize our ability to help unemployed persons develop basic job

skills. Cutbacks would also greatly reduce local government's

ability to provide the special skill training that is becoming

more essential as industry modernizes. The capacity of a jurisdic-

tion like Baltimore County to offer a technologically skilled work-

force is critical not only in terms of local employment levels, but

also in terms of attracting new industry to the area.

Baltimore County's CETA job-training program has served

some 12,735 residents since 1979 and currently places half its

clients in private sector jobs. Another 30 percent are placed in

advanced training programs. Within two years after training, the

typical program participant will have reimbursed us for all training

costs in terms of income taxes paid into the system. There are other

pay-backs as well. For example, the program provides counseling,

education and job-training to youngsters who are school drop-outs and

criminal offenders. The cost is about $1,700 per youth. Of the

some 4,000 youths who've been enrolled in the CETA program, 80 percent

found jobs or returned to school. Helping deter a youth from a life

of crime has obvious social benefits, and also cost-savings, since

we must spend between $15,000 and $20,000 per year to incarcerate just
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one person.

Serious cuts to the CETA job-training program at this

time will directly reduce the number of persons we can serve and

the kinds of services we can offer--just at the time when our unem-

ployment level has reached unprecedented highs. The only other

local mechanism we have to train the jobless is local public edu-

cation. We have greatly increased the communication between schools

and industry, in an effort to provide the skill training local

industry needs. But for the jobless adult, there are two drawbacks:

First, higher education isn't free, and second, jobless people lose

unemployment benefits the minute they enroll in a credited community

college course. The unemployment system itself acts as a disincen-

tive to advanced skill training.

If unemployment does not soon abate, and if our ability to

train people for employment is further reduced, it seems plausible

to assume that the local demand for public assistance and basic

social services will increase. Current federal levels of support

in these areas are becoming increasingly inadequate. Between 1976

and 1981, Baltimore County experienced a 53 percent increase in its

AFDC caseload, and a 94 percent increase in individuals assisted

by food stamps. The County led the state in percentage increases

for both categories. During the past decade, the public assist-

ance and social services caseload in Baltimore County has nearly

quadrupled. Yet staff to provide these services has increased at

less than half that rate. Cutbacks in administrative staffing

seem to make good sense--from a distance. Certainly, they are

easy cuts to make since there is no powerful lobby supporting ad-

ministrative staff. But without adequate staffing to determine
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income eligibility for entitlement programs and to oversee such

services as foster care, adoption, and child abuse programs, we

invite both fraud and limitations on service. For example, like

many other local subdivisions, Baltimore County is currently show-

ing a surplus in daycare funds because staffing is simply not

available to administer the funds under current guidelines.

I believe it is clear that the so-called safety net is

fast losing its capacity to support all who are landing within it.

And it is equally clear that local governments have

neither the dollars nor the mechanisms needed to pick up the slack.

We all know that the graduated federal income tax is the nation's

only progressive tax. Most local subdivisions gain the majority

of their revenues from the local property tax--one of the nation's

most regressive taxes. It is both unrealistic and unfair to assume

that enough new property taxes can be raised to compensate for exist-

ing and proposed federal cutbacks. Many older and low-income home-

owners are already making hard choices between eating and heating.

Drastic increases in their local property taxes would force many of

them from their homes. In addition, increased local responsibility

for social programs would further widen the disparity of basic services

between the so-called rich states and the poorer states. The federal

government is the only level of government prepared to provide an

equitable redistribution of wealth in this nation.

And the plain fact is that if the federal government

ignores its responsibility to provide a secure safety net for those

in need, there will soon be no safety net at all. Locally-elected

officials who try to raise local taxes sufficiently to maintain ser-

vices had best be prepared to bid farewell to public office. Because
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the local property taxpayer simply can't and won't accept the

increased burden.

I do not quarrel with the goal of reduced federal spending

and increased efficiency. But I cannot support a budgetary process

which pretends to save dollars when, in fact, it merely shifts the

burdens. Individuals who lost CETA jobs turned to unemployment

compensation. Persons cut recently from public assistance are

applying for more food stamps. Where will they go from there?

Private charitable groups in Baltimore County are increasing their

generosity in these bad economic times, but they can scarcely be

expected to compensate for the $183,000 per month cutback in public

assistance payments here.

A year ago, we were promised that the federal government

would cut its costs by reforming its procedures, streamlining its

programs, increasing accountability. Instead, we are seeing not

reform, but wholesale elimination of programs.

If we are forced to swiftly dismantle many supportive

services for the needy and the jobless at a time when demand for

those services is so high, we will seriously jeopardize the welfare

of all Americans. I strongly urge you to give states and local

jurisdictions the time they need to absorb existing cutbacks and to

refrain from making future reductions in essential social services.

The safety net is sorely strained. America cannot afford to let it

fall.
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Senator SARBANES. Thank you very much, Mr. Hutchinson.
Let me ask you this question. You have done an extremely effective

job in Baltimore County encouraging economic growth and develop-
ment. A lot of attention is focused on what's been done in the city, and
it ought to be because there have been major accomplishments there.
But I think at the same time in Baltimore County a comparable sort
of development and growth are taking place. That's a tribute to some
very effective leadership.

What effect do you anticipate that the growing recession-as you
say, the highest unemployment now in the county since World War
II-and the budget cuts are going to have on your ability to sustain
the momentum with respect to growth and development in Baltimore.

Mr. HUTCInNSON. We see it already, of course. We see it particularly
in the housing industry. The housing industry has always been a very
significant industry in Baltimore County. We are virtually at a stand-
still with new growth in the housing industry. The recession will have
a tremendous impact there, particularly if interest rates stay some-
what at the level that they are now. They are now leveled off at-there
theory is, of course, that interest rates will begin to go down, and they
have gone down somewhat. The fact is that if you are still talking
about a housing market that calls for interest rates anywhere from
13 to 17 percent, at the same time people are unemployed, people's
family members are unemployed, that housing market is never going
to improve. So the recession will have a tremendous impact upon that.

We have had a very significant industrial revenue bond usage in
Baltimore County in the last 3 years. Dulring my administration we've
used almost $180 in industrial revenue bonds. That is something that
is of very great significance to us in order to combat the recession.
At the same time, our unemployment rate is still going up. The in-
teresting thing I think you have to note is our industrial revenue bond
program oftentimes is directed at the small business person-the
person that's doing $1 million improvement or $2 million improve-
ment or $3 million improvement. Oftentimes that job program or the
jobs that come in as a result of that industrial revenue bond is in the
skilled labor force-the technicians, data processing, computer pro-
grams-people who have had the opportunity to go to advanced
educational institutions in order to achieve some kind of special learn-
ing. The fact of the matter is it doesn't impact Bethlehem Steel; it
does impact General Motors. When those industries are down, our
unemployment is going to be up significantly. So we can use the
mechanisms available to us, but the fact of the matter is unless some-
thing is done to help the large industries in our subdivision, unemploy-
mient is going to continue to increase.

Senator SARBANES. You've had a very imaginative program to re-
develop the older centers of the county, and I have been struck by
the fact that even within a jurisdiction geographically as small as
Baltimore County you have something comparable to the Sun Belt/
Frost Belt phenomenon. You have some areas that are able to move
ahead, and then you have other areas that really need revitalization
and redevelopment. Is it your perception that the recession affects
disproportionately those older areas, and affects your ability to do
what you're trying to do in-what do you call that program?
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Mr. HTUTCHINSON. We call it revitalization, our "Town Center Re-
vitalization Program"; and there s no question it's going to have an
impact. The town centers that have suffered, the commercial town cen-
ters that have suffered financially, suffered because of a lot of things
that happened to them over the past 20 or 25 years. I'm not going
to go through that. There's no reason to go through that today.

The fact of the matter is, though, that those town centers are the
focal point for most of our older communities in the county-Essex,
IDunkirk, Catonsville. and Louello-locations like that that have a dis-
proportionate number of senior citizens in our county. They are the
people whole always had significant financial limitations placed upon
them. They are even today seeing more financial limitations being
placed upon them. That means that their buying power that would nor-
mally go toward revitalization-revitalizing the town center is not go-
ing to be there. A town center can only be revitalized ultimately if peo-
ple decide to spend their dollars within that community. The people
that can be expected to spend their dollars within that community are
the people that live there.

I was just this morning-just an hour and a half ago-at a ground
breaking program in Essex for a senior citizens center that is financed,
in part, by some Federal dollars and by some State dollars, and also
by mostly local dollars. If those dollars weren't available from the
Federal level we may not have been able to do that particular project.
That would have meant that those seniors would have been located and
would have stayed in their homes for lack of any other place to go.

Those are the kinds of people programs that we think are critical.
And while they do not necessarily have a direct impact upon the re-
cession and unemployment, they certainly have an impact upon those
people that are indirectly affected by that recession, indirectly affected
by lack of Federal programs and Federal dollars. And I think the more
you're going to see an increase in cutbacks in Federal funding, the more
you're going to see people depending upon the kind of programs we're
going to put together in our county.

Senator SARBANES. Thank you very much. We know you have an in-
tense schedule this morning. We appreciate your coming.

Mr. HIUTCHINSON. Thank you very much. We appreciate it.
Senator SARBANES. We will hear from the city panel, Mark Wasser-

man, Bernie Berkowitz, and Marion Pines.
Mr. Wasserman, please proceed.

STATEMENT OF MARK WASSERMAN, REPRESENTING HON. WIL-
LIAM DONALD SCHAEFER, MAYOR, CITY OF BALTIMORE, MD.

Mr. WASSERMIAN. Senator, on behalf of Mayor Schaefer, who cannot
be with you this morning and genuinely regrets that, we welcome you
and this subcommittee to city hall. I can't think of a more appropriate
place for you to kick off these hearings than here in Baltimore, where
the problem is deepest and most severe.

As I understand it. this field hearing is to be followed by full com-
mittees, which will ultimately result in the preparation of your annual
report on the state of the Nation's economy.
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Let me say for the mayor's part that he would have an interest in
testifying when the full hearings are held, because this is a subject
about which he cares very deeply. He has been through the issue of un-
employment with his cabinet. It's priority No. 1, 2, and 3. It is our first
priority. We can't speak in national terms, that's beyond our scope, but
we can tell you-and so can the man and the woman in the street just
outside these doors-that the state of our local economy is dismal; it's
grim.

The effects of this partially calculated recession have been harsh and
real. And they can't be glossed over in trickle-down economic philos-
ophy. There's reason to be concerned by the current state of our local
economy. Interest rates stand at levels all of us would have thought to
have been unthinkable only a few short months ago. This is having
a chilling effect on new investment. Construction activity is disturb-
ingly low. Layoffs at our major plants around the metropolitan area
are creating serious economic uncertainty among many families.

When has unemployment been higher in this city? Over 11 percent
and climbing. Can any reasonable person stand still when employment
has climbed steadily among our people to the point where it's above 11
percent? This is a matter of grave concern to us and to you, and we
don't have much time to waste.

I don't think anyone could paint the picture more eloquently than
Mr. Heintz did just a few moments ago.

Many months ago, as you know, as the shape of new Federal policy
unfolded, the mayor spoke out in indignation. His concern was that our
people, particularly the young, disadvantaged, minority, the elderly,
and the handicapped, would hear the brunt of this new Federal eco-
nomic policy. He warned that we wouldn't be able to wait for the dawn
of this promised new economic era in cities like Baltimore. He warned
that we would be stripped of many of the tools we need and have
helped develop to maintain our economic recovery. Yet today, a year
later, with unemployment growing month by month, economists dis-
agree among themselves and when recovery will occur is anybody's
guess.

We submit to this subcommittee that our people cannot simply be
put on hold while the consequences mount. Later during this hearing
you'll hear from Bernie and Marion in more specific detail, but let me
just point to you three interrelated concerns we have as we grapple
with the growing menace of swelled unemployment.

First, we're troubled by the flimsiness of the commitment to that
essential network of support services to which the poor and the un-
employed have access. We can't walk away from our responsibility
to these people who have been bypassed either temporarily or per-
imanently by our economy.

Second, we're being left without an effective response to the deeply
rooted shortcomings of a segment of our labor force. In particular,
minority unemployment is a challenge which must be met in this coun-
try and in the city. Minority youth unemployment is intolerably high.
Creating good work habits and attitudes, providing meaningful work
and training experiences for those poorly equipped to do so on their
own in the private sector, and providing constructive summer employ-
ment for our young people is a vital, if not critical role for our Gov-
ernment to be playing. This need only magnifies during this time of
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recession. We're talking about survival skills. We're talking about pro-
viding entree into that private sector which fuels our economy. People
like Marion Pines can supply that bridge, but it takes money to take
on this challenge, and it's not there today.

Finally, a word about our economic development efforts. Baltimore
has assumed the role of economic development activist, as this gentle-
man to my right can attest. We must. assume a key role in a complex
competitive environment. If a major urban area like ours is to survive
and grow economically, we have to actively stimulate job production.
This means finding and developing sites, assisting with financing-in
short, doing whatever it takes to tip investment in our direction. We
can't have both of our hands tied behind our backs and accomplish
this.

The Federal Government must acknowledge its role in facilitating
job creation and economic development in the Nation's urban areas.

Let me conclude by again applauding the effort of the Joint Eco-
nomic Committee in getting out of Washington and hearing firsthand
the toll which unemployment is taking in Baltimore. Please carry the
message back. There are deep economic and social, even human con-
sequences, involved in watching passively while unemployment surges
in Baltimore and its sister cities. The tools we've used to combat the
evils of unemployment are being removed at the very time when
thev're needed most. We will survive. We will search for a reserve of
resiliency, and the private sector may and probably will help us
develop some new responses. But the Federal Government cannot, must
not ignore its obligation to help us address this most serious of
challenges.

Senator SARBANEs. Thank you for a very thoughtful statement.
Ms. Pines, please proceed, as you wish.

STATEMENT OF MARION W. PINES, EXECUTIVE DIRECTOR, MAYOR'S
OFFICE OF MANPOWER RESOURCES, CITY OF BALTIMORE, MD.

Ms. PINES. Thank you, Senator. It's good to have you in Baltimore,
and I again applauid your sensitivity in coming here where we're faced
with such serious problems now. I don't want to repeat what everyone
has said this morning. I'm beginning to feel a little bit like I'm in a
Fellini movie, where I've been asked to come and play tennis, and I
can't find the ball, and I can't find the net.

And that's kind of the problem that we're faced with now. We have
these very serious problems at a time where we have no resources or
such shrinking resources we can hardly cope with them.

I think Mark very eloquently stated the mayor's philosophy. "We
will survive," but we're surviving at a very serious cost, and I think
we have to look at who is paying that cost.

We have-in the area of job training and job creation, we have
seriously reduced our efforts. We probably had more than 40,000
people that received our services last year. Not probably, but we had
more than 40,000 people that received services through the manpower
training system last year. We're going to have under 15,000 who will
get those services this year, if we're lucky. That's at the point where
the budget now stands. Who knows where it's going to end up after
appropriations, or if we get appropriations.



26

In the area of summer programs, we had over 10,000 kids in gainful
employment last summer. We're looking at something like maybe
half that this summer.

Yes, we have reduced administrative costs. What does that mean?
That means we laid off 115 people last Monday to save administrative
costs. They are now over standing in line, probably out at Frank
Heintz's shop.

You have stated and so many people here have stated it also, while
we're trying to solve the country's long-term economic problems, we
really must look at what short-term costs are doing and who is
bearing that cost. And what concerns us is what productive use is
being made of funds that surely are being spent, and they're being
spent in unemployment insurance and social service payments.

Would it not be better to have people engaged in productive
activities as taxpayers and in terms of the kind of self-pride that's
generated from doing productive work.

It seems to us the job ahead of your subcommittee is to come out
with not only assistance in long-term strategies for strengthening the
economy of this country, but in developing some kind of short-term
strategies, so that we wait for this miracle of the "trickle-down"
theory to take place or come about, and I guess we're all praying it's
going to come, but certainly even the administration is recognizing
it's trickling a lot slower than anybody would have anticipated. And
over these next 2 to 3 years, we have got to have a short-term, non-
inflationary policy that is going to do something in terms of job
creation and developing the productivity of the labor force.

It is out there. It is waiting to have its skills channeled and devel-
oped. And it is just an unbelievable waste of human resources. An
unbelievable waste of human capital to let that lie fallow. So I think
the challenge among all of us to convince the American people that
this is a very nonproductive course to take.

[The prepared statement of Ms. Pines follows:]
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PREPARED STATEMENT OF MARION W. PINES

I WANT TO THANK THE WEMBERS OF THE JOINT ECONOMIC CtJMMITTEE FOR

TRAVELING TO BALTIMORE TO LOOK FIRST-HAND AT THE IMPACT OF TODAY'S

RECESSION ON A CITY THAT HAS TURNED THE CORNER FROM URBAN DETERIORATION

AND IS NOW ON THE MOVE TO URBAN PROSPERITY. THE CURRENT RECESSION

COMPOUNDS THE HARDSHIP CAUSED BY THE BUDGET REDUCTIONS, PARTICULARLY

IN AREAS LIKE BALTIMORE WHERE THE PROBLEMS OF THE POOR AND DISADVANTAGED

ARE CONCENTRATED. BUT BALTIMORE IS AND WILL REMAIN ON THE FOREFRONT BECAUSE

WE HAVE LEARNED THROUGH EXPERIENCE HOW TO USE FEDERAL, STATE AND LOCAL

INITIATIVES TO REBUILD OUR INDUSTRIAL BASE, TO EXPAND OUR LOCAL SERVICE

ECONOMY, AND TO REVITALIZE OUR NEIGHBORHOODS. IN SHORT, WE HAVE LEARNED

HOW TO ENCOURAGE THE CREATION OF NEW JOBS AND TO PREPARE OUR RESIDENTS

TO FILL THOSE JOBS.

BECAUSE OF BALTIMORE'S TRADITIONAL INDUSTRIAL ECONOMY, THE CITY AND

ITS SURROUNDING AREAS HAVE BEEN HIT ESPECIALLY HARD BY THE CURRENT RECESSION.

95-758 0 - 82 - 3
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PRIOR TO THE DOWN-TURN, INDUSTRIES LIKE GENERAL MOTORS AND BETHLEHEM STEEL-

TWO OF THE AREAS LARGEST EMPLOYERS - WERE ALREADY FEELING THE EFFECT OF HIGH

INTEREST RATES AND FOREIGN COMPETITION. WITH THE RECESSION CAME HIGHER

INTEREST RATES, REDUCTIONS IN CONSUMER PURCHASING POWER AND A GENERAL SLOW-

DOWN IN ALL PHASES OF THE ECONOMY. THE RECESSION HAS THEREFORE CRIPPLED THE

HIRING CAPACITY OF MANY OF BALTIMORE'S LARGEST MANUFACTURERS. COUPLED WITH THE

LONG-TERM SHIFT AWAY FROM MANUFACTURING AND TOWARD SERVICE INDUSTRIES, BALTIMORE

AND THE REST OF THE NATION MAY HAVE PERMANENTLY LOST A LARGE PORTION OF AN

IMPORTANT SECTOR. FOR THESE REASONS, I BELIEVE THE FEDERAL GOVERNMENT HAS A

RESPONSIBILITY TO PROVIDE RETRAINING AND OTHER MEASURES TO HELP THE MILLIONS

OF AMERICANS HURT BY THE RECESSION MOVE BACK INTO THE LABOR MARKET.

MAYOR SCHAEFER HAS TOLD YOU ABOUT THE SACRIFICES THIS CITY HAS MADE TO

ABSORB THE FEDERAL BUDGET CUTS, THE CETA PROGRAM IN PARTICULAR HAS BEEN

SLASHED BY 70% IN ONE YEAR, AND AS A RESULT 3,000 ECONOMICALLY DISADVANTAGED

PUBLIC SERVICE EMPLOYEES HAVE LOST THEIR JOBS; THERE WILL BE 1800 FEWER

SKILL TRAINING OPPORTUNITIES FOR STRUCTURALLY UNEMPLOYED CITY RESIDENTS

THIS YEAR; AND WE HAVE HAD TO ELIMINATE MORE THAN 8,000
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EMPLOYMENT AND TRAINING SLOTS FOR POOR AND UNEMPLOYED YOUTHS. THIS COMES

AT A TIME WHEN THERE ARE OVER 44,000.UNEMPLOYED ADULTS AND 25,000 UN-

ENPLOYED MINORITY YOUTHS IN BALTIMORE CITY. PUT SIMPLY, THE BUDGET CUTS

HAVE LEFT THE NATION, AS WELL AS LOCAL GOVERNMENTS, UNABLE TO TRAIN AND

EMPLOY MORE THAN A FRACTION OF OUR UNEMPLOYED TAX USERS. BUT BALTIMORE'S

MANPOWER PROGRAM WILL MAKE DO WITH WHAT REMAINS - WE HAVE ELIMINATED SOME

VERY FINE fRAINING PROGRAMS, CUT BACK ON OTHERS, AND CONSOLIDATED STILL

MORE; TO SAVE PARTICIPANT WAGE COSTS WHICH ANNUALLY CONSUME 67% OF OUR

PROGRAM BUDGET, WE WILL PAY A SMALL WEEKLY STIPEND TO MANY OF OUR TRAINEES;

TO SAVE ADMINISTRATIVE COSTS, WE HAVE REDUCED OUR WORKFORCE 70 PERCENT AND

CURTAILED OUR OUTREACH AND PLACEMENT EFFORTS. BUT EVEN THESE STEPS CAN

HARDLY OFFSET THE HUGH LOSS IN CETA RESOURCES. THE BOTTOM LINE IS, OF

COURSE, FEWER AND FEWER EMPLOYMENT AND TRAINING SERVICES FOR THOSE MOST IN

NEED - THE STRUCTURALLY UNEMPLOYED AND THE ECONOMICALLY DISADVANTAGED.

IT IS A SAD IRONY THAT AS THE REAL NEED FOR EMPLOYMENT AND TRAINING

PROGRAMS IS RISING, THE FEDERAL COMMITMENT TO HELPING THOSE IN NEED IS

DISAPPEARING. CETA IS A PROGRAM THAT WORKS. THE CONTINUOUS LONGITUDINAL

MANPOWER SURVEY, WHICH HAS BEEN TRACKING CETA PARTICIPANTS FOR ALMOST FIVE
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YEARS, SHOWS SIGNIFICANT INCREASES IN BOTH THE FREQUENCY AND DURATION OF

UNSUBSIDIZED EMPLOYMENT, AS WELL AS POST-CETA WAGE GAINS, FOR CETA

TRAINED INDIVIDUALS COMPARED TO A NON-CETA CONTROL GROUP. SIMILAR STUDIES,

INCLUDING THE TAGGART COST-BENEFIT ANALYSES AND THE RECENT JOHNS HOPKINS

UNIVERSITY STUDY, HAVE SUPPORTED THIS EVIDENCE.

MANPOWER PROGRAMS MUST BE CONSIDERED AS AN INVESTMENT IN HUMAN CAPITAL.

STUDIES HAVE SHOWN, FOR EXAMPLE, THAT EVERY DOLLAR SPENT BY THE FEDERAL

GOVERNMENT ON ON-THE-JOB TRAINING RETURNS $2.28 TO THE ECONOMY THROUGH

INCREASED PRODUCTIVITY, HIGHER TAX REVENUES, AND LOWER INCOME MAINTENANCE

EXPENDITURES. SIMILARLY, EVERY DOLLAR SPENT ON CLASSROOM TRAINING RETURNS

$1.14 TO THE ECONOMY. WHAT THESE NUMBERS DO NOT REFLECT, HOWEVER, ARE THE

PERSONAL BENEFITS OF BEING EMPLOYED - INCREASED SELF-SUFFICIENCY AND SELF-

RESPECT.

UNFORTUNATELY, FEDERAL EMPLOYMENT AND TRAINING PROGRAMS, INCLUDING

CETA, ARE RARELY VIEWED AS AN INVESTMENT. THE COSTS TO THE TAXPAYERS OF

TRAINING AN UNSKILLED WELFARE RECIPIENT MUST BE RELATED TO THE BENEFITS

OF LOWER WELFARE PAYMENTS AND HIGHER TAX REVENUES ONCE THAT INDIVIDUAL

BECOMES EMPLOYED. WHEN LOOKED AT IN THESE TERMS, THE OUTLAYS
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FOR CETA APPEAR COMPARATIVELY SMALL NEXT TO THE COSTS OF INCOi'E MAINTE-

NANCE PROGRAMS.

WE HAVE A SUCCESSFUL CETA PROGRAM IN BALTIMORE BECAUSE WE HAVE LEARNED

HOW TO USE CETA TO SIMULTANEOUSLY ACHIEVE NATIONAL AND LOCAL OBJECTIVES.

AS A MEANS OF EMPLOYING THIS NATION'S AND THIS CITY'S UNEMPLOYED TAX

CONSUMERS, WE PROVIDE MARKETABLE SKILLS TO THE STRUCTURALLY UNEMPLOYED.

THROUGH LARGE SCALE "CLASSROOM SKILL TRAINING", WE ARE ABLE TO PROVIDE

SPECIFIC OCCUPATIONAL SKILLS IN RESPONSE TO ANTICIPATED LABOR MARKET

DEMANDS; "ON-THE-JOB TRAINING" PROGRAMS TRAIN UNEMPLOYED PARTICIPANTS IN

EMPLOYER-SPECIFIC SKILLS; "UPGRADE TRAINING" NOT ONLY PAVES THE WAY FOR

PARTICIPANT CAREER ADVANCEMENT, BUT ALSO OPENS UP ENTRY-LEVEL JOB

OPPORTUNITIES TO WHICH WE CAN REFER OTHER UNEMPLOYED PERSONS; "RETRAINING"

PROGRAMS TRAIN WORKERS WHOSE SKILLS HAVE BEEN MADE OBSOLETE BY TECHNOLOGICAL

CHANGES AND WHOSE ONLY RECOURSE WOULD BE UNEMPLOYMENT COMPENSATION; LASTLY,

WE OFFER "EMPLOYABILITY DEVELOPMENT" AIMED AT EASING THE MOVE INTO THE

PRIVATE LABOR MARKET - WORK EXPERIENCE TO TEACH GOOD WORK HABITS, REMEDIA-

TION OF BASIC MATH AND COMMUNICATIONS SKILLS, AND JOB SEARCH WORKSHOPS TO
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TEACH PEOPLE HOW TO FIND, GET, AND KEEP A JOB.

TO INSURE COST-EFFECTIVE TRAINING,. WE TAILOR OUR PROGRAMS TO REAL

LABOR MARKET NEEDS. OUR "PRIVATE INDUSTRY COUNCIL" PROVIDES CONSTANT

LABOR MARKET ANALYSES AND ADVICE IN EMPLOYMENT TRENDS. WE HAVE CREATED

"LABOR MARKET ADVISORY COUNCILS" IN EACH OF THE MAJOR OCCUPATIONAL AREAS

IN WHICH WE TRAIN. THESE GROUPS, EACH MADE UP OF ACTUAL EMPLOYERS IN

THE FIELD, MEET REGULARLY TO DISCUSS SHORT AND LONG TERM EMPLOYMENT NEEDS,

AND ADVISE US ACCORDINGLY. AS A FINAL MEANS OF GUARANTEEING COST-EFFECTIVE

PROGRAMS, WE OPERATE MOST TRAINING PROGRAMS THROUGH "PERFORMANCE BASED"

CONTRACTS. UNDER THESE ARRANGEMENTS, TRAINING SUBCONTRACTORS ARE PAID

ACCORDING TO ACTUAL PERFORMANCE: PAYMENTS ARE MADE FOR EACH ENROLLUENT,

FOR EACH PARTICIPANT STILL IN THE PROGRAM AT THE MIDPOINT, FOR EACH

PARTICIPANT SUCCESSFULLY COMPLETING THE PROGRAM, AND LASTLY, FOR EACH

JOB PLACEMENT,

ANOTHER WAY WE HAVE LEARNED TO USE EMPLOYMENT AND TRAINING PROGRAMS

TO MEET BOTH NATIONAL AND LOCAL OBJECTIVES IS TO LOOK AT CETA AS A

POWERFUL ECONOMIC DEVELOPMENT TOOL. UNFORTUNATELY, CETA IS OFTEN OVER-

LOOKED AS A MEANS OF ENCOURAGING BUSINESS EXPANSION AND NEW JOB CREATION,

BUT THE POTENTIAL IS GREAT. WE FINANCE TWO POSITIONS IN BALTIMORE
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SPECIFICALLY AIMED AT EASING THE AVAILABILITY OF ECONOMIC DEVELOPMENT LOANS

TO NEW BUSINESS INTERESTS - IN RETURN, MANY NEW JOBS ARE EARMARKED FOR CETA

TRAINED INDIVIDUALS. CETA IS INVOLVED IN DEVELOPING BALTIMORE'S LARGEST

NEW INDUSTRIAL AREA, WITH A FIVE YEAR GOAL OF TRAINING AND EMPLOYING UP TO

2,500 PEOPLE. NEW AND EXISTING BUSINESSES ARE ATTRACTED BY THE AVAILABILITY

OF A TRAINED AND EMPLOYABLE LOCAL WORKFORCE. LAST YEAR WHEN BALTIMORE'S

"HARBORPLACE" OPENED, AND AGAIN THIS YEAR WITH THE NEW HYATT HOTEL, MY OFFICE

SET UP A REFERRAL SERVICE THROUGH WHICH CETA REGISTRANTS WERE SCREENED AND

REFERRED TO THE NEW JOBS. BECAUSE OF THIS ARRANGEMENT, 1,000 PREVIOUSLY

UNEMPLOYED PERSONS FOUND JOBS AT HARBORPLACE, AND 475 MORE AT THE HYATT.

THE SAME MODEL WAS USED TO CREATE A CITY-WIDE REFERRAL SERVICE FOR CETA-

TRAINED INDIVIDUALS. THIS SERVICE IS FREE TO ALL AREA BUSINESSMEN.

WE HAVE ALSO USED CETA INCOME AND EMPLOYMENT GENERATING ACTIVITIES

TO HELP COMMUNITIES ESTABLISH THEIR OWN LOCALLY OPERATED BUSINESSES. WITH

FINANCIAL SUPPORT AND TRAINING RESOURCES PROVIDED THROUGH CETA, ONE

BALTIMORE COMMUNITY HAS CREATED AN ELABORATE RECYCLING OPERATION. THIS

ORGANIZATION HAS CONTRACTED WITH DOZENS OF OFFICES AROUND THE CITY TO

PROCESS THEIR PAPER WASTES WEEKLY. BY SPRING, THE BUSINESS WILL BE
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COMPLEiThY INDEPENDENT OF ALL GOVERNMENT SUPPORT AND 20 JOBS WILL HAVE

BEEN CREATED FOR PREVIOUSLY UNEMPLOYED PERSONS. WE HAVE USED A SIMILAR

DESIGN TO CREATE A SMALL HOME MAINTENANCE AND REHABILITATION SERVICE FOR

LOW-INCOME HOMEOWNERS. THE PROJECT TRAINS YOUNG ADULTS IN ALL PHASES OF

CARPENTRY AND HOME MAINTENANCE AND WILL SOON BE AN INDEPENDENT, SELF-

SUFFICIENT PRIVATE ENTERPRISE.

WE HAVE ALSO LEARNED THAT CETA CAN BE AN IMPORTANT TOOL FOR INSURING

COMMUNITY STABILITY. WHILE THE ECONOMIC CONSEQUENCES OF HIGH UNEMPLOYMENT

ARE WELL KNOWN, WE OFTEN TEND TO OVERLOOK THE PERSONAL AND SOCIAL COSTS

OF JOBLESSNESS. BALTIMORE CITY IS UNIQUELY DEPENDENT ON HER INDIVIDUAL

COMMUNITIES, AND WHEN ONE IN EVERY NINE ADULTS IS OUT OF WORK, THE STRONG

NEIGHBORHOOD TIES BEGIN TO BREAK DOWN. AS A RESULT, CETA PLAYS A DUAL

ROLE BY HELPING RESIDENTS FIND WORK, AND BY SIMULTANEOUSLY EASING THE

PRESSURES OF HIGH LOCAL UNEMPLOYMENT. OUR SUMMER YOUTH EMPLOYMENT PROGRAM

AND OUR WORK EXPERIENCE PROGRAMS NOT ONLY PROVIDE MEANINGFUL EMPLOYMENT

AND SUBSISTENCE INCOMES AS AN ALTERNATIVE TO WELFARE, BUT ALSO GIVE

VALUABLE WORK HABITS AND NECESSARY WORK HISTORIES. SIMILARLY, OUR IN-SCHOOL

CETA YOUTH PROGRAMS ENCOURAGE KIDS TO STAY IN SCHOOL, THEREBY LOWERING
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DROPOUT RATES AND THE ASSOCIATED PROBLEMS OF MORE CRIME AND HIGHER

UNEMPLOYMENT. FINALLY, WE ARE PROVIDING SOME VALUABLE SERVICES TO LOW

INCOME COMtUNITIES THROUGH OUR TRAINING AND WORK EXPERIENCE PROGRAMS.

DAYCARE FOR WORKING MOTHERS, HEALTH CARE FOR HOME-BOUND ELDERLY PERSONS,

THE WEATHERIZATION OF OLD HOMES, AND THE RENOVATION OF VACANT HOUSES

PROVIDES REAL EMPLOYMENT SKILLS FOR CETA PARTICIPANTS AND MUCH NEEDED

SERVICES TO OUR COMMUNITIES.

SO CETA CAN BE USED IN A VARIETY OF WAYS. AS A TRAINING TOOL, IT

CAN HELP PUT THE NATION'S UNEMPLOYED TO WORK AND TO REDUCE PUBLIC

ASSISTANCE PAYMENTS. AS AN ECONOMIC DEVELOPMENT TOOL, CETA CAN HELP

BUSINESSES EXPAND AND CREATE NEW JOBS. AND AS A COMMUNITY STABILIZATION

TOOL, CETA BENEFITS NOT ONLY THE PARTICIPANTS THEMSELVES, BUT THE LOCAL

COMMUNITIES AND NEIGHBORHOODS AS WELL. AS YOU CAN SEE, CETA IS MUCH MORE

THAN JUST A MEANS OF ADDRESSING SHORT-TERM UNEMPLOYMENT.

THE COSTS OF UNEMPLOYMENT- WELFARE, CRIME, AND SOCIAL UNREST - AFFECT

EVERYONE. EVEN AS NEW JOBS OPEN UP, THE STRUCTURALLY JNEMPLOYD WILL FIlD

IT DIFFICULT, AND IN SOME CASES IMPOSSIBLE, TO GET THOSE JOBS. THE NED
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FOR EMPLOYMENT AND TRAINING SERVICES WILL GO UP, REGARDLESS OF WHAT

HAPPENS TO THE CETA BUDGET. THIS .IS WHY WE MUST LOOK AT THE ALTERNATIVES

WE HAVE TO MEET THIS NEED. WE CAN TURN TO THE PRIVATE SECTOR FOR HELP,

BUT THERE ARE LIMITATIONS ON HOW MUCH HELP WE CAN EXPECT. BECAUSE THE

GREAT MAJORITY OF JOBS ARE IN THE PRIVATE SECTOR, EMPLOYMENT AND TRAINING

PROGRAMS MUST RELY ON PRIVATE EMPLOYERS FOR BOTH J0B OPENINGS AND

TRAINING OPPORTUNITIES. BUT SEVERAL FORCES AT WORK TODAY MAKE THIS IN-

CREASINGLY DIFFICULT. THE MOST IMMEDIATE FORCE IS THE-CURRENT RECESSION.

SINCE JULY 1981, OVER 1 MILLION AMERICANS HAVE LOST THEIR JOBS, MANY

PERMANENTLY.THE PRESIDENT'S OWN ADVISERS PREDICT THIS TREND TO CONTINUE

THROUGHOUT 1982. SO THE PARADOX IS OBVIOUS: AS EMPLOYMENT AND TRAINING

OPERATORS FACE AN UNPRECEDENTED DEMAND FOR THEIR SERVICES, THEY MUST

MARKET THEIR PRODUCTS - TRAINED, READY-TO-WORK PERSONS - IN AN INCREASINGLY

TIGHT PRIVATE LABOR MARKET. WITHOUT NEW CAPITAL INVESTMENT AND AN UPSURGE

IN AGGREGATE DEMAND FOR GOODS AND SERVICES, THIS PARADOX WILL REMAIN WITH

US. UNFORTUNATELY, THE PRESIDENT'S ECONOMIC POLICIES HAVE SERIOUSLY

WEAKENED AGGREGATE DEMAND AND FURTHER REDUCTIONS IN INCOME MAINTENANCE

PROGRAMS AS WELL AS OVERALL GOVERNMENT SPENDING WILL CONTINUE TO PUSH

CONSUMER DEMAND TO THREATENINGLY LOW LEVELS.
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ANOTHER FORCE AT WORK WHICH MAKES PLACING CETA TRAINEES IN PRIVATE

SECTOR JOBS DIFFICULT IS THE VERY NATURE OF THE CLIENTS THEMSELVES. LAST

YEAR 95% OF ALL CETA ENROLLEES IN BALTIMORE WERE ECONOMICALLY DISADVANTAGED;

81% WERE MINORITIES, 61% LACKED A HIGH SCHOOL EDUCATION, AND 71% WERE UNDER

THE AGE OF 20. HISTORICALLY, THESE GROUPS HAVE BEEN THE MOST DIFFICULT TO

EMPLOY IN THE PRIVATE SECTOR, ESPECIALLY IN TIGHT LABOR MARKETS. FOR

SIMPLE ECONOMIC REASONS, PROFIT MOTIVATED EMPLOYERS MUST CHOOSE THE MOST

PRODUCTIVE, BEST EDUCATED, MOST EXPERIENCED JOB APPLICANTS, CETA TRAINEES,

THEN, FACE AN ADDED BARRIER TO THE PRIVATE SECTOR - COMPETITION WITH BETTER

QUALIFIED, MORE EXPERIENCED WORKERS.

NEGATIVE LABELING OF CETA TRAINEES PRESENTS ANOTHER OBSTACLE FOR

EMPLOYMENT AND TRAINING OPERATORS. PRIVATE EMPLOYERS HAVE A DEEPLY ROOTED

PERCEPTION OF CETA CLIENTS AS UNEDUCATED, UNPRODUCTIVE AND UNMOTIVATED

PERSONS - HARDLY DESIRABLE TRAITS FOR PERSONS SEEKING A JOB. ALTHOUGH

SIGNIFICANT ADVANCES HAVE BEEN MADE TO DISPEL THIS PERCEPTION, MANY

EMPLOYERS STILL WILL HAVE NOTHING TO DO WITH PUBLICLY SPONSORED EMPLOYMENT

AND TRAINING PROGRAMS. TO BREAK THIS BARRIER OF NEGATIVE LABELING,

EMPLOYMENT AND TRAINING OPERATORS MUST DEMONSTRATE THAT THEIR CLIENTS ARE



°8

MOTIVATED AND PRODUCTIVE EMPLOYEES. BUT THAT ALONE WILL NOT SOLVE THE

PROBLEM. THE ENTIRE PRIVATE SECTOR MUST RESPOND WITH A COMMITMENT TO

HIRING THE DISADVANTAGED. ADMITTEDLY THIS IS A DIFFICULT ISSUE, BUT IN

LIGHT OF THE MASSIVE REDUCTIONS IN VIRTUALLY ALL GOVERNMENT SERVICES, ONE

THAT MUST BE EXPLORED.

FEDERAL EMPLOYMENT AND TRAINING PROGRAMS CAN, AND DO, LOWER THE COSTS

OF DOING BUSINESS. THE TRADITIONAL SKILL TRAINING PROGRAMS PROVIDE

PRODUCTIVE, READY-TO-WORK INDIVIDUALS, THEREBY LOWERING THE INITIAL HIRING

AND TRAINING COSTS FOR EMPLOYERS. ON-THE-JOB TRAINING PROGRAMS, IN WHICH

50% OF THE TRAINEES' WAGES ARE PAID, ENABLE EMPLOYERS TO TRAIN ACCORDING

TO INDIVIDUAL AND HIGHLY SPECIFIC JOB DESCRIPTIONS, AGAIN REDUCING

EMPLOYERS' LABOR COSTS. ALTERNATIVE AND REMEDIAL EDUCATION PROGRAMS OFFER

A SECOND CHANCE TO YOUTHS AND ADULTS WHO HAVE FAILED IN THE EDUCATIONAL

SYSTEM, AND ENABLE THEM TO COMPETE IN THE LABOR MARMKET. FINALLY, TAX-BASED

INCENTIVES FOR HIRING THE DISADVANTAGED AND UNEMPLOYED. INCLUDING THE

TARGETED JOBS TAX CREDIT AND THE INCENTIVES UNDER THE PROPOSED ENTERPRISE

ZONE BILLS, DIRECTLY OFFSET THE COSTS TO EMPLOYERS OF HIRING AND TRAINING

THOSE HARD TO EMPLOY INDIVIDUALS. THESE PROGRAMS GO A LONG WAY TO REDUCE

PRIVATE EMPLOYERS' LABOR COSTS AND AS A RESULT, CAN FREE OTHER RESOURCES
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FOR MORE INVESTMENT - BOTH IN HUMAN AND PHYSICAL CAPITAL.

SO RELYING ON THE PRIVATE SECTOR TO PICK UP THE SLACK OF EMPLOYMENT

AND TRAINING CUTBACKS HAS ITS LIMITATIONS. PRIVATE BUSINESSMEN CAN ONLY

DO SO MUCH - THEY SIMPLY CANNOT AFFORD TO STEP IN AND PICK UP WHERE THE

FEDERAL GOVERNMENT LEFT OFF.

THERE IS A BALANCE BETWEEN WHAT THE ROLE OF THE FEDERAL GOVERMIENT

AND THE PRIVATE SECTOR SHOULD BE IN THE AREA OF EMPLOYMENT AND TRAINING.

WHILE NEITHER CAN BEAR THE ENTIRE BURDEN, THE FEDERAL GOVERNMENT MUST

ACCEPT THE INITIAL RESPONSIBILITY OF CREATING A TRAINING MECHANISM THROUGH

WHICH THE STRUCTURALLY UNEMPLOYED CAN PREPARE THEMSELVES FOR THE LABOR

MARKET. THE FIRST STEP MUST BE THE ESTABLISHMENT OF A CLEAR NATIONAL

EMPLOYMENT POLICY - WHAT ARE WE ATTEMPTING TO ACCOMPLISH? OUR GOAL MUST

BE TO HELP THOSE MEMBERS OF THE LABOR FORCE WHO CANNOT SUCCEED IN THE

LABOR MARKET WITHOUT SOME INTERVENTION TO BECOME EMPLOYABLE. UNLESS AND

UNTIL THESE INDIVIDUALS GET A JOB AND BEGIN PAYING TAXES, WE CAN EXPECT

ONLY MORE TAX CONSUMPTION THROUGH FEDERAL, STATE, AND LOCAL INCOME

MAINTENANCE PROGRAMS. NEXT WE MUST DECIDE HOW WE WILL HELP THESE INDI-

VIDUALS.THROUGH A VARIETY OF EMPLOYMENT AND TRAINING STRATEGIES, SUCH

AS THOSE I HAVE DESCRIBED TODAY, WE CAN MOVE THE UNEMPLOYED INTO THE
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UNSUBSIDIZED JOB MARKET. THIS REQUIRES NOT ONLY ADEQUATE LOCAL FLEXIBILITY

TO TAILOR SERVICES TO THE NEEDS OF THE PARTICIPANTS AND THE LOCAL LABOR

MARKET, BUT ALSO THE INTELLIGENT TARGETING OF RESOURCES TO THOSE AREAS

WITH THE GREATEST NEEDS. IN THESE DAYS OF LIMITED PUBLIC EXPENDITURES,

TARGETING FUNDS TO THE GEOGRAPHIC AREAS IN NEED WILL ENSURE THAT THOSE

INDIVIDUALS IN NEED ACTUALLY RECEIVE THE SERVICES.

IT IS ONLY WHEN THE FEDERAL GOVERNMENT DEMONSTRATES THIS TYPE OF

COMMITMENT TO HELPING THE STRUCTURALLY UNEMPLOYED THAT THE PRIVATE SECTOR

CAN AFFORD TO HIRE OUR UNEMPLOYED, WE HAVE SHOWN THIS TO BE TRUE IN

BALTIMORE.

IN CLOSING, I WOULD LIKE TO REPEAT MY APPRECIATION FOR YOUR INTEREST

IN BALTIMORE. THE SACRIFICES THE CITY AND THE CETA PROGRAM HAVE ALREADY

MADE HAVE TRIMMED OUR SERVICES TO THE BONE. FURTHER CUTBACKS WILL LEAVE

THE PROGRAMS UNABLE TO ACHIEVE EVEN THE NARROWEST OBJECTIVES OF HELPING

THE UNEMPLOYED HELP THEMSELVES. I WILL BE HAPPY TO ANSWER ANY QUESTIONS

YOU HAVE.



41

Senator SARBNEs. Thank you.
Mr. Berkowitz, please proceed, as you wish.

STATEMENT OF BERNARD BERKOWITZ, PRESIDENT, BALTIMORE
ECONOMIC DEVELOPMENT CORP., BALTIMORE, MD.

Mr. BERKOWITZ. Senator, I too want to thank you for the opportu-
nity of testifying on this really critically important subject and com-
mend the committee for holding hearings in places like Baltimore,
which are, in a sense, a microcosm of the kind of effects that are being
suffered throughout the country as a result of recession.

With your permission, I would like to read a statement.
Like most older American cities, Baltimore suffers from a relatively

high unemployment rate and contains a disproportionately large share
of the metropolitan area's poor and disadvantaged population. Even
under so-called normal prosperous times, the unemployment rate in
the city tends to be 2 to 3 percentage points above the national average.
The unemployment rate for residents of the surrounding suburban
counties and of the State as a whole usually is somewhat less than the
national average.

In order to address the unemployment and income problem and the
related fiscal problem, Baltimore City has a multifaceted economic
development program involving commercial and tourism development
downtown; revitalization of older existing industrial and commercial
districts; creation of new industrial parks; financing to retain and
expand business; and other business assistance services. Our objectives
are to reduce unemployment, now officially 11 percent, and stimulate
growth of the city's tax base. Particular emphasis is placed on increas-
ing employment and business development in the black community
which, as elsewhere in the United States, has disproportionately high
unemployment.
Assistance from the Federal Government through the UDAG, EDA,

HUD, CDBG, CETA, and SBA programs has been essential to Balti-
more's economic development program. Baltimore has a national rep-
resentation for using these programs effectively. Unfortunately, fund-
ing for all of these programs has been reduced, and they all face extinc-
tion or severe reductions under contemplated national administration
budget proposals. The impact of such further budget reductions would
seriously hamper the economic development efforts of Baltimore and
other cities.

The effects of the current recession on Baltimore are aggravated by,
and interrelated causally with, the adverse effects of the reduction of
Federal assistance to State and local governments, but especially to the
city, and the severe impact of import competition on key industries
and automobile manufacturing.

In most recessions, manufacturing employment, especially durable
goods manufacturing, is hardest hit. That is certainly true in the Bal-
timore area in this recession, but in addition, State and local govern-
ments employment, including public service employment, has declined
significantly, as Frank Heintz has pointed out. during the past year as
a direct consequence of Federal budget cuts.

Just within the past week or two the press reported two relatively
small examples of what's been happening. Eastern Stainless Steel in
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Baltimore County, suffering from reduced demand for capital goods,
announced the layoff of another 134 employees, and Marion's office,
the mayor's office of manpower resources, was forced to eliminate 115
jobs because of cuts in CETA funding.

Thousands of steel, automobile assembly, and ship repair employees
are laid off as a result of the combined effect of recession and import
competition.

High interest rates during most of 1981 have probably played a
major part in bringing about the current recession. This was probably
an inevitable consequences of the combination of market conditions
and the heavy reliance on tight monetary policy to control inflation. In
any case, high interest rates have had a very depressing effect on the
housing and automobile industries and on related industries like steel
and appliance manufacturers. Among the Baltimore area plants af-
fected are the General Motors assembly plant of the city and the
General Electric appliance division of Columbia.

The reduced demand for automobiles during the past year or so has
turned a positive future for the city's GM assembly plant into what is
currently a bleak picture and what could be an even worse future. As
you know, based on a HUD UDAG grant to improve traffic movement
and the city's willingness to sell 50 acres of the Holabird Industrial
Park to GM, the company started a $250 to $500 million modernization
program in 1980, with the intention of producing front-wheel fuel-
efficient cars at Broening Highway. 5,000 jobs were, thereby, assured
for Baltimore. After GAM had already expended $35 million and com-
mitted another $45 million, Baltimore was shocked by GM's decision to
indefinitely delay the modernization project. The reduced demand for
GM cars and related drastic reduction of cash flow- have caused GM
to reconsider its ambitious modernization and new plant investment
plans in Baltimore, Kansas City, and elsewhere. Furthermore, thou-
sands of GM workers here are still on layoff and the future of the
plant beyond the next few years is uncertain. Needless to say, the
UDAG grant is in jeopardy.

For the past 2 years, high interest r'ates have constrained commercial
and industrial development. Many firms sought and obtained indus-
trial development revenue bond financing as a means of achieving
reduced debt service cost, but even the interest rate on tax-exempt
financing has been too high for many projects to proceed. High interest
costs for working capital has also been eroding the cash flow of many
businesses with especially serious impact on small and/or new firms.

Investment in the city's industrial parks like Bayview, Crossroads,
and Holabird has nevertheless been brisk during 1981, to a large ex-
tent as a result of earlier investment decisions. However, BEDCO is
seeing more and more situations where prospect firms are deferring
investment decisions because of decreased demand and uncertainty
about the economy. I am sorry that I cannot reveal names of such com-
panies because of the confidentiality of the relationship with client
firms. In any case, a continuation of this pattern can only mean a lower
rate of land sales or leases, reduced job creation, and less additions to

the city's tax base.
In concluding my testimony, I would like to underscore not only the

need for policies and programs that will produce a high level of eco-
nomic activity without undue inflationary pressure, but also measures
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that provide incentives for companies to invest in new plants and the
modernization and expansion of existing plans in cities, underlined,
like Baltimore. The Tax Act of 1981 provides powerful incentives for
investment in new machinery, equipment, and buildings once interest
rates and plant utilization levels are more satisfactory.

We don't want to see those incentives results in the relocation of city
plans. We do want to see the investment occur in this and other cities.
To assure the competitiveness of cities, additional tax and other in-
centives and other incentives are needed to spur investments in cities
through such measures as, for example, the urban enterprise zone
program.

In addition, the infrastructure and financing assistance provided
on a targeted basis by UDAG, EDA, CETA, and SBA need to be
continued.

I thank you and the subcommittee for the opportunity of testifying
on this important subject.

Senator SARBANES. I want to thank the panel. One of the most frus-
trating things that emerges from a lot of this testimony is the point
that Marion made and you have touched on, that you don't end up
saving money. It's very frustrating. There's an ideological approach
which will not look at the consequences of implementing the ideology,
which are counterproductive to the announced goals. In other words,
you had people learning skills, training, producing, and writing as
they pass through your public operation, and eventually to the private
sector. They have now been thrown out of work. They draw either un-
employment or welfare. So there is a drain on the Treasury in order to
support them and there's no return for that. There's no production.

Saturday morning. I was at the Bethlehem Shipyard for the com-
missioning of an oil-drilling rig. I want to take just a moment to talk
about it, because I think it underscores the point I'm making. It is
financed under a title XI program of the Merchant Marine Act of 1936.
Under title XI. the Federal Government Maritime Administration will
guarantee the bonds issued by private owners who seek to build ships
and barges and oil-drilling rigs. The fact that the bonds are federally
guaranteed is one of the most important aspects of the program, be-
cause it makes that investment eligible for many pension plans, teacher
pension plans and others that for good reasons of their own have re-
stricted investment portfolio available to them.

To participate in a title XI program, the person seeking to make use
of those bonds must pay an application fee, an investigation fee, and
then a premium on the loan, which goes into the financing fund for the
program. The financing fund for the program has paid all costs associ-
ated with the program, all defaults which have taken place on the pay-
fund is currently showing a surplus of about $170 million. Yet the
ment of the bonds. There's a default rate of 0.7 of 1 percent and the
fund is currently showing a surplus of about $170 million. Yet the
Office of Management and Budget is proposing to slash the guarantees
available in that program by more than 50 percent below the statutory
limit.

Of course, that will simply mean that you won't be able to make as
many guarantees. The jobs, therefore, will not be there. Our ability to
compete with foreign shipyards will be diminished. There is no budget-
ary gain from it whatever. None whatever.

95-758 0 - 82 - 4
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Chairman Reuss said to me, when he asked me to hold these hearings,
that it would be important to look at the effect of this and other policies
on local communities and their citizens-to get on the record, as we're
trying to do here and in other places in the State, just how this works
out at the grassroots, because at that level much of it makes absolutely
no sense at all. We've got to get that on the record.

Bernie, it is my understanding that in the programs you have been
working with, the EDA and the UDAG's, and so forth, the leverage
rate in Maryland of private funds to public funds is the highest in the
country; is that correct? Do you know?

Mr. BERKOWITZ. I wouldn't be at all surprised. I know it's been quite
high in the city?

Senator SARBANES. And the packages you have put together have
really maximized the private investment in return for the public dol-
lar; have they not? That's been one of your prime objectives.

Mr. BERKOWITZ. Yes.
Senator SARBANES. Given the momentum the city has developed,

which obviously, you will continue in every respect you can, how
severe a jolt is the recession, the worsening employment situation, and
the cutbacks in many of the programs going to be on the city's position?

Ms. PINES. If Mayor Schaefer were here, you know what he would
say. We are going to continue to move forward. It is taxing our
ingenuity, I will tell you.

We are trying to look at everything we did critically, and to glean
what were the most successful strategies. We are trying to elicit the
assistance of the private sector. There is no way that they are going to
be able to make up, no way.

We have gotten so far about $400,000 from the private sector through
this effort, the mayor and corporate business leaders have started,
called, Blue Chip-in, which has enabled us to continue a few of the
public service projects. About 87 jobs have been able to be continued of
the 3,000 that we lost.

That's about the level of that kind of an effort in terms of substi-
tution of private and public. It is going to be very difficult. You can't
do more with less. It's very hard to do the same with less. We're going
to do less with less, and we are in the verv unenviable position of trying
to decide among 2,500 worthy needs, which ones get our first attention.
And the mayor has said for this year, it's going to be survival. It's
going to be food, clothing. and shelter. That's going to be our first
priority for the poor, so that no one shall be without fuel, food, or
shelter. But for a community to stay viable, we have to go beyond
survival.

Senator SARBANES. We've been able in this community, I think. to
develop a sense generally among the populace that things are getting
better. Even though in some instances a specific person may not be
experiencing that, there is a general sense that we are operating in
such an environment.

Is there a growing bitterness, and intensity of feeling, that you
sense out on the street as yet, or has that not happened?

Mr. BERKOWITZ. I'd like to drop back to your previous question. if
I may. and sort of add a somewhat different perspective than the one
that Marion has.
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From the point of view of market demand, I think we have to
differentiate among the sectors within the city and the sections of the
city. You know, as far as downtown is concerned, there's a considerable
momentum to the private investment thrust, and I think that Balti-
more will continue to do well.

The Federal programs, UDAG and EDA,. have been absolutely
essential in getting that momentum started in the downtown redevel-
opment program, and they are still helpful with regard to the down-
town development program. But downtown redevelopment will pro-
ceed even in the face of reductions in that funding.

But, we mustn't forget that much of the real economic base of
Baltimore and the Baltimore area lies in its port and industrial ac-
tivity. And if we look at the industrial side of our economic develop-
ment program, what we have experienced in the last year or two is
serious indeed, and a continuation of that would mean that whatever
benefits we would be able to achieve through our industrial park de-
velopment at Holabird, Park Circle, and Bayview, the jobs that
would be added or retained in those industrial parks would only be a
fraction of the jobs that have been lost or could be lost with a deepen-
ing of the recession.

At the Bethlehem Steel ship repair facility here in Baltimore, there
are over 1,000 people who are on layoff. At GM there are over 2,000
people on layoff. At the Bethlehem Steel Sparrows Point plant there
are thousands on layoff. You Add-all those up, that's far more than the
additional employment that could be created by our industrial parks.
And, as I pointed out, we're already beginning to see a hesitation and
slowdown of investment decisions to go into those areas.

Senator SARBANES. Of course the GM investment in Holabird, which
has now been put on hold, is probably the single most significant in-
vestment decision for the city of any that have been made. That was
what, $500 million?

More than all that's gone into the inner harbor thus far.
Mr. BERKOWITZ. Senator, that's correct.
Mr. WASSERMAN. You know, in my view the significance of with-

drawal and that particular investment decision should have all of us
deeply concerned. When the American automobile industry rethinks
investments of that magnitude, which obviously had a lot of care
behind them, there's a reason to be concerned not just locally, but
nationally.

Senator SARBANES. Thank you all very much. I appreciate your
testimony.

Are Mr. Lakein and Mr. Jeffein here at this point? And Bill Boucher
is here; we have representatives from the business community.

Gentlemen, I think we'd be happy to hear from you now. Do you
have some order worked out amongst yourselves?

STATEMENT OF WARREN LAKEIN, LAKEIN JEWELERS OF HAMIL-
TON, BALTIMORE, MD.

Mr. LAKEIN. I am Warren Lakein. My father and I own a jewelry
store in the Hamilton area neighborhood of Baltimore. The business
has been in the same location since 1934 and established in East Balti-
more since 1912.
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I am president of the Hamilton Business Association and treasurer
of the Maryland-Delaware-District of Columbia Jewelers' Asso-
ciation.

Since I have been asked to testify at this hearing, I have been polling
some of the small businesses in Baltimore City. For the most part, I
have been told business has not been too bad. There are parts of the
city that have not been affected yet, but they expect to be this year.
These are businesses that have a high level of industrial construction
workers as their customers.

There are also parts of the city where businesses have been drasti-
cally reduced since their customers are affected by the reduction in
welfare and social security payments. One thing that we cannot forget
about small businesses is that their customers are from a small geo-
graphical area, perhaps only city square blocks, blocks square. These
businesses are only as good as their customers' ability to purchase
their products.

It also does not help small business that there has been a mush-
rooming of shopping centers. This in itself has caused the Baltimore
area to become overstored for the next 5 years. In this respect it
might be a cause of the recession and takes responsibility of respon-
sible city and county planning to prevent this.

Now we come to the heart of the matter: The recession and how
small businesses are affected. When people are out of work, one of
the first to be hurt, other than the jobless, is the small businessman
and those who work for him. Next are his suppliers. When interest
rates are high, as they are now, small business is hurt because almost
always works with the bank's money. Next that are hurt are his cus-
tomers, because they have to bear the added expense of those interest
rates.

When people are constantly bombarded from all sides with the
pessimistic news about how bad things are, as they are in the news
media, people lose faith in their economy and stop buyiag. This hurts
the small businessman because his business is at the roots of the
economy.

How can you help? Not by pouring money into the economy. In
fact, there are four ways that you can be effective and the most im-
portant tool is influence. There are a large number of people waiting
to be called upon to retrain the jobless. There are people that are
retired people that head the unions, in needs that are skilled in the
work of America. There are small businessmen that can create jobs,
with proper incentives. These incentives could possibly be a subsidy
against taxes, possibly a credit against unemployment taxes, or di-
rect subsidy on the part of the persons paying. Also, a lessening of
minimum wage for a period of training. And, other things may be done
in this area.

Now, in the area of interest rates, there are two thoughts. First, as
a small businessman, since I extend credit to my customers and depend
on the banks I have to charge a higher credit charge to make mv ex-
penses. Second, as a consumer, why should my loan cost so much? I
have to raise my prices, and any businessman knows that higher prices
reflect a lowering in sales somewhat.

Another area of concern to small business is bankruptcy loss. People
are getting the idea that hiding behind the law is a way to shirk their
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responsibility. These laws were made so that a person or a business
that cannot survive will be given a new chance. This is not what is be-
ing done. I think the personal bankruptcy laws should be amended to
include a payback schedule of 10 to 1.5 years. This would show the con-
sumer that he is fully responsible for all debts incurred. Bankruptcy is
driving small business into a frenzy. It puts an added expense on the
consumer.

Now to the subject of taxes, and please don't cringe. The small busi-
ness operates from a cash flow that is not always strong or plentiful.
We're not saying these companies are not profitable, but because they
are small they cannot stand the burden of heavy taxation on profits;
sometimes only appear on paper or taxation on inventories, which is
a penalty tax. It seems to me the businesses that should be taxed are
the large businesses with cash flow. The larger companies with large
amounts of profits and cash businesses should bear a little bit more of
the tax burden.

One, and perhaps the most important area of restoration is the
restoration of optimism. God knows, we do not get it from the news
media. Nobody likes to hear, day after day, how bad things are. Tell
a person something long enough and they will believe it.

We have a right to reestablish positive goals and the use of all hu-
man resources at our command. This is to a large part what Baltimore
has been doing over the past years. It's called putting your house in
order, accepting responsibility for the future, and shaping of that
future if need be.

It means revitalizing worn-out areas, supplying the neighborhood
community leaders and businessmen with the goals and ambition to get
the job done. There's nothing wrong with our economy that we can't
fix.

Senator SAIRBAN-ES. Thank you, Mr. Lakein.
Mr. Jeffein, please proceed as you wish.

STATEMENT OF GERALD JEFFEIN, WILLIAM KAUFMAN & CO.,
BALTIMORE, MD.

Mr. JEFFEEN. Thank you, Senator.
I will just make a very brief statement.
Senator SARBANES. We will include your full statement in the rec-

ord. and you can submit it to us.
Mr. JEFFEIN. I'm the president of the Retail Furniture Association

of Maryland; also an officer of the Old Town Merchants' Association.
Our mall is about six blocks from here. We have about 60 businesses.
Some arc second-generation family businesses. About half the busi-
nesses are minority owned.

Many of our customers are receiving income from one of the various
entitlement programs. Many of those working are entry level em-
ployees. We did poorly in 1981 and in 1982 we don't have much con-
fidence, really. Our customers are hurt very badly by the economic-by
the President's economic program. Unemployment, as you heard, is
just terrible-worse, we believe, in our area than even Baltimore City.

From an operating viewpoint we are caught in a financial squeeze.
The interest rates are really killing us. 'We are not prime borrowers.
We pay between 2 and 5 points over prime money.
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It gets to the point where it doesn't really pay to be in business, with
money market funds paying 15 percent, with the risks involved in
being in business, another 5 percent. If you can't make 20 percent on
your investment you shouldn't be there. As a result of this, you're
seeing people closing their businesses because they can't make it. and
other people because it's just a good business decision not to be there.
You can make more monev investing in something than going through
all this, and the risk is not worth the effort.

Senator SARBANES. So, in a sense even very good people, making ra-
tional decisions, get out of business because they can do better putting
their money somewhere else than keeping it invested in their business?

Air. JEFFEIN-. Right. I had a business on Howard and Lexington
Street. I don't want to say how much money was involved, but I had
the bank's money; I was using the bank's money to run the business. I
was paying at one point last year, 23 percent for monev.

I can't make 23 percent on my investment. If I'm making 23 percent.
the world would be going into that business. So. it just paid me to get
out of business, so T closed the store. I serviced 5,000 inner city cus-
tomers with credit. Between what the Fed did. and raising my cost and
what the State does in keeping a cap on what I can charge, I lose
money on every sale.

I think the Federal Government who caused the interest rate to go
up should override the usury rates in Maryland. We're losing business
to Delaware. AWle're losing employees to Delaware. The Federal Gov-
ernment has caused the States to fight each other, and Maryland is one
of the losing States. I believe it's up to the Federal Government to
really alleviate that situation. It's a terrible situation you place Mary-
land in.

I don't see relief coming but I think it is a responsibility.
The last thing is, we all read about the turnaround of the economy

coming in the spring of 1982. Of course we have no guarantee that's
going to be here, I mean the change in the ec6nomy. But suppose it
doesn't happen. Is there a contingency plan?

To put it very mildly, we're very concerned about the future.
Senator SARBANES. Thank you. sir.
[The prepared statement of Air. Jeffein follows:]

PREPARED STATEMENT OF GERALD JEFFEIN

My name is Gerald Jeffein. I own a retail clothing and furniture store on the
Old Town Mall, about 6 blocks from here. I am President of the Furniture As-
sociation of Md., and an officer of the Old Town Merchants Association. On our
Mall, we have about 60 stores who provide the community with most of the typical
retail services. These stores are generally owner operated. Some of the stores,
like mine, are 2nd generation family businesses. About one-half of the businesses
are minority owned. We draw customers from all over the city to our mall. Our
customers are mainly lower income families. Many of those working are entry
level employees. Many of the families are receiving income from one of the vari-
ous entitlement programs. I believe that our shopping area is typical of most
retail neighborhood areas in the city of Baltimore.

In answer to the questions-How was 1981. and what do we see in 1982? In
1981. we did poorly. We do not have much confidence in 1982. We are not strug-
gling to cope with the recession-we are struggling for survival.

First, our customers have been hurt very badly by the President's economic
programs. Unemployment in our market is much higher than the average in
Baltimore City, which itself is intolerable. The change in entitlement programs
have severely hurt our customers. Some of the changes are so ridiculous that
they have even created an incentive not to work.
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Second, from an operating viewpoint, we are caught in a financial squeeze.
As a result of the recession our sales are down from 15 percent to 20 percent.
Operating costs are escalating. Social Security, unemployment insurance, work-
men's compensation and many other costs are.going up. Interest costs hurt us
most severely. We are not prime borrowers and I would say that the average
cost of money to the small merchant is between 2 percent and 5 percent over
prime. Our loans are short term loans and are generally tied to prime. Besides
being forced to pay these high interest costs we have been placed in the position
of being asked to extend credit for less than our costs. The States are fighting
each other. Maryland is losing jobs and business to Delaware. The ironic part of
the usury statutes is that they hurt the very people whom they are trying to
help-the lower income consumer is being virtually wiped out of the credit
market. I realize that we exist in a political environment but what are the
smaller merchants expected to do-we cannot be expected to lose money in our
stores.

When you take a look at the bottom line-what is the return on our invest-
ment in our business and what must we earn to stay in business?-the picture
becomes very clear. With money market funds paying 15 percent, add another
5 percent for the risks involved in being in business-I would say that unless
we can earn a minimum of 20 percent, we shouldn't be in business. What you
are seeing are businesses losing. Some can't survive the recession-some decide
that the profit potential just isn't there.

In summation, we are willing to do our share to fight inflation and lower the
budget deficit. We believe that the government has been unfair. About 70 percent
of the budget cuts now in place come from programs affecting the poor. You can
go down the line-education at all levels, jobs and training programs, medical
assistance, housing aid, food stamps, school nutrition, etc. Combined with tax
cuts that benefit mostly higher income people, this program adds up to a major
redistribution of money in our society from the lower end to the upper end of the
scale. We hear talk of another $30 billion tax cut. Where is it coming from? Can
the poor bear any more of the burden?

We all read where a turn around in our economy is coming in the spring of
1982, Of course, we have no guarantees. Suppose this doesn't happen. Is there
a contingency plan? To put it mildly-we are very concerned about the future.

Senator SARBAN ES. Mr. Boucher, please proceed as you wish.

STATEMENT OF WILLIAM BOUCHER III, GENERAL MOTORS
REPRESENTATIVE, BALTIMORE, MD.

Mr. BOIUCHER. Senator, when I was thinking about what remarks
I would make here, I went back to your request about the effect of the
recession on Maryland and this area. And I was reminded that we are
dealing somewhat in semantics. Recession-of course, I was reminded
about 18 months ago. A candidate for the President contended at that
point that we were in a depression unequal to the depression-any
recession or downturn of the economy since the Great Depression of
1929. He won the election.

And as I looked at the figures-and I heard these figures today: I
won't go over those again-he may have been right. Now he might be
right in determining what we have, as a segment of our local economy,
as a depression.

You're going to hear more from the housing industry. I don't think
there's any question that the housing industry is severely impacted,
and the mild term of "recession" doesn't apply to that impact. I don't
think there's any question that the automobile industry is severely
impacted. Not only at General Motors, but in the dealers around the
State of Maryland that are facing perhaps the greatest threat to their
viability since the Great Depression. We saw the figures the other day.
The sales were low, lower than they had been in the last 20-some years.



50

And we think in terms of what it does to General Motors or Ford
or big companies, but the people that are most severely hurt are the
dealers and their salesmen, and the people who want-who need to
buy cars to move around. That's affected by interest rate as well as
basic decisions in the automobile industry that are negative to growth.

I don't think there's any question that in steel we have serious prob-
lems. But let's look at retail.

Someone said a little while ago that it indicated the strongest part
of our economy; in many cases. I don't think-certainly I grew up in a
retail family. There's no question in my mind that the sales I saw
early on in December 1982 was disturbing. Sales before Christmas-
it's almost unheard-of; sales after Christmas, OK.

But the figures-my point is, the figures you'll see on retailing in
1982 are somewhat distorted, because the volume created before Christ-
mas was in many cases created by an unprecedented rash of sales

Senator SARBANES. In effect, borrowing from the post-Christmas
volume and putting it before Christmas.

Mr. BOUCHEit. Exactly. And the point is that sometimes statistics
are misleading. And I think in this case it may well be that the impact
of this recession-depression, whatever you want to call it-on the
retail industry is probably more severe than some of the figures
would indicate.

I am concerned that those of us in business apparently don't be-
lieve in the economic course of this country.

I remember back in the spring, when most of us were supporting
the effort-and still do-to get the budget under control, to reduce
deficits and to provide some tax relief, that we didn't believe that-
we were told and we believed that the impact of the decisions made in
the spring would have an effect immediately, that we didn't have to
wait until the effective date of October for the confidence to return to
the economy.

It's clear that didn't happen between spring and October. It's clear
that it hasn't happened yet. It's clear that "Wall Street," a term for
business decisionmakers, has not yet bought the thrust of supplyside
economics. It's clear to me that we have not yet seen the full effect of
this depression-recession, whatever you want to call it-that the
spring turnaround is going to be just misplaced optimism.

I think we're a victim of our rhetoric. I think we're getting to a
point. where we're not looking at the true cause of the economic de-
cline. And in my judgment, when the Federal Government has to go-
as they are in the first quarter of 1982, my understanding-to borrow
$38 to $40 billion on this unprecedented deficit that we have, that the
distortion of the economy as a result of that has not yet been fully
felt by the economy and by the people.

The people are the ones who get hurt. We talk about 8.9-percent
unemployment. We talk about 11 percent in the city. But when you
look in certain areas of the city-there in the young Black citizens of
this community-it's 40- to 50-percent unemployed.

You didn't get an answer to your question about: Is there a disturb-
ance out there? It worries me very much, and it should worry all of us
very much, about the effect of this decline in the economy on the people
who are impacted first, don't have the resources to survive, and who
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take out those frustrations in a discontent, in ways that are adverse
to a normal society.

Certainly business gets affected by a recession of this type. Postpone-
mient of investment decisions-we saw it even in downtown Baltimore
redevelopment in 1974-75. We saw decisions deferred. Some of them
are just beginning to surface again now, so the lead time is very long.

Certainly the Government is impacted. When the Government has
to pay more in unemployment, pay more in welfare, pay more for sur-
vival of people who are impacted, it's affected.

So, my point-I'm not trying to be unduly pessimistic. My point is
that we ought to look at the signs. We ought to look at the trend of our
economy, get rid of some of the ideological reins we've placed on our-
selves, get rid of some of the rhetoric, find out how we get productivity
increased. Clearly that's one of the most important things heavy in-
dustry has to do-back to productivity.

And we can provide some incentives in taxation for productivity '
Can we provide ways that the industry can help itself meet the com-

petition of an international economy, not limiting it to Baltimore, or
Maryland, or to the United States, but international'?

And I think we are so preoccupied with trying to prove a new and
untested economic theory that we're missing the fact of reestablishing
the kind of economy that made this country a very great country.

Mr. LAKEIN. I'd like to add something along with what the gentle-
man said, in a slightly different area.

I think the problem in our economy today is that we're going
through a slight revolution. It's a revolution that we went through
some time in the past, but we didn't have a depression; we did have
other areas. Technology is changing. Job definition is changing. Jobs
are changing. I don't believe that we will have the need for as large an
industrial area, in certain areas that are affected today. I believe the
auto worker, the industrial worker-once these plants are revitalized
and brought up to date, will not employ the number of people it em-
ployed before.

I think the output of the factories, due to the fact that they do have
new equipment, will produce more with less workers. Our real problem
at the present time is how to take the jobless who are "skilled" in those
areas and retrain them.

If you look at the paper today-and I don't mean to say there's lots
of want ads and lots of jobs going begging-all I'm saying is that we
have square pegs in round holes. We have to round off the pegs to fit in
the holes. I think that what we really need to do is depend on some
of the people who are working in the economy to help retrain the peo-
ple who are jobless. If it means 6 to 8 months of retraining in certain
areas. It think it needs to be done, because there are some jobs in com-
puter sciences, and these aren't-although they sound very technical
they are not.

It think what we have to do is retain people in the area where jobs
are available.

Senator SARBANES. I think there's something to that point.
The other side that I see is that there are major industrial countries

that are able to employ significant parts of their work force in some
of these basic heavy industries, so there is a demand-and a lot of their
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production actually then comes into this country-so there is a demand
for that kind of production.

It seems to me one of the questions we ought to be focusing on is:
How do we improve our abilities within those established industries?

In other words, there is a worldwide shipbuilding industry. Now, is
the United States, as the preeminent industrial country, simply going
to abandon the notion that we are going to have a shipbuilding, ship
repair, and ship operating capacity? That does not seem to me to be an
acceptable proposition, especially in an area which obviously has im-
portant national security and defense implications as well.

And while it is true that to some extent we have to be shifting people
into the different emerging fields that are at the edge of technology, at
the same time there's much that can be done, in the existing established
industries, which there is going to be a continuing need. Otherwise
we're going to end up without that heavy industrial base, and if we
do that, we're becoming tremendously dependent on foreign coun-
tries-not, I think, an acceptable situation.

The worker remuneration in those countries is now approaching
our own. There's a whole complex of problems relating to competition,
not the least of which, in my judgment, is that in many countries com-
panies have greater access to our markets than we have to theirs. So
you don't actually have a fair trade situation.

I think that can be structured and we can compete. I mentioned the
title XI financing on the ships. The Japanese have worked out a rela-
tionship where their people get money at 5 to 7 percent. Our people,
even with these guaranteed bonds, get it now at about 13 or 14 per-
cent.

It's like the housing business. You take those interest rates and
translate them into monthly payments-the difference between a 9-
percent rate and an 18-percent rate-and it's a difference between being
able to do the job and not being able to do it.

So, while I think it's a good point. I think we must also focus on
what we need to do within the established industries-which obviously
we need and are going to continue to need.

Let me ask the two small businessmen this question: I have beer
concerned about the potential under these economic circumstances for
a growing concentration of economic power.

Do you see structural changes going on, where the small busines-
person is being squeezed out, and instead, economic activity is being
carried out, I guess in your instance by the large chains?

Mr. JEFFEIN. What's happening with the credit market, for example,
about 60 percent of the furniture in the country is sold on credit.
What's happening is the banks have the ability to move to Delaware
and charge a rate on which they can make money; I do not have that
ability. We will be forced out of the credit market.

The finance companies in Maryland are closing left and right. I think
there were 300 offices in 1981; 50 of them closed.

Senator SARBANES. Wh1o is selling the furniture now, to the extent it's
being sold?

Is that being done by
Mr. JEFFEIN. Mainly smaller merchants. Maryland is such a bad

climate that the big ones want to get out.
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Mr. LAKEIN. I'm in small business, and what I see in small business
is that the small business, what it's founded on basically, does not look
to what they make on their investment, as it does to support them with
a base for living.

If you take a small business and he's making x amount of dollars;
and he says, "Well, I've got 100,000 dollars' worth of inventory. That's
a lot of money, but if I liquidate it I'm only going to get $50,000. Then
where am I going to work?" He looks at his business. He says, "I'm
supporting myself, supporting my family. I've got maybe 8, 10, 12, 15
employees; I'm supporting them and their families. Sure, I'd go out of
business tomorrow, then I've got to go get a job. Where am I going to
get a job?" So he stays in business.

He may have to become smarter than the bigger companies. He can't
hide his mistakes as well as bigger companies. If a big company makes
a $10,000 mistake and they have to wash out a profit area, it doesn't
hurt them as much in the long run. A person in a small business makes
a $1,000 mistake, he comes right off the bottom line. There's nowhere to
hide it. You have one outlet, one location. You have to make your busi-
ness strong enough to survive. and you have to do it a number of ways:
You have to make your neighborhood strong enough. You have to be
involved in the area.

Look, there are neighborhoods-the Hamilton neighborhood, to be
exact. It's an older area. It was made up of foremen, blue-collar work-
ers, foremen years ago. These are people that own their houses. These
are people that are now retired. They are selling houses. They are
moving to the retirement places, in many cases, and younger people are
moving in. It's true they're going to be mortgage-poor to a certain
extent, and it's true they're getting subsidized by parents, relatives, or
whatever. But the houses in that area are selling for lower prices than
the new developments. They're already built.

Sometimes a younger person will come in, completely gut the house,
and rebuild it himself. It goes back to the thing where he has to do
it himself, to make ends meet. And he's into his neighborhood for
a period of 15 to 20 years. He's not going to move. And he wants
his neighborhood to stay strong. And he knows, through the city plan-
ning, that his neighborhood merchants have to be strong so that his
property value keeps up, and so that he has to keep them strong. And
the businessman knows he has to provide a product that is reasonably
priced-a good product-and run a business where the person will
come back over and over again.

This is what I see as a small businessman, talking to people who
own small businesses. There are people that come into a restaurant-
a carry-out just opened up just next door to us. The store had been
vacant for about 4 years-about 2 years or 3 years. A man opened the
business, started a small carry-out. He's in the business of opening
these businesses and then selling it to somebody already running it.

The two people in there are doing very nicely. They run a business.
They care. They work some long hours, but it's a business. They have
a personal investment of time, money, effort, in. He could be unem-
ployed. It's easy to be unemployed; it's tough to stay in business. But
if you run a small business you have to be tougher, you have to figure
out where your money lies and how you are going to use it to the best
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advantage, as well as to give your customer a reasonably priced and
good product.

Senator SARBANES. There are studies that show that most of the new
job creation in our economy in this country is in the small business
sector.

Mr. JEFFEIN. I think you will find there are many, many less small
businesses in existence today than were in existence 3 years ago. And
you know, small is a three-people

Senator SARBANES. Of course, the business bankruptcy rate is up
almost 50 percent.

Mr. LAKEIN. That's because you can't hide your mistakes.
Mr. JEFFEIN. You can't borrow money.
Senator SARBANES. Yes; you make a mistake, you're finished
Mr. LAKEIN. You're not finished, but you have to be established.

It's difficult, but you have to be willing to work with a going business.
Senator SARBANES. Bill, let me askl you this question:
In your tenure as the executive director of the Greater Baltimore

Committee, you really have been the architect of a great deal of the
renewal and revitalization of the city. First, I think we ought simply
to recognize that fact.

Let me ask you this: Over the course of your efforts in that regard,
what was the correlation between the revitalizing momentum here, as
we try to accomplish things, and the mood in the national economy?

Mr. BOUCHER. I alluded to the 1974-75 experience, where one build-
ing coming onstream then had a very, very difficult time. The strength
of the builder and the partners in it really allowed them to continue on,
lose a substantial amount of money over a couple of years. However,
that was a very unusual situation, because:

One, they were partly local;
Two, they were personal investors, not speculators; and
Three, they had great resources.
We have been in this up-and-down of the economy now, more than

the mid 1970's. And there is a direct relationship between investment
for speculation, for expansion of the commercial and office part of the
center city, and recessions. And we not only suffer by decisions that
are made, and get in trouble-the one I alluded to-but we suffer be-
cause people hold off.

There is a lack of confidence that develops, that has an effect for the
next couple of years, not only for the year-I mean, if you pull out of
this thing in the spring and the summer, the decisions in my experi-
ence were that it took a couple of years before somebody would come
back and say, "OK, let's revive that project." And it has a very direct
relationship to investment opportunities for the city, not only indus-
try, but more particularly the commercial side of the citv.

Mr. L.kKEIN. Senator, I'd like to say one quick thing. Unless we get
our budget under control somewhat, somehow, some way, we are really
eroding everybody's money.

Senator SARBAN-ES. Let me ask you: Did the tax bill give you any
significant tax relief?

Mr. L.AKEIN. I don't really think so.
Mr. JEFFEIN. One thing that bothers me about that is, if the Gov-

ernment were going to let us. if we lost monev, take a tax loss-like
they let Chrysler, selling to GE-what the Government should have
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done is buy back the tax losses. The Government would have made
money; the small man who lost money could have gotten something
back for his tax loss.

GE never expected. in the first place, to get that bonanza that they
got. So, how could you let those big companies sell their tax losses, get
money for it, and the Government is losing money? The small man has
no way of doing anything like that.
* It was just-it's so bad that it's hard for me to believe that it's hap-

pening. Twenty-eight billion dollars off the Federal budget from Fed-
eral income, for something like that to happen? It's unbelievable.

Why not let the small man have the same rights as the big man?
They didn't do that for me. If I had a $10,000 or $20,000 loss, it

would probably cost me $50,000, with lawyers, to figure out how to get
the money. You know, a guy can't do it.

Senator SARBANES. Gentlemen, we thank you. We appreciate your
coming.

We will have our labor panel now please: Tom Bradley, president
of the Maryland State and District of Columbia AFL-CIO; Jim Har-
mon of Shipbuilders' Local 33; and Henry Kollein, head of the AFL--
CIO of Baltimore Council.

Mr. BRADLEY. Dave is not here so I'm going to have Phil Van Gelder
and Mr. Kollein.

Senator SARBANES. Fine. After this panel we'll have the housing
panel and then the concluding panel will be the college placement
representatives, so that people know what the remainder of the sched-
ule is.

STATEMENT OF TOM BRADLEY, PRESIDENT, MARYLAND STATE
AND DISTRICT OF COLUMBIA AFL-CIO, ANNAPOLIS, MD.

Mr. BRADLEY. Senator, first I would like to apologize to you for not
having my testimony. You said I could deliver it to you today.

I have ridden around down on the Eastern Shore trying to defend
the unemployment benefits of 110 workers down there, who have
been denied unemployment benefits due to the law in Maryland.

Senator, we of the Maryland State and District of Columbia AFL-
CIO thank you for the opportunity to present our views before the
Subcommittee on Investment, Jobs, and Prices of the Joint Economic
Committee of Congress.

When the present Republican administration in Washington first
announced its program last year of economic recovery, we spoke out
against it because we believed it was a blueprint for economic disaster
and said so. We further stated that those who would propose such a
program, namely Reagan, Regan. Kemp, and Stockman, were pied
pipers for that economic disaster. WVe need only to look at. the Gov-
ernment's admitted figures of 9-percent unemployment nationally and
7.9 percent in Maryland, which if the truth were known that we are
really in doubt-digit unemployment because of those people who are
not seeking jobs and are no longer kept on the rolls.

Senator SARBAINES. Mrs. Norvood is the Commissioner of the Bureau
of Labor Standards-she testified that in the last quarter of 1981, 1.2
million people, according to their survey, have in effect stopped seeking
jobs and are therefore not counted as part of the unemployment figure.
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That is the highest number since they have started recording that par-
ticular index. So, that's at an all-time peak of what they call dis-
couraged workers; workers who aren't even seeking jobs and there-
fore aren't even counted as being in the labor force and as being
unemployed.

Mr. BRADILEY. Nationally and the State of Maryland would be in
a double-digit unemployment. AlWhen you put that into the prime rate
of 7.5 along with an inflation of over 9 percent, you can see that the
administration's prograins have put us into a position where we're
almost in double digit-I believe we're in double-digit interest rates,
double-digit unemployment and not too far from double-digit in-
flation.

I believe that this proves that the administration's programs and
the purveyor of thein and our estimate of them last year is abso-
lutely correct. Furthermore, in 1980 Maryland's unemployment was
6.1 percent for November. In 1981 it's 7.9 percent.

When the administration budget went into effect in October of
1981 the national trigger for additional 13 weeks of unemployment
was all but eliminated. resulting in 21,000 workers in Alarvland being
denied the 1:3-week extension for unemployment benefits. These folks
are without jobs and without income. Either that, or they are put on
the backs of the people who are working by going down and collect-
ing welfare benefits which comes out of the pockets of the General
Treasury'v which comes out of the pockets of other people who are
working.

Further. as was stated here earlier and elaborated oln bv Jim-will
be elaborated oln bv Jim Harmon, some of the jobs that have been lost
at Bethlehem's shipvard-I have that in my testimony but I'm not
going to allude to it because Jim is closer to the situation than I am.

Mr. Chairman. the statistics only tell half the story. The other half
deals with the social ramifications which a depression and high un-
employment can bring. Yes, I said depression, because I believe that's
exactlv what we re in. You know, in the labor movement we have a
saving. recession is when your neighbor is laid off and a depression
is when vou are laid off.

Manv of oi'- neighbors are laid off, and because of it we believe
that we are in a depression. It is my belief, Senator, that unemploy-
ment has reached the level where it will begin to feed on itself and
we can expect to see double-digit unemployment as figures in the
spring as high as 12 to 14 percent. And that means-with that in mind.
we urge your committee to do everything possible to eliminate the
Reagan economics.

We, conclude by askincg the same question the President asked dur-
ing his campaign: are you better off now than you were a year aao. I
would think that the question would be absolutely no. I would just
like to point out one other thing that bothers me, and T heard a small
business gentleman testify pleviouslly. in which he said that the inte-
rest rates were clobbering him and that he would like to see some-
thing done. He referred to the ceilings on the interest rates in Mlary-
land be lifted.

I really believe there's a concentrated effort by those who contral
the Federal Reserve Board to raise the interest rates to such a Dropor-
tion that it will drive the small bankers out of business and will drive
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us away from the system of regional and small local banks to a system
of national and multinational banks, and while lifting the usual rates
in Maryland may seem like a short-term solution. I believe that it
would be a long-term disaster because of the rise of the interest rates.

You have to try to understand that sooner or later these interest
rates are going to interfere wvith the purchase of the manufactured
product. We have seen this happen in the housing industry. Interest
rates went so high. people aren't buying. It's the same way with auto-
motive. Now they avant to lift the interest rates in Maryland on every-
thing else. And again, it may be a short-term solution but in the long
run it's going to have the same effect on the manufacturing industry in
this country as it did on the housing industry in this country because
the worker only has so much money to go around.

If most of that income is going to be eaten up by the interest rates
it has to pay to purchase the product, then he's not going to have
enough money left to purchase the kind of products that are needed to
keep the economy moving.

I think that that is something that the National Congress ought to
look into. It's a very serious problem. I think it's a deliberate program
by the big national banks in this country to destroy the small and re-
gional banks and State banks so that we get into interstate banking,
national banking and multinational banking which would be a disaster.
Instead of borrowing from your neighbor you'll be borrowing from
somebody you don't know about.

And what will happen to that money? The money will go-they
will look for the money where they have to pay the cheapest interest
rate, just like the multinational companies do with products, and then
lend it out where they get the best return for their money.

We've already seen jobs leave the Northeast on the wings of our
own money. You can imagine, if we have an interstate banking, the
kind of situation we'd be in. And I would hope that you and your
committee would take this into consideration when you are looking at
what that Federal Reserve Board is doing. If somebody don't stop
them, this country is going to be in one terrible shape, owned by monop-
olistic banks and monopolistic countries of a multinational nature that
none of us will ever be able to get the control on again.

Thank you.
Senator SARBANES. MIr. Kollein, please proceed.

STATEMENT OF HENRY KOLLEIN, JR., PRESIDENT, METROPOLITAN
BALTIMORE COUNCIL AFL-CIO UNIONS, BALTIMORE, MD.

AIr. KOLLEIN. Senator Sarbanes, the name is Henry Kollein, Jr.,
president, Baltimore AFL-CIO Council.

Thank you for the privilege of being here. M~y statement-Reagan
economics is tearing at the very fiber of our Nation, the No. 1 problem
being unemployment that has reached record levels and is still
increasing.

It is truly heartbreaking to see so many Americans crying out for
decent jobs. Families are being torn apart, losing their homes, and
much human suffering is taking place.

The No. 2 problem originates f rom the greed of the financial institu-
tions and their exorbitant interest rates. The rates are forcing people
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out of the buyers' market. resulting in decreased sales and massive lay-
offs of working men and women. In spite of the fact that the money
lenders are reaping record profits. their greed seems to be sending them
to out of State locations where they can enjoy even greater profits.

Those Americans who are emplioyed are finding their purchasing
power in the marketplace falling far behind the. rate of inflation. Tax
reform under the Reagan administration is totally one-sided, balanced
toward the wealthy; truly the rich are getting richer and the poor,
poorer. The amount of human suffering in America is almost
unbelievable.

A major contribution, contributing factor, must be recognized and
this is imports. H-ere again, greed raises its ugly head as the profit mo-
tive carries jobs and factories halfway around the world. One of the
priorities of Congress should be the balance of trade and the elimina-
tion of tax incentives that encourages multinational companies to run
away, leaving the citizens of our Nation on the unemployment line.
You mav call it a recession, but to many it is a depression.

Mlr. Chairman, truly the Congress and the Senate must respond. I
personally feel that the President of this country has lied to the people.
He certainly lied to me. And, I think that we're headed to the worst
disaster, and if it keeps on I wouldn't be a bit surprised to see a revolu-
tion in this country; that's how serious it's going to get.

Senator SARBANES. Thank you, Mr. Kollein.
Mr. Harmon, please proceed.

STATEMENT OF JAMES C. HARMON, EXECUTIVE SECRETARY, LOCAL

33, INDUSTRIAL UNION OF MARINE AND SHIPBUILDING WORK-
ERS OF AMERICA, AFL-CIO, BALTIMORE, MD.

Mr. HARMON. Senator, my name is James E. Harmon. I'm the execu-
tive secretary of Local 33 of the Industrial Union of Marine Ship-
building 'Workers of America, AFLCIO. I'm an elected union rep-
resentative of approximately 3,000 highly skilled shipyard workers
who work at the Bethlehem Steel Sparrows Point shipyard. We just
commissioned the third oil rig built at the Sparrows Point Yard on
Saturday, January 9. 1982, 6 full weeks ahead of schedule, saving the
owners millions of dollars.

Senator SARBANES. I ought to mention, because I was there with you
at the commissioning, that the new owners underscored the fact that
they were receiving the rig 6 weeks ahead of schedule that that meant a
lot to them in dollar terms.

Mr. HAR-MON. Between $8 million and $10 million, they said they
saved.

Approximately 1.500 to 1,800 of my members are presently laid off
and the entire work force of 1,200 highlv skilled shipyard workers
remaining will be laid off between now and Julv of this year. when all
of the remaining work on order will be completed at the Sparrows
Point Shipyard.

My members have not been able to find other jobs in the Maryland
area. I receive hundreds of phone calls each day asking about work
and information about possible jobs in other States.

The work picture has not been this bad for over 20 vears for shipyard
workers in the Port of Baltimore.
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The repair shipyards are facing similar hard times. The Key High-
way Shipyard had only nine workers working by the end of December
1981, out of a work force of 1,800. -Maryland Drydock had a couple
hundred working out of 1,700 workers.

Mly members are losing their cars and homes because they can't find
work and can't keep up the payments on a weekly $140 unemployment
benefit.

The condition is very serious and it's going to get a lot worse if we
don't get some type of assistance immediately from Congress.

The lack of work at Sparrows Point Shipyard and the other yards
in the Port of Baltimore also affects the work force at Bethlehem Steel
Sparrows Point steel plant where the majority of the steel we use to
build ships and oil rigs is produced. For every shipyard worker who
loses his or her job, two workers who produce the materials that go into
a ship or rig will lose their job.

Fifty percent of the cost of a rig or ship is the material used on that
ship, and 25 percent of the steel. The metropolitan area. Baltimore
area, cannot afford the loss of shipbuilding and ship repair jobs.

According to the testimony by general manager of the Sparrows
Point Shipyard in 1979, and I quote:

The Sparrows Point Yard has made substantial contribution to the economy of
the nation and in particular to the state of Maryland. In the peast 4 years the
payroll at this shipbuilding facility has totalled in excess of $200 million. The
bulk of this money cycles through the state in many ways. In the same period,
the Sparrows Point Yard has purchased approximately $32 million of material
and services from Baltimore area-suppliers.

This doesn't include the cost of the steel.
The impact of these factors on 'Maryland's economy is obvious. In the area of

employment Sparrows Point is a major employer of minority groups.

I don't have the up-to-date figures. but 1980 and 1981 would be
higher.

By June 1982 every one of my members will be laid off. Thiis wvill
not only hurt us, but the entire State of -Marvland. And. if the yard
closes down permanently it will be disastrous to everyone. including
America's required shipbuilding base for national emergency.

For the immediate future, two very important steps should be
taken.

Save and expand the ship financing program under title XI of
the Merchant Marine Act.

The title XI program is to shipbuilding what VA and FHA are to
homebuilding. Without title XI, companies who build ships. oil rigs,
and barges today could not build. or would have to build foreign.
Moreover. companies who build with title XI are required to build
in the United States and use only U.S. materials.

One additional document, and others which I will forward at a
future time, one of which is a fact sheet on title XI.

Title XI is not a subsidy. In the 38-year history of Title XI: Ship
Financing Program, the cost of the program. including the cost of
overhead and salaries as well as the coverage of losses. have been cov-
ered by user charges maid by the shipowners to utilize title XI financ-
ings. After paying all administrative costs and losses to date the fund
has a cash balance of approximately $130 million.

95-758 0 - 82 - 5
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During the present recession with its high unemployment in the
steel industry and shipbuilding industry, to create jobs all Congress
has to do is expand title XI financing which does not contribute to
the budget deficit. Appropriated funds are not involved in title XI
guarantees and the Government's liability is contingent only. As of
September 30, 1981, the default ratio during the 38-year life of the
program was seven-tentlhs of 1 percent, and all losses had been covered
by users charges. Consequently the 0MB11 cuts do not contribute to
bringing the budget into balance.

It is my understanding that the Sparrows Point Shipyard could
sell a couple oil rigs if financing were available under title XI, which
would stop the layoff of my members.

It is also important to get some of the Navy work into the Port of
Baltimore before the highly skilled shipyard workers are forced to
lave the Maryland area to find jobs. The Navy is planning to expand
by building an updated fleet.

The manpower and shipbuilding facilities are available now. We
need the work now.

For the future, the time has come for a new approach, such as a
cargo sharing program that most of our trading partners around the
world have, guaranteeing a percent of all cargo to be carried on
American built and manned ships. Cargo sharing would be beneficial
to the Nation's trade balance, the U.S. internal economy, especially
employment, and to maintain the required shipbuilding base for na-
tional emergency.

It is not healthy for any nation to allow over 96 percent of all its
imports to be carried by foreign built and manned ships.

At a time of high unemployment in the steel, shipbuilding, and other
major industries in America, it is time Congress pass a cargo-sharing
programn which could possibly eliminate unemployment partially if
not completely in this country.

On behalf of my members and myself, I wvant to thank you for
holding these hearings. And, I hope that you will be able to help us
before it's too late. We are running out of time.

Senator SARIANES. Thank you for your very thoughtful statement
and also for the attached fact sheet on the title XI program, which I
had a chance to look over very quickly and which makes the points with
respect to that title XI program very effectively.

There's just no commonsense rationale for this 0M1B-imposed limi-
tation which has cut by over half our potential capacity to engage in
this shipbuilding and reconstruction with American materials and
American workers.

MIr. Van Gelder, please proceed.

STATEMENT OF PHILIP H. VAN GELDER, CHAIRMAN, MARYLAND-
DISTRICT OF COLUMBIA AFL-CIO COMMITTEE ON UNEMPLOY-
MENT INSURANCE, BALTIMORE, MD.

Mr. VAAN GELDER. Senator, my name is Philip H. Van Gelder. And
I'm chairman of the Mlaryland-D)istrict of Columbia AFICIO Com-
mittee on Unepi ployment Insurance.

The last figures we have from the Employment Security Depart-
ment of the State of Maryland report 170,000 unemployed in the
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State as of November. At that time, in November, there were about
50,000 or 55,000 who were drawing unemployment insurance. So,
less than one-third of the unemployed in the State of Maryland are
being helped by unemployment insurance.

I would like to point out, in the last fiscal year, ending July 1, 1981,
some 138,000 AMarylanders drew unemployment insurance. But 65,000
were disqualified for nonmonetary reasons. In other words, out of
every three who applied one was disqualified-approximately one out
of three were disqualified for reasons submitted primarily by their
employers, that they quit or they were discharged for cause, or for
refusing to accept other work or not looking hard enough for work,
not because they hadn't earned enough money, but for nonmonetary
reasons.

Almost one-third of the unemployed claimants were disqualified for
benefits.

Now, as to those who are drawing benefits in Maryland at the present
time, we have a maximum benefit now of $140 a week. And this com-
pares with the maximum benefit in the State of Pennsylvania of $183
a week; in West Virginia, $194 a week; in the District of Columbia,
$206 a week.

Now, Maryland is the fourth wealthiest State in the country in
respect to average personal income. This is a rich State. This is not
a poor State. And yet there are at least 30 States that pay higher max-
imum benefit than the State of Maryland. The average benefit in the
State of Maryland is $96 a week.

Now, we have tried-the AFL-CIO has been the chief spokesman
for the unemployed in this State. We have made an effort to bring up
our benefits at least to what the neighboring States are paying. And the
fact of the matter is that because of the low benefits Maryland has been
paying the unemployment fund is now at the highest point in history.
There's over $400 million in the fund.

Now, to give you an idea what was paid out last year-was $199
million. In other words, there's twice as much in the fund right now as
was paid out for the whole-in fiscal year of 1981. So, the money is
there to pay a better benefit. but we met. this verv serious resistance
from the business interests and the Chamber of Commerce, even
though the tax rate for the employers that support the fund has
decreased 50 percent in the last 2 years.

The average tax-I want to give you these figures. because they are
generally unknown. The average tax on employers to support the un-
employment insurance fund in AMaryland has declined from 4 per-
cent-this is a payroll tax-to 2 percent in the last 2 years.

Now, the tax is based on a taxable salary maximum of $6.000. In
other words. for each employee, each full-time employee, the tax, the
average tax now would be $240 a year;. And the minimum tax now is
one-tenth of 1 percent. or $6 a year. This is what some of the biggest,
wealthiest corporations in Alaryland are now contributing to the un-
employment insurance fund, $6 per employee per year. That includes
the utilities, big financial companies like IT.S.F. & G.. highly profitable
companies vhich are making practically zero contributions to the un-
emplloyment fund. which we are supposed to use to help underpin the
economy in these times of depression.
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That is the main point I wanted to make here. There are one-third
of the employers in Maryland paying the minimum rate; 33.4 percent
are paying the maximum rate of one-tenth of 1 percent on each full-
time employee, or a maximum of $6,000 a year or $6 per year.

Now, I think that these figures and these facts should be impressed
upon the Government here, in the State of Maryland at least, to make
some improvement in the unemployment benefits.

The other thing that I just want to mention briefly is that the Fed-
eral Government, because of their restrictions now on extended bene-
fits, have sort of given a signal to the States to make the unemploy-
ment insurance system worse and lower instead of improving it. And
they have adopted-the Federal Government has adopted a provision
that anybody who does draw extended benefits after a few weeks, a
certain number of weeks, must accept a job at the minimum wage or
else he'll be cut off. In other words, we're telling a skilled worker and
people who have spent years developing their skill and building up
their income, that we are now going to drive them back into a poverty
situation. And I think that's a very serious thing for this country to
undertake at this time.

I hope that you will give very serious consideration to extending the
benefits and to liberalizing them and not to use the unemployment in-
surance system as a method of driving people-of lowering wage
standards and forcing people into minimum job pay.

Thank you very much.
Mr. BRADLEY. Senator, I'd just like to add something to this. You

might wonder why we, would make a presentation on unemployment
benefits. We wvant to point out to you, through that testimony, one
other thing: that Maryland is not prepared for the kind of unemploy-
mient that now exists in this State because of the low unemployment
benefits that are being paid. The Maryland economy is going to suffer.

Now, last year we paid out $199 million in unemployment benefits.
Trllat had an impact on the economy about six times that amount,
almost a billion dollar impact on the Maryland economy.

Now, these are high-velocity dollars. It's not a punitive tax. These
are high-velocity dollars that circulate in and out of the economy
six times. When a person gets unemployment benefit, they pay a gas
bill, they pay phone bill, they pay the interest on their car and on
their home, and they buy food. How they do it with $140 a week,
I don't know.

Now, the person who has an income of $300 or so really takes a beat-
ing. When you go over $250 or over $300 and you're laid off, you get
$140 and you have a mortgage and you have kids going to school,
You have a car and so on-based on that, You're in real serious trouble.

And when the consumer is in serious trouble as far as mortgages and
cars and starts turning them back, the banks and the general economy
are in trouble.

So, what we're trying to point out here, Senator, is the problem is
not only where the economy is because of Reaganomics, the problem
also exists because Maryland is unable and because they were unwilling
to provide the kind of benefits, to provide the kind of inoney for work-
ers to hold onto what they got until we can get beyond this Reagan-
omics situation that we're in today.
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And that is why I have said earlier in my testimony that as far as
Maryland is concerned-and I believe, indeed. most of the country-
that we're into a situation where the unemployment rate is so high
and the benefits are so low to sustain the unemployed through that
period of time, that the unemployment is going to begin to eat on
itself and it's going to create a disaster of unemployment situation,
I believe, in the spring.

I wish I could say something more positive. I cannot. I just urge
you to do everything within your power to turn the situation around
aF, quickly as possible before we find ourselves in a social situation
that none of us want to see.

Senator SARBANES. Gentlemen, you have given us some very sharply
dirawn testimony.

Let me ask you this question: What do you hear from your mem-
bership about their ability to withstand what's happening now, com-
pared with previous recessions that we've been through?

MI. BRADLEY. One of the problems they have, they see no light at
the end of the tunnel. They call a guy like Jim Harmon on the phone,
they say, "Jim, when am I coming back to work ?"

W1rhat can Jim tell them? There's no guaranteed loan program for
that ship or for the offshore oil rigs. He can only tell them. "It doesn't
look like there's going to be anything."

And they don't have the hope, they don't have the jobs out there. We
have people out there searching jobs day in and day out. They're just
not there. They can't be found.

We have job placement people on the job looking for jobs for peo-
ple, and we can't find them. And we're not talking about jobs-$1o an
hour. We're talking about jobs-minimum wage, $4, $5 an hour. They
aren't there. And they aren't there for our people. They just can't cope
with it.

Mr. HARMON. The crime rate is definitely going to go up. I'm afraid
it's going to be a long, hot summer if something is not done.

A man has been working all his life, is not going to see his family
go hungry.

Mr. KoLLEIN. I'm experiencing, Senator, an increase and alarming
growth in frustration and bitterness. Good people, family people who
want to work, who just want to make a decent living-their frustra-
tions and their bitterness is just unbelievable.

WTe witnessed part of this in the PATCO strike. where President
Reagan insisted that these people not be employed. You know, he won
the war, he destroyed that union. But then after he won the war, de-
stroyed the union, fired everyone, he just picked up his weapon and
went out on the field and shot the wounded.

There's no compassion for the workers of this country in Washing-
ton, at least on the Reagan administration's team.

Senator SARBANES. Are you all familiar with the study that Harvey
Brenner at the School of Hygiene and Public Health of Johns Hopkins
did for the Joint Economic Committee?

He studied the effects of economic change, spurts and slumps on the
Nation's health. His data showed the increase in the incidence of mur-
der, alcoholism, mental disorder, serious disease that is correlated with
economic slumps. I think it's a very important study. He worked at it
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techniques. It tends to corroborate on a scientific basis your own im-
pressions which you have been reporting to us of the effects of economic
stresses imposed upon people.

There's one other question I want to ask, a broader, more general one.
You are sort of effective leaders of the labor movement, and I would
like to hear your thoughts on the productivity issue.

We are concerned about improved productivity in this country. The
performance in recent years has not been very good, really, measured
in overall terms. What do you see as the problems in improving our
Nation's productivity? And what can we do about it?

Mr. KOLLEIN. I think the basis of it-what I have witnessed is we are
attempting to compete with these nations that we defeated in World
War II and rebuild, and we don't have the technology, the equipment
and the knowhow they do because we gave it all to them.

Now, we're importing their robots and their technology, and we're
catching up. But I think in some instances it's comparing apples and
bananas, because there's just no comparison.

It's truly frustrating, because a worker in a plant 50 years old cer-
tainly cannot be expected to compete against a worker in a new plant,
like in Japan or in Germany, that we helped finance and build in-
stead of rebuilding our own plants. We may have won the war, but I
think we lost the battle.

Our workers are seeing this, and you just can't get-the old street-
cars in Baltimore don't go as fast as the new rapid transit systems that
we have here. And that's what we're doing, we're comparing the an-
tiques to the moderns.

Mr. BRADLEY. There's also another factor, Mr. Chairman. Multina-
tional companies are buying up a lot of small companies, buying up
businesses, medium-sized businesses in this country, draining them,
taking all of the profits out of the company, and then getting rid of
them, throwing them, disregarded, on the trash can. And then we see
more and more tax incentives being given to business to modernize
their plants, supposedly, with no saying that "You've got to do it,
here's the money. We hope you modernize the plant."

They go out and do something else with it, acquire another company
or something else, rather than put that money back into rebuilding our
industry.

I think Penn Central is a good example of what can happen when
you give big business $250 million to rebuild the railroad. They find
out they took the money and they did other things with it than what
they were supposed to do with it.

I think if you're going to give tax incentives to business to revitaliz-
ing interest, you'd better make sure that they guarantee that that's
what they're going to do and if they don't do it, they're going to be
held accountable for it, just like anybody else.

And I think, as far as productivity is concerned, when the Ameri-
can worker is given the opportunity to have a modern plant and mod-
ern techniques that go into producing a given product, that they can
compete with anybody.

I saw an article not too long ago in the Wall Street Journal which
said that American productivity, the cost of-per dollar-of labor has
dropped from 20.5 cents per dollar to 19.7 cents per dollar. So there
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has been a drop and there has been a gain as far as productivity is
concerned.

I think it's a pretty good testimony to the ability of the American
worker that only 19.7 cents of the sales' dollar goes to labor costs.

Now, one of the things that was pointed out in a session the other
day in which I participated-they were wondering why the average
earned rate in the State of Maryland went up. It was perfectly ob-
vious why it went up, because of the high levels in production work-
ers. They keep the skilled worker, the engineer, and the overhead work-
er; they keep him there.

But when you knock the bottom out, the lower skilled worker, you
come up with a higher average. And that just indicates what's hap-
pening. The production guy is being wiped out. They're trying to hold
onto the other people. And that makes the average earned wage go
up.

One of the guys tried to make the argument-one of the panel
members tried to make the argument it was because of wages. It wasn't
because of wages, it was because of the mix of the work force.

But I believe, as I said before, that the American worker can pro-
duce, if he's given a modern plant and modern facilities to do it in,
and compete with any other worker in the world. That's not what's
happening today.

Mr. HARMON. I cannot speak on a national level, but I can speak
on a local yard level. Our yard was facing major production prob-
lems a few years ago, and the management and union sat down, man-
agement made a real commitment as far as investing-it would mod-
ernize. We kept a steady work force for a couple of years now, and
we are now delivering, as we did Saturday, below cost, ahead of
schedule, because of that cooperation.

If the work force now is laid off, dispersed all over the country,
there's no way that they're going to gear back up again.

Senator SARBANES. I think that's a very important point. The boom
and bust cycle is very bad for an improved productivity record.

Mr. HARMON. Disastrous.
Senator SARBANES. I don't know whether the homebuilders will talk

about that today, but I've heard from them before and they say they
assemble a highly skilled crew, get it working together, get it pro-
gramed, and shake out the weak. They develop a strong work force,
and then they get hit by one of these slumps and have to let them all
go.

First of all, they lose some of those people forever. The really good
workers will go off and get some job where that's not going to hap-
pen to them. Even if the homebuilders somehow pull it back together,
it takes them time to get the work force fully integrated again. It's
the same thing at the shipyard.

Mr. HARMON. We sat down with the management. They asked the
union. We just entered into a new contract. We're volunteer, life
circle, similar to the auto worker, other industries, where the man-
agement is going to sit down at the table and listen to the union people
and we're going to listen to the management problems. Because of our
joint union-management cooperation, we've been able to assemble a
highly skilled work force that's producing below cost, ahead of sched-
ule. And now we've gone around and tell the same people, including
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myself, that we're going to be laid off. Management is not going to
continue to build ships under those conditions.

Senator SARBANES. I was struck on Saturday, because I was talking
to some of your people, by the pride that they took in the job they
had done on that rig. This is the management and the workers I'm
talking about.

Mr. HAR-MOIN. The workers feel the same way.
Senator SARBANES. They had a sense that they had done a good job.

They brought the rig in ahead of schedule and under cost. You know,
it was a good piece of work and everything, and they were pretty
proud of it. The spirit amongst them was impressive.

Mr. BRADLEY. And their reward is a layoff.
Senator SARBANXES. Yes.
Gentlemen, we thank you very much.
I just want to say that we're very pleased to halve with us the vice

chairman of the Baltimore City Council, Councilman Clarence D.
Burns, who is an old friend and a very effective leader in our city.

If we could have the housing panel. Bob Voelkel, please proceed.

STATEMENT OF ROBERT E. VOELKEL, JR., PRESIDENT, MERCAN-
TILE MORTGAGE CORP. AND MARYLAND MORTGAGE BANKERS,
BALTIMORE, MD.

Mr. VOELIEL. I was not prepared to give a prepared address to you
or your subcommittee. I welcome the opportunity to sit here with
you to discuss the problems that we are experiencing from my own
personal standpoint, as far as Mercantile Mortgage and the Mortgage
Bankers.

My name is Robert E. Voelkel, Jr. I'm president of Maryland
Mortgage Bankers Association, a local trade association in the State
of Maryland, bankers. Additionally I'm the president of the Mer-
cantile Mortgage Corp., which is a wholly owned subsidiary of Mer-
cantile Bank Shares, a multibank holding company, chartered in the
State of Maryland. Mercantile Mortgage Corp. is not a bank. It is not
a thrift institution or a credit union. and hence we borrow money
like any other businessman to finance our operations. And as interest
rates rise, as we have witnesses during the last few years, our cost of
doing business through borrowing throws our company into a nega-
tive cash flow situation.

Since its inception in 1972, mercantile mortgage had 8 straight prof-
itable years of doing business. During 1980 Mercantile Mortgage re-
ported a first-ever loss of $900,000 which negated 50 percent of our
profits during the previous 8 years. In 1980, Mercantile Mortgage cut
its staff from 56 employees to 28. In late 1980 interest rates were cost-
ing us $80,000 a month in losses. From 1972 to 1979 Mercantile Mort-
gage average $40,000 a year in construction financing for apartment
projects, which represented about 2.400 units per year with average
mortgage amounts of $16,000 to $18,000 per unit.

In 1980 and 1981 Mercantile Mortgage only financed about $20 mil-
lion during both years, which totaled .570 units with an average mort-
gage rate of $35,000 a year. This, and during 1981 we'll run off a few
more apartment projects, just because they have previously been in
the pipeline, in the FHA pipeline, and we will be fortunate enough
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next month to get a little bit of the GNMA tandem money. We will
get maybe four projects during the coming few months, representing
about $12 million.

In way of testimony about subdivision financing which has been
an integral part of our business, the only subdivisions we are now
doing are projects where we have government-assisted end-loan
financing. WAere doing a job for Baltimore City down at Mount
Wynans where UDAG has given us a $12,500 per unit write down,
and we have available an additional subsidy of 235 financing.

Here in Baltimore City in the central part of the city, we're doing
about 250 townhouse rehabs and new townhouses, which additionally
has a $13,000 per unit UDAG write down. Additional subsidies in
the way of 71/2 percent end-loan financing. We have quit the spot
loan resale business which 2 years ago represented about $50 million
per year in volume for resale houses done in conjunction with real
estate. 'We have recently foreclosed within the last 11/2 years, on five
major subdivisions. It appears likely only work out of these sub-
divisions will be where we will design a townhouse and be able to
sell them to investors to take advantage of tax breaks under the
FHA 203(b) programs.

We virtually have stopped making all long-term conventional
mortgages with fixed rates because of the horrible conditions that
the thrift institutions are now experiencing with their liquidity.
During the last 18 months our only profitable experience has been in
some new construction in Ocean City. which we find has been a little
bit different than the rest of the Baltimore metropolitan area. We've
done about $20 million with Farmers Home in turnkey projects,
where we have a Government takeout. and I guess we have written
and closed and packaged about $30 million of single-family end loans
with mortgages for single-family residential. That was made possible
through county tax-exempt end loans through CDA and Baltimore
City programs.

That concludes my testimony, sir.
Senator SARBANES. Mr. McCuan, please proceed.

STATEMENT OF PATRICK McCUAN, PRESIDENT, McCUAN DEVEL-
OPMENT CORP. AND STATE OF MARYLAND INSTITUTE OF HOME
BUILDERS, COLUMBIA, MD.

Mr. MCCUAN. Senator, I'm Patrick McCuan. I'm the president
of the State of Maryland Institute of Home Builders, and in my
part time, I am the president of McCuan Homes in Columbia, Md.,
plus chairman of the board of Cannon Development Corp., a com-
mercial and industrial developer in Howard County.

It was 4 long months ago that a group of builders stood before
you and talked to you in this very room, talking to you about housing
and interest rates. Housing in Maryland is an utter disaster. In
Greater Baltimore, and in particular, it is in a very serious condi-
tion. I need not sit here and talk to you about Federal deficits or
talk to you about the problems of the myopic Federal Reserve Board,
nor need I talk to you about inflation and the impact on our industry
of inflation. I don't have to talk to you about the savings and loans
being decimated, because you know all of that. Perhaps what you
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don't know is the potential long-range impact of what's going to
happen in the long run, as a result, to this industry. We are probably
threatened more than any other industry that's affected by this partic-
ular recession with a stable work force. You alluded to it in your
earlier response to the AFL-CIO and the other labor groups. But
our stable force, our stable work force is almost, to use another word,
decimated, in the sense that according to the National Association of
Home Builders, we're looking at 18.2 percent employment rate across
the country.

I would say in some parts of Maryland, we're closer to 60 to 90 per-
cent unemployed in the construction industry. Across the country that
represents almost 1 million people that are out of work. In Maryland,
I can tell you that our industry has multiple hundreds and thousands
in our industry who are out of work today. More alarming, Senator,
is the subcontractor failure rate. We are up 71 percent in 1981. Let me
tell you why that's alarming. I'll give you a couple of examples. They
related earlier about General Electric and the 1,200 people who were
laid off in Columbia. That's only the tip of the iceberg. That's a large
supplier. They supply about 72 percent of appliances for all new homes
in the country.

Now normal years we build about 2 million homes across the
country.

So for General Electric, that means about 1,700,000 refrigerators,
dishwashers, garbage disposals, and other pieces that go into the home-
building industry. The large suppliers are not going to put up with
these kinds of losses. They'll lop them off. They'll no longer build ap-
pliances. Then who's going to be around to build appliances? Sure,
there'll be people to step in, and people to build new appliances, but
what will be the cost of those appliances? The likelihood-of instead
of a refrigerator in the standard home being $426, the likelihood is
that same refrigerator with the same components building by some-
body else will be $600. So that means that that home just went up $175.
Instead of that dishwasher being $232. it may be $313. So that house
just went up $80 more dollars. That $80 puts that many more people
out of reach of homeownership. But that's on a big level. Those are big
corporations, and they'll survive.

I think the other concern that I have is related to the small subcon-
tractor. And this is where perhaps we face the greatest danger in home-
building. Homebuilding-a home is an imperfect object built by im-
perfect human beings. But the thing it has going for it is that it's built
by groups of crafts people who are concerned about doing their best,
usually doing their best. I build custom homes. And what we try to do
is built the very best custom home you possibly can. And the people
who do those kinds of finishes in a home or do those specialty items in
a home aren't going to be there.

Let me give you an example. A blocklayer, before the 1974-75 reces-
sion, got about 25 cents for laying a concrete block. After that reces-
sion, they came out of that, they were up to about 55 cents in about
1976-77. Today they get about 95 cents per block. This is nonunion.
Just typically in a house. And there are about 2,000 blocks in the aver-
age basement. When we come out of this recession, because there are
people who no longer going to be blocklayers, the likelihood is we'll
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be paying $1.25 to $1.50 a block. Now those 2,000 blocks in an average
basement are going to increase the price of housing.

That's the message I want to bring to you. That those blocklayers
are quitting the business, and they're going to work as truckdrivers,
and they'll never come back again. They're going to go to work as
blue collar workers. They're going to go to work doing anything they
want to do, but they're not going to come back to the homebuilding
industry, because we constantly go and we go down. We go up and
we go down. We are 2 years and 4 months into the cycle we re in now.
And we're in a very serious condition, and we're losing those people.
And the impact of losing those people and losing those crafts people,
in addition to what it has on the impact of the cost of housing is what
I really want to bring as a message today.

I'm not sure that we can reverse it. I'm not so sure that the pos-
sibility is that we may have gone too far, but that's the most serious
message that's out there.

Then there is another and last message I'd like to bring to you.
That's about the smaller homebuilder. The majority of homebuild-
ers in this country, Senator, build less than 10 houses a year. When I
say "majority," about 85 percent of them. We are a small group and
we're really in many ways the last of an entrepreneurial breed. There's
a group of guys out there who doesn't really take any specialized train-
ing. All it really requires is some guts and some direction, and you can
go into the homebuilding business.

Well, that has positives and negatives. Tt really represents the
fact that anyone who has a bit of knowledge and foresight can be-
come a good builder. Therefore, we are basically tearing at one of the
social-key social fabrics in our country, and that's the community-
based institution of homebuilding. The small homebuilder. You know,
in this whole process, Senator, we're going to come back and the big
boys will survive. There's no question and some of us will survive, your
small builders. But the big problem is what about all those massive
number of small builders? You know Ryland Homes is not going to
want to go out in Hartford County and build a house on that farm
which that farmer wants to build for his son, so his son can set up and
have a family compound there. Ryland is not going to want to build-
as a production builder is not going to want to build the $250,000
custom home that people are going to want built for them after they
have made it, working hard and deserved it, and building a new home
for their family.

If we lose this small entrepreneur. I think that is one of the greatest
damagers that we face generally in our country.

In conclusion, I would add that in a democracy to own a home is
probably the most basic human right. I guess I'm biased about that,
but I think all of us at one time in our life, whether we be-whatever
development we come from, whatever social order, we think at some
point in time about owning our own piece of real estate and owning
our home. There's a growing frustration, almost a very near bitter-
ness. We're not there yet in our industry, but I have got to tell you,
I think we're patriotic and we're loyal, but enough is enough.

We thank you, as a Senator, for listening to our concerns, but we
also, now that you have listened, we want you to do something about
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it. We want you to bring the resources of your office and the influence
that you have developed in Washington, we want you to bring that to
bear on our problems. We know you're trying, and we're going to help
you try. We want to help you to even do better.

Senator SArPBANEs. Thank you. That's a very good statement. You
know, we've been in this fight on GNMA. I think the administration
is receding from that proposal, but that's just one example. It's like
the title XI funding for the ships that I was talking about. Again that
program is making money for the Government. There's no net cost t"
the Government or to the GNMA program.

It's very important to enable at least a segment of the housing in-
dustry to function. At what level of interest rates could you operate--
at least be able to move things a little bit and not be either off the cliff
or at the very edge of the cliff ?

Mr. VOELKEL. I used to think that at 13 percent we start really dis-
qualifying the majority of the people. I don't know what Pat's
thoughts are, but that's when our credit worthiness slips, where we
really start pushing an applicant to get him through.

I just am an entrepreneur, if you will. As a president of my own
company, I think I would have to look very, very hard and look twice
before I start going out. When you start talking about 13 to 14 per-
cent. I'm talking about prime rate, not a second home in Ocean City.
something like that.

Mr. MCIUAN. From a builder's point of view, I would say 111/2 to 12.
The reason why I pick it at that rate is even at 111/2 or 12 percent for a
first home buyer, it requires a family income of $28,000 to $30,000 just
to qualify for a $60,000 loan at that level.

On the other level, I'd say for a person trading out their homes, we
could go at 13 percent. If we got anywhere at 13, we could begin to
get moving and begin to contract for homes.

Senator SARBANES. I think your point on the work force is an ex-
tremely important one. As you said, I touched on it earlier. You're say-
ing that each time you go into a recession, it shakes out of that housing
industry work force some of the most highly skilled people-in sorrt_
ways the better people, because it would be easier for them to get jobs
elsewhere because they bring a better work record with them. So your
best people can probably get a job. Then you don't get them back
when things pick up again. So the cost goes up, because you have a
more limited pool of skilled people, and, of course, you have a training
period if others are going to get into it.

Mr. MCCUAN. They charge what the market will bear, Senator. Let
me give you an example. I interviewed a finish carpenter recently.
They're very rare now. In the home I built, I can't get a finish car-
penter. He now is getting $27.50 an hour. I told him, I think I'll just
go back and put my belt on. I think I'll go in there and start working
as a finish carpenter. He'll get it. I didn't hire him. He's one of the
best around.

But they're getting that, Senator. The carpenter that I just lost got
a great opportunity down in Florida to go into business with his
father, father and uncle, in a mop making-to make mops down in
Florida. So you know that's exactly what he's going to do. He's going
to go down there. He never again will ever come back in our industry
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as a trim carpenter, and he was superb. He could build the kind of
craftsmanship that's on those louvers there.

Senator SARBANES. What about young people entering your work
force? How is that working in terms of building the next generation
of skilled people?

Mr. MaCCUAN-. They're not there.
Senator SARBAN ES. Why is that? Why couldn't you say to young per-

son, "Now, look here's this finish carpenter and he can command $25
to $30 an hour. That's a lot of money, obviously. That's an important
skill. Once you have it, you always have it."

Why can't you get young people to go down that path? Because
you can't really promise them a job when they start out?

Air. MCCUAN. I don't mean to hog this, but they have seen their dads,
uncles, brothers, work for a year and then be off for awhile. They have
seen them after the 1974-75-they saw them work full-time right up
to about 21/2 years ago. Then they saw them getting spasmodic work.
Now they see them drawing unemployment. They don't really want
that kind of insecurity. That's one reason. No. 2, is there something
bad about-I think this has to do nothing with our current economic
situation, but with the social fiber of our country. There's a certain
bad connotation with our industry. I don't know what's caused it, but
people aren't very anxious to move into it. They will from the entre-
preneurial level.

You know, the supplier who is a tile supplier, he'll get his son in-
volved in that end of the business, but he would have a very difficult
time getting his son involved in the tile installation end of the business.
And I don't know where that breaks up.

Senator SARBANES. That's an interesting response. Bob, did you have
something?

Mr. VOELKEL. Yes, very, very personal experience from two recent
sons of mine who araduated from school. The one boy, I think just
because of my background in development of real estate, tried to make
a go of it in construction, particularly carpentry. After 11/2 or 2 years
of bouncing around from job to job, employer to employer, took up
accounting and just recently graduated with a CPA. Second boy, from
my own experience was with him, he wanted a sales career. And when
we were going down a punch list-I did this with him just this past
weekend-my comment-with him-I've made a living working in this
community all my life. I advised him to stay away from anything that
had anything to do with building products, because of the cyclical
nature of it. I told him to get into food or hospital supplies or
pharmaceuticals.

That's from me at 50 years old who have made my living at this
industry all my life. I don't know whether that answers your
questions.

Senator SARBANES. That's helpful.
Gentlemen, we thank you very much.
Ladies and gentlemen of our career placement panel, we appreciate

your patience in staying with us all morning.
We would be happy to hear from you in any order-have you

worked out an order amongst yourselves?
'Ns. Sills.
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STATEMENT OF CreSAUNDRA SILLS, DIRECTOR OF CAREER PLAN-
NING AND PLACEMENT, LOYOLA COLLEGE, BALTIMORE, MD.

Ms. SILLS. Since I'm the only female, I'd like to go first.
i want to thank you for the opportunity to testify today. And I'm

happy to see a lot of my colleagues today, and their report will be
included in your report.

tToday I wish to address the impact of the economic recession on the
Maryland college graduates, Senator.

Senator SARBANES. Would you identify yourself for the reporter's
benefit.

LIS. SILLS. I'm CreSaundra Sills, and I am the director of career
planning and placement at Loyola College.

And 1 will start again.
Today I wish to address the impact of the economic recession on

Maryland college graduates entering the job market. In particular, I
will be addressing Loyola College since that's the college I'm familiar
with.

With business uncertainties and economic trends such as layoffs
locally and nationally from the steel, food, auto, and housing indus-
tries, as well as governmental agencies, one might come to the conclu-
Sion that the job market outlook for college graduates in 1982 is
pretty bleak.

Some optimistic notes, however, according to the October 1981
College Placement Council's nationwide survey of 551 employing
organizations, there is a projected increase in the number of employ-
ment opportunities for 1982 graduates.

For example, 62 percent of the employers responding to the survey
cited improved conditions are expected for the first half of 1982.
Twenty-seven percent reported that conditions would probably
remain stable. Surprisingly, only 4 percent predicted conditions to
decline, while 8 percent were uncertain.

The responses to this survey are quite enlightening and optimistic
in Eerms of the anticipated increase in hiring activities.

In line with the College Placement Council's prediction, Loyola
College is experiencing an increase in the employer recruitment
activity for the 1981-82 season. Last year we had a total of 114
employer organizations on campus. This year, so far, we anticipate
130 participants. This high figure is probably due to the fact that 80
percent of our alumni is still in the Maryland area.

It is also important-to note that according to the college placement
survey the number of governmental entry-level positions for college
graduates is expected to decrease. This is of no surprise, since this
decrease is primarily due to the cutbacks on Federal jobs in efforts to
curb inflation. The biggest crunch will be felt in the humanities,
social science/service areas, and trainee positions usually filled
through the PACE exam.

Another critical factor affecting college students is the elimination
of the Federal summer internship program which provided students
with valuable summer work experience in various career areas. A lot
of our students obtained full-time employment upon graduation as a
result of participating in this program.
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In 1981, Loyola College's Career Planning and Placement Office, saw
a decrease in the number of students hired by governmental and non-
profit agencies. To give you a figure, in 1975, 19 percent of the students
were hired by governmental and nonprofit agencies, and for 1980 only
80 percent were hired by agencies. This was offset, luckily, by gradu-
ates hired in different business and industries.

However, our Federal, State, and local recruitment activities are
expected to continue in the engineering, computer science, and mathe-
matics areas. For instance, the Central Intelligence Agency, National
Security Agency, Social Security Administration, and the Fort Meade
Intelligence Group are still conducting recruitment activity.

Some of the "hot" career areas in which there are anticipated in-
creases in hiring activity in 1982 are engineering, computer science,
business sales, and health professions. Due to the various energy issues
we're facing, there will be a need for individuals pursuing careers in
coal, solar and nuclear energy, such as environmentalists, engineers,
ecological specialists, hydroelectricians, and energy research scientists.
The new technology we're heading for will manifest the need for robot-
ics specialists, computer specialists, systems analysts, molecular bio-
logists, to name a few.

It is important to note that the attitude of today's college student is
very compulsive in regards to career planning and iob-searching ac-
tivities. Along those lines, the number of students utilizing Loyola ,Col-
lege's Career Planning and Placement Office has increased tremen-
dously in the last year. We saw for the total year of 1980-81 about 780
people. At present we've seen almost 1,000 individuals. This was not
only the college community but outsiders who have college graduate
des!rees and are looking for jobs.

The students are literally frightened about what they hear about re-
cession and how it will eventually impact on their employment oppor-
tunities. The various cutbacks in financial assistance also have an awe-
some effect on those pursuing a college education. Many students are
forced to work at least part time to meet college expenses.

The recession in Maryland is challenging most graduates to develop
an array of skills: Namely business, technical, and communications
skills, regardless of their major area of concentration in college.

For example, liberal arts majors should develop some business and
technical knowledge; engineering students more managerial and busi-
ness skills; and business students more humanistic skills. The more
well-rounded the individual, the better his/her chances of employment.

Of course, it still holds true that the more competent a person is in
his/her communication skills, the more assertive that person can be in
selling themselves. With keen competition in many areas, marketing
oneself and readying oneself for the "real" world is crucial. In essence,
the "best" will get hired.

Liberal arts majors are of more concern to liberal arts colleges. and
we're doing all we can to make them highly marketable by developing
new seminars and workships.

More special programs are needed, like the joint efforts of Maryland
area placement officials and employers which snonsored recent college
job fair held at the Towson Center at Towson State University.
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Another example of joint participation by area colleges is the up-
coming education consortium, which is, in essence a job fair for educa-
tion majors. This event is sponsored by the University of Maryland s
Career Development Office and will be held at the College Park
campus.

Loyola College is unique in that we are experiencing increasing stu-
dent enrollment at a time when many schools are reporting a decline.

In addition, we are experiencing, as I mentioned earlier, an increase
in the number of employing organizations participating in the on-cam-
pus recruitment program. Surprisingly, numerous recruitment re-
quests include those students with a liberal arts background.

Our follow-up data for the past 5 years show that approximately 70
percent of our students are employed full time within 6 months after
graduation, while another 20 percent are accepted into various grad-
uate and professional schools.

Finally, it remains to be seen if the reported increase in recruitment
activities will continue to lead to "actual jobs." This can only be as-
sessed retrospectively when area Maryland colleges review follow-up
data regarding employment secured by the 1982 graduates.

Times are very tight. And quite frankly, with more cutbacks that
are going on, I really feel for the 1982 graduate.

And while I have the chance, I want to throw in a personal state-
ment. A lot of people feel that it's a plus to be a black woman in the
market force right now, because it's a double minority your chances
are better. Personally, I never felt it was true, because we had to be
21/2 times better than our counterpart looking for jobs, and we had
to work doubly hard at being accepted, recognized, and respected.

In essence, it's going to be really keen competition and a lot harder
for minority graduates going out in the job market.

The other day I spoke with a group of minority students. I referred
to them that I was coming here today, and I said: "In times of eco-
nomic stress, how do you feel about the job market?"

And they left me with the statement they thought I would be the
last hired, but the first fired.

Senator SARBANES. Thank you.
Mr. LeMire, please proceed.

STATEMENT OF FRANCIS J. LeMIRE, DIRECTOR OF PLACEMENT,
TOWSON STATE UNIVERSITY, TOWSON, MD.

Mr. LEMImE. Good afternoon, Senator Sarbanes. It's a pleasure to
be here to address your committee. My name is Francis LeMire. di-
rector of placement, Towson State University, located in the northern
suburbs of Baltimore City. Towson is the second largest university
in Maryland, with an enrollment of 9,400 full-time undergraduate
students and an additional 6,000 students in continuing studies in
graduate school. Minorities constitute 12 percent of the undergrad-
uate enrollment, and 50 percent of the students are women.

Although Towson is a State university, most of the students are
from Baltimore County, 47 percent, and Baltimore City, 23 percent.
The out-of-State enrollment is 4.5 percent.

The major degree program is in business administration. Other
popular fields of study, generally liberal arts, include mass communi-
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cations, teacher education, psychology, general studies, nursing, and
allied health. A compilation of enrollment by major is attached to my
prepared statement.

In the past, Towson has been known primarily for its teacher educa-
tion program. However, in recent years, the number of people majoring
in education has decreased significantly as it has throughout the coun-
try. This has resulted in an ongoing shortage of teachers in math,
science, industrial arts, and special education. The salary differential
between education and industry is a major cause for math and science
teachers seeking employment in the corporate areas. However, students
majoring in early childhood education, elementary education and a
few secondary areas are experiencing difficulty in obtaining teaching
employment.

In preparation of this report, 17 major employers who normally hire
college graduates were contacted and asked how the recession has af-
fected hiring and what their outlook is for the coming year. Employ-
ers contacted were in accounting, banking, retailing, manufacturing,
real estate sales, insurance, and media. Nine stated their businesses
were progressing satisfactorily, six were in a wait-and-see posture, and
two reported negative outlooks. Nine corporations are not hiring lib-
eral arts graduates or filling entry-level positions. They do not antici-
pate increased hiring during the coming year. An overview of their
comments is attached to my prepared statement.

It appears opportunities for entry-level positions are down, employ-
ers are extremely slow to fill vacancies unless it has a high priority.
Top graduates have not been as adversely affected as the average
graduate. The rippling effect on the tight job market and the high
unemployment has limited employment opportunities for the average
student.

The employers' holding or in a wait-and-see posture has put a
damper on employment opportunities. At Towson State we are partic-
ularly concerned about job opportunities for liberal arts graduates.

Although the number of recruiters coming to our campus has in-
creased this year, more are seeking business administration and com-
puter science majors than before. The majority of positions offered
are in management training, sales, teaching, and accounting and in
computer science. There are few openings for humanities or for phys-
ical and natural science majors.

To assist our seniors in qualifying for employment opportunities,
we conduct weekly classes in job search, resume writing, and interview-
ing techniques. A number of career information days and seminars are
held each semester, directed at seniors and various majors. Employers
who participate in this programs discuss interviews and resume writ-
ing from their point of view. suggest methods of conducting a success-
ful job search and talking informally to students about job markets
and careers.

The placement office maintains both bulletin boards and notebooks
for full-time, part-time, summer, and volunteer opportunities called
into our office. A resource center in the office contains employer and
career information, reference materials and directories.

Students can obtain part-time jobs in the Towson Job Location and
Development Office. From its inception in July of 1980 to July 1981,
JLD has seen the number of students taking part-time jobs rising

95-758 0 - 82 - 6
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froln 81 to 205. The coordinator believes that one of the reasons for the
dramatic increase has been the cutbacks in financial aid and the need
students have to earn more money to stay in college.

The Cooperative Education Office reports an increase in student
placements in internships from 287 in 1980 to 371 in 1981, with the
majority in business administration and computer science. Although
new employers are added each year, more are offering opportunities
for academic credit only and not wages.

The Placement Office, JLD, and Cooperative Education Offices have
formed a job network to increase Towson's visibility in the business
community and thus obtain more positions for its students and
graduates.

A major resource for local employment has been a college job fair
held annually by local universities, colleges, and sponsoring employers.

It's interesting to note in 1980, 75 employers and 1.300 seniors and
graduates attended; where, conversely, in 1981, 65 employers and 1,600
seniors and graduates attended.

Although jobs may be scarce, both liberal arts and business adminis-
tration students need to be encouraged to view their marketability with
confidence and optimism. In this tight job market, we urge them to be
aware not only of their academic major and supplementary courses,
but also the skills they have acquired through their schooling, work
experience, and activities.

Skills, transferable from school to job and from job to job, flexi-
bility, motivation, good grades, leadership, good work habits, and per-
sonal values-these are the assets we believe will lead them to employ-
ability. We make every effort to convey this to our seniors.

Thank you very much.
[The prepared statement of Mr. LeMire, together with attachments,

follows:]



77

PREPARED STATEMENT OF FRANCIS J. LEMIRE

Towson State University is a comprehensive state university located

in the northern suburbs of Baltimore City. It is the second largest

university in Maryland, with an enrollment of 9,400 full-time under-

graduate students and an additional 5,700 students in continuing education

and graduate study. Composition of enrollment is attached(A). Fifty-

seven per cent of Towson's students are women, and minorities consitute

12 per cent of the undergraduate enrollment. Although Towson is a state

university, the majority of our students are from Baltimore County (47 per

cent) and from Baltimore City (23 per cent). The out-of-state enrollment

is 4.5 per cent.

The largest degree program at Towson is in Business Administration.

Other popular fields of study are Mass Communications, Teacher Education,

Psychology, General Studies, Nursing, and Allied Health. A compilation

of enrollment by majors is attached (A).

Although Towson had been known primarily for its Teacher Education

program, in recent years the number of people majoring in education has

decreased significantly, as it has throughout the country. In 1979,

540 fourth-year students were enrolled at Towson; in 1980, 423; and in

1981, 370 fourth-year students. Responses to surveys indicate that the

number of education graduates finding employment in all fields, has, in

fact, increased from 67 per cent in 1978, to 71 per cent in 1979, and to

73 per cent in 1980. However, in 1980, 42 per cent of the reporting

education graduates stated that they did not seek teaching positions

upon graduation, although many found work in related areas.
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Contrary to the popular belief that opportunities in education are

nonexistent, many teaching jobs are available in Maryland. Throughout

the state there is currently an acute shortage of teachers in mathematics,

science, special education, industrial arts, and English. Continuing

headlines of oversupply and few demands for teaching positions have con-

tributed to the declining teacher education enrollment. It appears that,

within the next five years, due to the declining enrollments in teacher

education programs, retirement of teachers from the classroom, the minia-

ture postponed-baby boom, and low teacher salaries, the United States

will experience a teacher shortage somewhat similar to that of the 1960's.

The current shortage of teachers in mathematics, science, and indus-

trial arts may be attributed to salary differentials as most math and

science majors choose to seek employment in the corporate area, as do

many other education graduates.

In the preparation of this report, seventeen employers who normally

hire college graduates in the Baltimore area were contacted and asked:

1) How has the recession affected their employment of recent college

graduates? 2) Were they hiring at entry level? 3) How has their business

prospered in 1981 compared to 1980? 4) What is their outlook for 1982?

Employers contacted were in accounting, banking, insurance, manufacturing,

media, real estate, retailing, and sales. Nine stated that their businesses

were expanding or progressing satisfactorily. Six employers stated their

companies saw no significant change or were in a wait-and-see posture. And

two reported a negative outlook. However, of the seventeen companies,

only five were hiring college graduates at entry level from all majors, and

one other hires occasionally. The two accounting firms were continuing to
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hire recent accounting graduates. The remaining nine corporations

stated that, presently, they were not hiring liberal arts graduates or

filling entry level positions and did not anticipate increased hiring

during the coming year. Some employers said that when they do hire,

they prefer MA's and/or people with experience. Others prefer to fill

vacancies with promotions from within their company, if at all possible.

A list of employment categories is attached, along with employers'

comments (B).

At Towson State University we are aware of the employment situation

from both the employers' and students' points of view. We are particularly

concerned about the lack of job opportunities for our liberal arts graduates.

Although the number of employers recruiting on our campus has remained

fairly constant at approximately 125-150 per year (with, in fact, an

increase this year), the trend of opportunities is for business administra-

tion and computer science majors. (See the recruiting schedule breakdown,

C,) We have found that most of the employers do not have immediate open-

ings but are interviewing for projected openings anticipated for the

coming year. The majority of the positions offered through the on-campus

recruiting program are in management training, sales, teaching, accounting,

and computer science. There are limited opportunities for humanities

majors.

To assist our seniors in qualifying for employment opportunities, we

offer a number of services and programs aimed at increasing each senior's

marketability, job seeking skills, and job awareness. We conduct weekly

classes in job search, interviewing techniques, and resume writing. In

addition, a number of career information days are held each semester.
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Some recent programs have been for Education, English, Criminal Justice,

Foreign Language, and Nursing majors. Employers who participate at these

sessions provide career information in an informal setting, allowing

students to discuss career opportunities, gain employer awareness, and

learn what they can do to increase their potential for employment.

We also have had a successful series of seminars entitled "Seniors

in Transition," at which employers discuss interviewing and resume writing

from their points of view and suggest methods for conducting successful

job searches. Both students and employers have found these programs to

be productive and beneficial.

Our office maintains job bulletin boards and notebooks for posting

full time, part-time, summer, and volunteer opportunities. A resource

center in our office contains employer and career information, reference

material, and directories.

The Placement Office also works closely with the university's Job

Location and Development Office and the Cooperative Education office. For

students seeking part-time employment while attending college, the Job

Location and Development office has been particularly helpful. From its

inception in July, 1980, to July, 1981, JLD has seen the number of students

taking part-time jobs increase from 81 to 205. The coordinator believes

that one of the reasons for the increase is the cutback in financial aid,

with students settling for any kind of work in order to earn money to

meet college expenses. A copy of the complete statement from the Job

Location and Development Office is attached (D).

The Cooperative Education office reports an increase in student

placements in internships from 287 in fiscal 1980 to 371 in fiscal 1981,

the majority being in business administration and computer science. The
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reports that, although new employers are added each year, more are offering

opportunities for academic credit only and not for wages.

Both the Job Location and Development Office and the Cooperative

Education office offer students hands-on experiences and often provide

them with entrees into the world of work. The Placement Office, JLD,

and the Cooperative Education office have combined forces to form a "Job

Network." It is hoped this will increase Towson's visibility in the

local business community, lead to more positions becoming available to

Towson students, and increase our effectiveness in working with our students.

The College Job Fair is another major source of local employment in

which Towson State University has played an active role. Formerly known

as "Operation Native Sons and Daughters," the College Job Fair is co-

sponsored by area universities, colleges, the Greater Baltimore Committee,

the Baltimore County Chamber of Commerce, and employers. It is held

annually at the Towson Center between Christmas and New Year's Day. To

contrast participation during the past two years, 75 employers and 1300

seniors and graduates attended in 1980; whereas, conversely, 65 employers

and 1600 seniors and graduates attended in 1981.

Although jobs may be scarce, both liberal arts and business administra-

tion students need to be encouraged to view their marketability with

confidence and optimism. In this tight job market, we urge them to be

aware of not only their academic major and supplementary courses, but also

the skills they have acquired through their schooling, work experiences, and

activities. Skills--transferable from school to job and from job to job,

flexibility, motivation, good grades, leadership, good work habits--these

are the assets we believe lead to employability. We make every effort to

convey this message to our seniors.



82

TOWSON INSTITUTIONAL,-~

RESEARCH
MANAGEMENT SYSTEMS
IN$ltTTIONAL RESEARCH - TWSON STATE iWERSfY

TSU OPENING FALL 1981 ENROLLMENT-
Men Women Tetal

F/T P/T F/T P/T
UNDERG. 4163 1814 5246 2669 13.782
GRAD. 27 307 97 894 1.326
TOTALS 4190 2121 534S 3413 15.107
Prehmifnny il time e Iuiozleot (FTE) 11.200

TOW8ON STUDENT CHARACTERICS FALL 1981-
Th.percent e. nd frequencyditributionsthltfllow are bedon
the *.11 1981 -ndeegraduate enrolmnnt of 1.782 .ad gtadoate
enrollotent of 15.25.

Sos ~~~~~~~ ~~Underg. G.Wut
Mole 43.4% 21.2%
Fem-.e 56.6 74.8

RlcbVEthric BHckgrond
Blkck 117% 8.8%
Indian (Anicei n) .1 .1
Asian 1.0 .6
Hispanic 6 .7
White 44 88.41
Fo-eign 1.6 11
Unknon .7 .6
Age
18or younger 13.9% 0%
19 13.9 0
20 14.9 0
21 14.5 .3
22 10.2 2.2
23 53. 1.2
24326 0.6 18.6
27-30 7.0 27.9
31-36 1.5 21.4
36-40 26 10.8
41-10 2.1 987
51 .d older 1.2 2.6
Age LUnknown .1 0

Residence Under.. Grd
Anne AruodB Co. 47% 6.7r%
Bnatimore City 22.8 20.4
Baltioenl County 46.7 44.8
Ca-rul Co. 2.4 2.1
Ceil Co. .6 1.4
Froderik Cu. .6 .4
Hneloed Cn 1.9 120S
H.owrd Co. 2 2 3.2
Munitguery Co. 38
Prince Geeges Co. 3.0 1.
All other MD Cu. 2.8 M1

TOTAL MD
Residenb 95.1 96.)

OutoSfStnte
Stud.n.t 3.0 2.1
F-reign Stud.ois 1. 1.1

Major Field of Study

Bunine
Accounting
Buoinsu Adminiotrntion
Ecopomia

Soda) Sintco & Nu ni..
Engliuh
Geogrophy
History
Inte-nation .Studles
Modern Ln.gn.ye
Philosophy
Po.l1titl S&ionc
Psychology
Social Sience
Sociobly/Aethropologu

Fine Arts
Art Education
Art (Fine)
MsCosetcaico
Music
Muic Eduestios
Speech
Theotre

Educdton
Erly Childhood
El.ntotry
General
lostructi.n.l Tchnology
Reading
Secondocy

Natural 8denee4
Biology
Chemkitry
Matheantics
Natural Sdence
Pbysicn

Allod isaith
He.lth Records Admis.
Health Senco
Medical Tochodlouy
Nursing (dmieion by

dept reiew)
Occupatlon .Therapy (adnbsdo

by dept rvvs)
Phynloal Edupatino
Speech Pothology & AodloloVg

(ldmiseion by dept mvhw)

Underg.

2333
2,665

61

193
90
92
36
57
22

118
405
32

168

'4
242
708
161
91
10

194

2265
12
12

S2
68

160
22
68

148
100

89J

186

612

125

Grd.

25

176

a2

82

145
120

74

82
144

29

87

47
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MYscellaneous
General Studies "-i 60
Liherkl Art & Siences 18
Unkmown 5.006 202

TSU CREDIT HOURS OF ENROLLMENT FALL 19Sl-

ON CAMPUS OFF CAMPUS
Before 00 After 600 Reutoe 6-00 After 5:00 Totaw

Credt hour unde. 88.2% 11.3% 46% 04% 100%
Credit hru .grd 42m2 51.3% i 7 % 2.8 % 100%
Tutu credit h-ur 87.0% 123% #4% .16% 100%

'Suur e The 1981 Higher Education General loforda 8-urvey (HEGIS) substted to the Marybod SLtat Baud of Higher
Edurotlonst.t o

The major fild oftudy. Indic yd ho each sdnt t-regitrtion.

l- n ludm Afrikc Amec. Sntudles America Studies Adin Studie Conparntiv Ethnic Studies Computer ORses
Prtgnm Dame. Environmenti.tudie Health SereM Maogrmet, Hisdtoryf Art Conentration Latin Amr- -n
Studis Low Euforemoot, Medieval nd Ren-Ince Studies Reigios Studies nd Womens Studis

TSU ENTERING STUDENTS SURVEYED
The etring student survey unelea inn uf . io student aurney dev.luped by the National Cot.r fur Higher Eduction M nu.r-
mntSyMsi (NCHEMS) doiged toubtin initudin.i dsnostudent utetm. w. disributd to inmingTo on SUtte
Utniveity tudentu during TRIAD this pst summer. A toal of 2.192 surveys ere compld d sued as the ntudy group.

Thermultsfthe aurveyrevralsdthatst3%nfall renpondentuwere women and 6%6fMtestudent oereunder21 yenrsolage.
The mit popular feido of plunned study were bu iness dmieilarttion and cconting (31.2%); the various genera i tudim
programst(0.5t%; man nounmn tion1.6%) oducatin(ivclideieneral Elmentary, and Erly Childhodeducation) (19%)
nuning 5167#: and poyhoogy 14%).

A suhsbtntial portion of the informu.tin onloled from the entering tudenta reltd to what they wontd to gcu nut of their
eui-nce ath.u.ierRity.Thmntfrequr..tly epord go shsd todo withelf.imprvement Nineoutnftel(91 2%lsaid that

o.eoftheirgo baw. to in-reoe knotedgie it heir nCdemi field: vother 5M.3#%w-td to earI .. p.. ifcskillathotwould enr.ih
their daily life; imprvve*bility t get otgwith people s. .gloft4 9%nfthe-rspondeni.and 70 4Soan.td to met new peorpl
With rm.Pet to future actiiti, the moot frequont rr-ponae win to prepore far anew carer hich wmas gvnl of 81 2% ni the

, tudento.

Othr goalo cuitd by a amul r pernentags nf entring students included becming involved in rmpws ifs. b3.3% improving
sef-image 61.5%; imprving Ieuerhip Atils , 44% incraeud prtcipatiou in nolturl atties. 40.56 dibcvery of vmational
inrest. 36.7% improved skills for a curent inob. I S and inreas ing chas for rois nr prmotin. 7.8S
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TOWSON STATE UNIVERSITY

Placement Office

Research of Entry-Level Employment and Outlook--1982

Areas of Employment Outlook Hiring Information, Comments

Accounting 1) + Hiring accountants, entry level

2) + Hiring accountants, entry level

Banking 1) - No mgt. trainee, no recruiting; 50% less

employment
2) + Expanding, hiring mgt. trainees.

Insurance 1) + No lib. arts; hiring math, mass comm.,

accounting in expanding areas.
2) No change Entry level jobs; often hire part-time,

review openings carefully; fewer jobs,

1% turnover.

Investment 1) + No entry level; MBA, experience; no

difference in their business.

Manufacturing, sales 1) No change Not hiring, freeze; reposition person-
nel from eliminated jobs within co.

2) No change Holding;fewer jobs than 1980. Openings

filled by top management decision.

3) No change No entry level training programs; hire
at mid and upper levels; train within;

job openings reviewed.
4) - Recruit only for adm. positions to

fill "crucial" openings.

Media 1) No change No entry level; little turnover.

Real Estate 1) + Hiring, but not entry level; consoli-
dating; only experienced personnel.

2) + Entry level, hiring all majors; slow

expansion.

Retailing 1) + Hiring at entry level, all majors;
"bright future"; expanding

2) No change Felt recession Fall, 1981; holding.
Hiring fewer exec. trainees; reevaluating

and eliminating non-essential positions.

Sales 1) + Hiring all majors.
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TOWSON STATE UNIVERSITY
PLACEMENT OFFICE

ON-CAMPUS RECRUITING SCHEDULE - SPRING 1982

BREAKDOWN BY MAJORS

100 Recruiters Scheduled
(Many recruiters seek more than one discipline)

18 (sales, insurance, retail trainee, bank trainee,
management trainee. Also four U.S. services and
Peace Corps)

Accounting

Business Admin.

Comp. Sci./Math

Teacher Educ.

Finance

Psychology

Physics

Chemistry

Biology

Economics

Geography

Mathematics

Dance, Phy. Ed.

Sociology

Rehab. Counseling

37

13

18 (16 in Maryland Public Schools, 2 out-of-state,
1 Maryland private school, 1 retailer)

2

2

3

2

3

2

1

1

1

1

(other than computer science/math)

All majors
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TOWSON STATE UNIVERSITY
TOWSON, MARYLAND, 21204

Job Location end Development Telephone (3011 321-2730

JLD ha4 been in 4eLvice 4ince Juty 1, 1980. In that 6iuAt quaktet
o6 opeoation (Juty,Auguzt, SeptembeM), JLD auZibted in emptoying
S1 4tudent4 in vaiou6 jobz. One yea, tateaL JLD tocated 205 jobz 6o)t
ztudents in the zame thkee month peAiod. Atthough, I 4ee that numbeA
incJea6ing evehty quaoutet, many 4tudent6 have become te44 pauticutaA
about theit job 4etection. The student i6 awa/~e o6 the economic and
emptoyment p'tobtem6 and wiUt 4ettte 6ot any type o6 woek. With thiz
attitude, I see one majot pitobtem. Some emptoyeu4 take advantage o6
the dei6petation the ztudent 6eeUe to 6ind wootk. They wite cteate
the job 6Ao' the 4tudent, but at a toweA wate o6 pay.

AnotheA' Aeazon 6oA the incaea4e in emptoyed 4tudent6, i6 the cut-
backh in 6inanciat aid. Thi6 natuiLawy 6otcez the ztudent into an
ultimatum. The ztudent muzt woLk to keep up with the hi.Ling co6t
o6 cottege, oK teave cottege aftogetheA. It no tongeA Veema posaibte
60o a student to go to cottege without wobking in 4ome type o6 job.

In zummaLy, I can zay that JLD i6 incteazing the numbe)L o6 job4.
6ound each yeaA. Howevet, I don't think the satoty o6 the job i4
incAteazing with the &ic.ing co0t o6 Uiving. I don't have the ztatietiuc
to zuppoAt thie ctaim but I am woAking on devetoping methodA to
zuppo)Lt my zpecutation6 with 6igutez.

JLD'4 main goat i4. htudent aetention which we ate accomptishing
by c.'eating mokte jobh each zemezteA a6 Thown betow:

1980 1981
Iet QuaAteA'- 7VTF
2nd Quattek- N/A 202 (The numbe.t o6 6tudent-6 in jobz 6)tom JLV)
3'td QuaiteAt- 81 205
4th Qua.'teA- 144 214



87

Senator SARBANES. It's my intention to go through and hear every-
one and then come back with questions.

If there's someone who must leave, I would understand that. But
I think it would be better to hear from all, and then address the ques-
tions generally.

Mr. Pelletier, please proceed.

STATEMENT OF DENNIS M. PELLETIER, DIRECTOR OF CAREER
PLANNING AND PLACEMENT, UNIVERSITY OF BALTIMORE, BA-
TIMORE, MD.

Mr. PELLErIER. I thank you very much for allowing me an oppor-
tunity to speak. I'm Dennis Pelletier, director of career planning and
placement at the University of Baltimore.

My report is strictly about the impact that I see of the current
recession and its high rate of unemployment on the students at the
University of Baltimore. And I believe that impact is very serious.
Because the university is an upward division, nonresident institution-
that is, we only have juniors, seniors. and graduate students, and all
of them are commuters-the overwhelming majority of our students-
that is, over 85 percent of them are already employed, and most of
our students are part-time students. This, in comparison with most
other university career planning and placement offices, limits the
burden of assisting people in their search for employment.

Many of our students are already employed and pursuing degrees
to enhance their qualifications for advancement within that career.
However, a large number of our students are also pursuing degrees
in the hope of affecting career change. These students, along with the
younger students who are also seeking entry-level positions, have been
affected most by the recession.

The Career Planning and Placement Office may be viewed as a ba-
rometer of the job market. As such, the activities of the office affect
current employment opportunities and trends.

In my estimation, the current recession is reflected in various sta-
tistics: The number of students who visit the Career Planning and
Placement Office, the number of employers who recruit on campus,
number of employment interviews conducted on campus, the number
of actual job openings advertised through the office.

The staff of the Career Planning and Placement Office had almost
1,300 more contacts with students in the 1981 calendar year than 1980
calendar year. This is a tremendous increase when viewed in relation
to the total number of student contacts. From this perspective, it indi-
cates that the number of students who chose to utilize the service
increased by 22 percent in 1 year. I would like to think this increase
is partially attributable to the office having a good reputation in our
offering of services. However, I believe most of this increase is more
realistically attributable to the recession and higher unemployment.
It was more difficult for students to secure jobs in 1981 than it was
in 1980, and the students knew this. Consequently, they devoted more
time and energy to this endeavor. And utilization of Career Planning
and Placement Office services is one indicator.
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With regard to the number of employment recruiters on campus who
conducted interviews in each of the past 2 years, in 1981 there was a
13-percent reduction in the number of employers who chose to partici-
pate in this program. This had a net effect in reducing the number of
interviews and jobs available to graduates. The 13-percent reduction
in the number of recruiters, in combination W`ith 6-percent reduction
in actual employment interviews conducted, reflects that competition
for available jobs was greater.

To be more specific, some employers typically attract fewer inter-
viewees than others. During 1981, even those less popular employers
attracted a large number of candidates. Most conspicuous among the
absent recruiters during 1981 were those representing Federal, State,
and local government agencies. I think that is reflected in what Ms.
Sills was saying about the Federal Governiuent. Mr. Heintz, earlier
this morning, spoke about Government employment being down. And
MIr. Hutchiuson spoke about his county. That's only representative of
one county. We're seeing that with other counties, also.

The reduction in the number of Government agencies recruiting on
campus has an inordinately negative impact on liberal arts graduates
who have typically found good employment opportunities in Govern-
ment service. Just as the number of jobs listed in the "help wanted"
columns of newspapers is a reflection of the employment market, so
also is the number of job vacancies listed with the career planning and
placement offices.

bThen unemployment is relatively low, more job openings will be
listed with the office. And when unemployment is relatively high, the
number of job openings listed will be low. This trend is attributable
to both a lower number of job vacancies and the fact that in times of
high unemployment employers usually do not have to utilize as many
resources to attract applicants. Specifically, during periods of high
unemployment, employers usually have a larger pool of applicants
who have submitted unsolicited applications and resiumes.

In 1981, there were 28 percent few job openings listed with the
Career Planning and Placement Office at the University of Baltimore.
While this figure by itself appears to represent a drastic reduction in
the number of potential jobs for students, it takes on an even greater
meaning when viewed in combination with 22-percent increase in the
number of student contacts which the staff of the Career Planning and
Placement Office had in 1981. This staff was confronted daily with
well-qualified, talented people looking for an opportunity to begin
their professional careers at a time when there were fewer opportuni-
ties.

For many people, this situation has had a negative impact on the
psychological well-being and their family life. Specifically, the frus-
tration and stress of seeking a job in a period of reduced opportuni-
ties, especially after having invested 4 or more years of their lives in
the pursuit of higher education, leads many people into a state of de-
pression which can affect their interactions with others, also affects
their chances of seeking-securing employment. It takes on a type of
a cyclical nature, that their negative attitude comes across when talk-
ing to employers and it becomes defeating to them.

For two categories of the career planning and placement office
activities, the percentage change for the latter half of 1981, in com-
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parison with the latter half of 1980, is greater that the percentage
change for the first half of 1980. Specifically what this reflects is the
fact that the effect on students was felt more during the latter part of
1981 than the beginning months. During that latter half of 1981,
36 percent more students utilized the services in the career planning
and placement office, while there were 33 percent fewer jobs listed'
with this office.

In summary, what that's saying is that the situation has just ac-
celerated during the last 6 months.

Senator SARBANES. SO, in other words, the 28 and 22 figure was for
the year?

Mr. PELLETIER. Yes, total average for the year. But the last 6 months
is much more drastic.

Senator SARBANES. I see.
M r. PELLETIEII. If it was not for what the Sunday, January 3, 1982,

New York Times business section called the "Year of the Account-
ant," the other two reported career planning and placement office
activities would also have been depressed in the latter half of 1981.
However, the recent changes in tax law have created an increased
amount for accounting graduates, which has moderated the decrease
in oncampus recruiting. The largest number of graduates from the
University of Baltimore majors is in accounting. Therefore, we're in
pretty healthy shape for that one particular major.

In summary, I feel that the effect of the current economic reces-
sion and the higher rate of unemployment has had a grave impact on
students graduating from college. This negative impact has been per-
ceived in a significant increase in the number of students utilizing
career planning and placement services, fewer employers on campus
conducting employment interviews and fewer actual job opportuni-
ties for students. Such a situation not only affects the student's and
family's economic positions but also the psychological well-being of
the students, who must constantly struggle for an opportunity to
utilize what lie or she has worked so hard to acquire, namely a college
education.

As a result, this university's career planning and placement office
staff has had to serve a great many more students and strive to do so
in new and creative ways.

I might add that these new and creative ways often result-and
some of my other colleagues will probably speak to this-that in times
of having to serve many more students our resources are being di-
mninislied also.

[The prepared statement of Mr. Pelletier follows:]
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PREPARED STATEMENT OF DENNIS M1. PELLETIER

The impact of the current recession with its higher rate

of unemployment has been quite serious for the students at the

University of Baltimore. Because the University is an upper-

division, non-resident institution; that is, we only have

juniors, seniors and graduate students, and all of them are

commuters, the overwhelming majority of our students (over

85%) are already employed and most are attending classes part-

time (over 60%). This,in comparison with most other university

Career Planning and Placement Office's limits the burden of

assisting people in their search for employment. Many of our

students are already employed and are pursuing degrees to en-

hance their qualifications for advancement. However, a large

number of our students are also pursuing degrees in the hope

of affecting a career change. These students, along with the

younger students who have also been seeking entry level positions,

have been affected the most by the recession.

The Career Planning and Placement Office may be viewed

as a "barometer" of the job market. As such, the activities

of the office reflect current employment opportunities and

trends. In my estimation, the current recession is reflected

in various statistics: the number of students who visit the

Career Planning and Placement Office; the number of employers

who recruit on-campus; the number of employment interviews

conducted on-campus; and the number of job openings that are

advertised through the office. Table 1 reveals these statistics

along with the percentage change from 1980 to 1981 for each

category.
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Table 1

Selected Career Planning and Placement Office
Activities and Percentage of Change for 1980 and 1981

Activity 1981 1980 %Change

Contacts with Stddents 7240 5958 +22

Employers On Campus 81 93 -13

Interviews Conducted 870 922 - 6

Jobs Listed 426 593 -28

This table indicates that the staff of the Career Plan-

ning and Placement Office had almost one thousand three hun-

dred more contacts with students during the 1981 calendar year

than in the 1980 calender year. This is a tremendous increase

when viewed in relation to the total number of student contacts.

This perspective indicates that the number of students who

chose to utilize the services of this office increased by 22%

in one year. I would like to think that this increase is

partially attributable to the office having a good reputation

and our offering improved services. However, I believe that

most of this increase is more realistically attributable to

the recession and higher unemployment. It was more difficult

for students to secure jobs in 1981 than it was in 1980, and

the students knew this. Consequently, they devoted more time

and energy to this endeavor, and the utilization of Career

Planning and Placement Office services is one indicator.

Also reflected in the table is the number of employment

recruiters who conducted interviews on campus each of the past

two years. In 1981 there was a thirteen percent reduction

in the number of employers who chose to participate in this

program. This had a net effect of reducing the number of in-

95-758 0 - 82 - 7
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terviews and jobs available to graduates. This figure, in

combination with the six percent reduction in actual employ-

ment interviews conducted, reflects that competition for the

available jobs was greater. To be more specific, some employers

typically attract fewer interviewees than others. During

1981, even those less popular employers attracted a larger

number of candidates. Most conspicuous of the absent recruiters

during 1981 were those representing Federal, State and local

government agencies. The reduction in the number of govern-

ment agencies recruiting on campus has had an inordinately

negative impact on liberal arts graduates, who have typically

found good employment opportunities in government service.

Just as the number of jobs listed in the "Help Wanted"

columns of newspapers is a reflection of the employment market,

so also is the number of job vacancies listed withthe Career

Planning and Placement Office. When unemployment is relatively

low more job openings will be listed, with the office, and

when unemployment is relatively high the number of job open-

ings listed will be low. This trend is attributable to both

a lower number of job vacancies, and the fact that in times

of high unemployment employers usually do not have to utilize

as many resources to attract applicants. Specifically, during

periods of high unemployment employers usually have a larger

pool of applicants who have submitted unsolicited applications

and resumes. Table 1 indicated that there were twenty eight

percent fewer job vacancies listed with the Career Planning

and Placement Office at the University of Baltimore. While

this figure by itself appears to represent a drastic reduction

In the number of potential jobs for students, it takes on an
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even graver meaning when viewed in combination with the twenty

two percent increase in the number of student contacts which

the staff of the Career Planning and Placement Office had in

1981. This staff was confronted daily with well qualified,

talented people looking for an opportunity to begin their pro-

fessional careers at a time when there were fewer opportunities.

For many people, this situation has had a negative effect on

their psychological well=being and their family lives. Speci-

fically, the frustration and stress of seeking a job in a

period of reduced opportunities, especially after having in-

vested four or more years.of their lives in the pursuit of

higher education, leads many people into a state of depression

which can effect their interactions with others.

A trend not reflected in Table 1, but which is nevertheless

significant, is that for two categories of the Career Planning

and Placement Office activities the percentage change for

the latter half of 1981 in comparison with the latter half

of 1980 is greater than the percentage change for the first

half of 1980. Specifically, what this reflects is the fact

that the effect on students was felt more during the latter

part of 1981 than the beginning months. During that latter

half of 1981 thirty six percent more students utilized the

services of the Career Planning and Placement Office, while

there were thirty three percent fewer jobs listed with the

office in comparison to the latter half of 1980.

If it was not for what the Sunday, January 3, 1982 New

York Times Business section called "The Year of the Accountant,"

the other two reported Career Planning and Placement Office

activities would have also been depressed in the latter half
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of 1981. However, the recent changes in tax law have created

an increased demand for accounting graduates, which has moderated

the decrease in on-campus recruiting.

In summary, I feel that the effect of the current economic

recession and the higher rate of unemployment has had a grave

impact on students graduating from college. This negative

impact has been perceived in a significant increase in the

number of students utilizing Career Planning and Placement

services, fewer employers on campus conducting employment in-

terviews, and fewer actual job opportunities for students.

Such a situation not only affects the student's and family's

economic position, but also the psychological well-being of

the students who must constantly struggle for an opportunity

to utilize what he or she has worked so hard to acquire; namely

a college education. As a result, this University's Career

Planning and Placement Office staff has had to serve a great

many more students, and strive to do so in new and creative

ways.
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Senator SARBAXES. Thank you. Mr. Pelletier.
Mr. 'Martello, please proceed.

STATEMENT OF JOHN MARTELLO, ACTING DIRECTOR, OFFICE OF

COOPERATIVE EDUCATION, UNIVERSITY OF MARYLAND, BALTI-

MORE COUNTY, CATONSVILLE, MD.

Mr. 'MARTELLO. My name is John 'Martello. I'm acting director of
the office of cooperative education at the University of Maryland,
Baltimore County, and I'm also president of the Cooperative Educa-
tion Association of Maryland.

Generally my observations are like those you have heard already,
which is to say that the demand for college graduates in the areas
of computer science, engineering, business fields, and accounting
remains relatively strong. We anticipated a greater problem for
graduates in the fields of liberal arts and sciences, although based
on some of the testimony I've heard today I'm not as optimistic as
some in terms of what might be coming down the road.

I want to speak to you a little bit more directly about cooperative
education, which I believe offers some promise for some of the prob-
lems that we're hearing about today. As you probably know, Co-op
is a program that permits students to include periods of full-time,
alternating, or part-time professional paid work experience as part
of their academic career.

We've had good success with our Co-op graduates in terms of
securing employment. This is because, in short, the business person
can hire a student at a lower cost. It certainly provides a good, short-
term income for the college student and enables that student to come
cut of college with some experience to back up his degree.

We spend a lot of time recruiting for Co-op placements through-
out the Baltimore and Washington area. To a certain extent. I think
that's a barometer on what's coming in the future. I can tell you in
terms of our paid placements, these are off about 20 percent.

My major concern is the following: President Reagan has recom-
mended that the funding for Co-op be cut back severely. Although
if you take the number of Co-op students who are working and the

dollars they are contributing in taxes, that sum totally exceeds the
amount the Government provides for seed money for the establish-
ment of Co-op programs. Although my program is not federally
funded. I'm concerned about other institutions in Maryland and this
region who are seeking to develop these programs and won't have
the money available to them to develop them.

I think there is another problem that I want to highlight, which
has to do with a generation of college students who are becoming
very embittered about the situation with regards to the economy; that
is to say that we encourage students to go to college to get a degree
with the promise of better employment. What I see is that those

opportunities are declining and I think it's unfortunate for the next
generation of leaders that this is the heritage that we leave them.

So, I guess in summary, what I would like to do is encourage your
efforts to address some of the problems that we've heard today, because
I think it's impossible to overestimate the negative effect that the cur-
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rent situation is going to have on the generation of college students who
are in the pipeline.

Senator SARBANES. Thank you very much.
Mir. Carey. please proceed.

STATEMENT OF JAMES L. ROBERTS, DIRECTOR, CENTER FOR CA-
REER DEVELOPMENT, MORGAN STATE UNIVERSITY, BALTI-
MORE, MD.

Mr. ROBERTS. Senator Sarbanes, my name is Jim Roberts. I'm the
director of creative development at Morgan State University. I've been
in that position for the past 10 years while at Morgan State.

As you well know, Morgan State University is a historically black
institution that is located in northeast Baltimore. The current student
enrollment is approximately 4,300 FTE.

Although we have students from 32 States, 20 foreign countries, and
the District of Columbia, the majority of our students are from the
State of Maryland and are interested in employment opportunities in
the State of Maryland.

Each year for the past 2 years, we have graduated approximately
640 undergraduate students. Approximately 36 percent received their
degree in liberal arts; 34 percent in business administration, account-
ing and economics; 12 percent in the sciences; and the remaining per-
centage in education and urban studies. These graduates accepted a
variety of positions in the public and private sector as well as graduate
and professional school opportunities.

A survey that we conducted 2 years ago revealed that for the school
years of 1975-79, approximately 39 percent of our graduates accepted
positions with various corporations, financial institutions, and insur-
ance companies; 22 percent accepted positions with various Govern-
ment agencies; 15 percent were accepted at various graduate or pro-
fessional schools; and 24 percent accepted teaching positions with
various school systems.

Today, we are finding that our students are still very much inter-
ested in all of these areas. However, as a result of the proposed and
implemented Reagan budget cuts, many of these students will not be
able to find employment in these career fields.

The reasons for this can be seen very clearly in the following areas.
One, limited hiring of individuals with certain Federal Govern-

ment agencies. And many of my colleagues have already stated the fact
that the Federal Government is one of the largest employees of liberal
arts graduates, and with its limited hiring we are now eliminating
some of these career opportunities for our liberal arts graduates as well
as others in different areas.

In addition to this, the Federal summer intern program, that was
designed to get students interested in careers with the Federal Gov-
ernment, as well as gaining some experience in this area has been
discontinued. Finally, we have found that many of our liberal arts
graduates, as well as those in other areas, are interested in working
for community and human service agencies. Cuts in this area have
affected State and local programs; for example, CETA. In fact, it was
announced last week that there were some 150 people last week, I be-
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lieve, laid off as a result of some cuts in this area. So, here's another
area where some career opportunities will be eliminated.

The second point is, many private sector employers are reducing
the number of colleges for recruitment visits because of fewer job
opportunities. Although some corporations are able to expand and
develop as a result of various acquisitions, mergers, et cetera, there
are still a significant number that are not able to expand, therefore
reducing the number of entry level positions for college graduates.
For the past we have had over 350 recruiters a year at Morgan State.
To date we have had some recruiters to cancel their scheduled recruit-
ment date as a result of limited hiring for the upcoming year. There-
fore, it is doubtful if we will have the same number of on-campus re-
cruiters for the 1981-82 school year, as we had for the previous 3
years.

Three, nationally, over 70,000 college students will have to drop
out of college because of cuts in student financial aid programs. Over
80 percent of Morgan students qualify for some form of financial aid.
If they are unable to receive some type of aid they will possibly have
to drop out of college. This should not only be our concern at Mor-
gan State University and other 4-year colleges and universities but
also employers in the public and private sector. We are already ex-
periencing shortages of college graduates in such areas as engineering
and systems analysis and we will continue to have shortages of people
in these areas and other areas if young .people who are interested in
college have to drop out of college because of limited financial aid.

It is evident that the present and proposed Reagan budget cuts will
result in a high rate of unemployment and underemployment among
our college graduates, thus depriving them of their dreams of de-
veloping themselves and moving into a career of their choice.

A statement I feel very apropos to this situation is one used by the
United Negro College Fund when they say, "A mind is a terrible thing
to waste."

Senator SARBAXES. Thank you, sir.
Mr. Carey, please proceed.

STATEMENT OF MICHAEL CAREY, DIRECTOR, CAREER PROGRAMS,
CONTINUING EDUCATION AND COMMUNITY SERVICE, CATONS-
VILLE COMMUNITY COLLEGE, CATONSVILLE, MD.

Mr. CAREY. My name is Mike Carey. I'm the former dean of students
at Catonsville Community College. I'm now director of career pro-
grams, continuing education, and community services.

Thank you very much for inviting us to give some testimony to this
hearing today. Catonsville Community College-I didn't write one up:
I'll write up what I say today and drop it in the mail.

Senator SARBANES. We're taking it down here.
Mr. CAREY. Catonsville Community College enrolls about 10,350

students and we serve primarily the southwest section of Baltimore
County, althouzh our enrollment comes from all over the western side
of Baltimore. We're currently about 20 percent minority enrollment.
About 7,700 of the students attend part time and one-half of those
people are wvomen. The average age of our students are 28 years old.
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Our students are also workers, so I think some of my comments
today won't sound so much like my colleagues from the 4-year schools
on what's happening to our graduates. I'll talk more about wlat's
happening to the people that we're seeing right now.

Certainly the community colleges have seen more than our fair share
of handicapped people, of women, people, and minorities trying to
come through and better their lives. We're already starting to see from
reports of councils that I've talked to since I got the invitation to come
to this hearing. These particular people, no surprise to anybody, are
the first ones getting laid off from jobs, returning to school, and also
are having more than the typical difficult time of obtaining employ-
ment. That's something that's happening already.

About 3 or 4 years ago we had a grant from the State Department
of Vocational Education. Federal money from the Voc Ed money, to
do a program to give vocational training for blind people and hearing
impaired people.

Well, 3 or 4 years ago we started the program. We've got some
graduates coming up now. And where we had a time in this society
where there were Affirmative Action people believing they wanted to
try to hire some folks if they could, I think it's no secret to anybody
that that pressure that came from the top of our society downward is
not quite there.

One clear sign I think we had this December, I think that echoed
what the gentleman before who talked about retail trade, in the retail
trades is accurate. 'We had a severe drop in part-time jobs for our stu-
dents this year. A great majority of our students rely on part-time
jobs. It is with part-time jobs that they put themselves through school,
support their families. And, many of those jobs come from the retail
trades.

This Christmas the stores just did not hire. They went through the
whole Christmas season pretty much with their regular work force,
had them work overtime, and our students experienced a lot fewer jobs.
I suspect that this next spring, as people start looking for summer
work, we'll have a real handle on whether that trend is more solid.

We've heard talk today about the cyclical nature of our society.
There are a couple of ways in which that's impacting on people in the
community colleges. We have a curriculum called "Air Transporta-
tion." Although it's never been a large curriculum, it's a pretty pop-
ular curriculum. It's an exciting field to work in, in our society. We've
had students come and spend 2 or 3 years studying and as you know,
the air transportation industry takes a dive and jobs are down.

I think, Senator, you mentioned before, I think a couple of times,
how people's morale in our society might be tipping, and I think this
is an indication. We have people who have been trained to work in
the field of mental health. Well, that's not a field to be in today. We
have people who have gone to school to study construction manage-
ment. That's not a field to be in today. I don't know where these people
are going to go.

It's also a problem for the college, not just on downturn side but
when we have an upturn like we had. Metropolitan Baltimore in elec-
tronics, AAI, Martin Marietta, and Westinghouse ire booming with
contracts right now. We need to hire three instructors in the areas
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of electronics technology, and put an ad in the paper; we can't get
them.

First of all, our salaries aren't competitive; I understand that. But
I think there are people who might want to teach. We just have a
severe problem getting the kind of faculty, and recently trained, to
help in the electronics industry and the burgeoning camputer industry.

I don't know if the answer for that is so much to my level of edu-
cation as it might be to the upper level of colleges and universities,
in some way to make sure we have training instructors in the tech-
nical areas that our society needs. Fortune magazine had an article
about the large universities having the same problem.

One interesting thing. I think, to watch this year: Typically, when
community colleges try to project their enrollment, we have a hard
time with the baby booms and the housing trends. But we found the
predicted enrollment for community colleges has been-recession has
always been good for community college enrollment. Every time we
had a recession, people were laid off, community college enrollment
went up.

I'm not so sure that's going to happen this time. Last time that hap-
pened, we had a lot of people out there with GI bill benefits they
hadn't used up. What did they, do if they couldn't get a job? They said
to their wife, look, I'll change fields, update, and they went to school.

The basic grants have been the same thing for some people. And
for some people who couldn't afford it, loans. If those things aren't
there as part of what Mr. Reagan calls a net that catches people when
they fall, they're not there to return to education like they used to be.

So, I think if you don't see an upturn in community college enroll-
ments across this country next September, with the exception of those
people who came to us so that they can get their social security benefits,
if you don't see an upturn, you're going to have to wonder where those
people went. In the last couple of recessions, they went to the commu-
nity college and got up-training and a new skill.

One particular area where our students are getting hurt is some of
the lower level skill training we do, training people in typing and office
occupations. A couple of months ago, we got somebody up to 60 words
a minute. That's a pretty good typing skill. They get out and they find
jobs. Now, they're running into competition for people. One of my stu-
(lents lost her job last week to a woman who had 12 years' experience.
The employer said, "Look, we liked your student; she was good, lots of
skills, nice attitude, but how can I turn down 12 years of experience?"
And that person with 12 years of experience took a job for $3.35 an
hour. So, not only is my student disappointed but I suspect he got a
very unappy employee and perhaps a bitter person.

The same thing has happened to me with some auto mechanics we are
training. We are training auto mechanics. All around Metropolitan
Baltimore you have dealerships going out of business, plenty of experi-
enced mechanics out there in competition with our students for jobs.

One other area of training that we do as part of the National Associ-
ation for Community and Junior Colleges, in cooperation with Small
Business Administration, helping to train small businessmen. One of
our most popular courses is, "How to Start Your Own Small Business,"
a very popular course.
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Our second most popular course is what to do about financing.
There's not much popularity and growth or other topics, public rela-
tions and other kinds of things, that small businessmen used to spend
their time worrying about. I think the people coming into "How to
Start a Small Business" are people who are tired of the cyclical nature
of working in businesses outside of their control. They dream that if
they have their own, they will have some control. And certainly, the
biggest thing facing the small businessmen that we deal with is the
problems with interest rates.

Two more statements: One is the frustration that I've had this past
year trying to get a training program off the ground with CETA
money. Baltimore County made a real commitment to use some of their
CETA money to put in a training program that didn't exist in metro-
politan Baltimore.

There are very few places for an adult after high school age to go to
learn to be a machinist or auto mechanic in the Metropolitan Balti-
more area. This area just doesn't have that type of skill training for
people after they leave high school, except in the private schools which
you have to have about $3,000 a year tuition to be able to go to school.

It's been kind of frustrating to work with well-intentioned people
in Baltimore County government, develop a program that you get
started; you work like heck for 6, 7, or 8 months and you sit down in
September and wonder what's going to happen next. You don't find it
in September. You don't find it in October or November. And you start
saying, well, should you be looking for work, put on hold a bunch of
curriculum development and say, here's what you've got now but it's
going to change again.

And I suspect we're going to go through the next couple of months
ivith the same type of thing until we know what this country's going
to do about manpower training after October 1. I think it's certainly
something that I recognize is going to change. I think the reputation
that CETA got was unfortunate. It certainly didn't reflect what I saw
happen in metropolitan Baltimore.

But we, in the community colleges. certainly need the direction of
where we're going in manpower training since in many districts of our
country, the community college is the place that's going to inherit and
carry out most of that, and should.

The other hat I wear besides "Continuing Education" is the career
programs of the Community College. Career programs is our termi-
nology for all of our 2-year programs that don't need to transfer. We
have tremendous difficulty setting the kind of equipment that we need
to teach the students in a technological society. I need to start a pro-
gram tomorrow in training people to fix all these microcomputers, but
I need $25.000 or $30.000 in equipment.

Local school districts are having a lot of trouble getting the money
to buy that equipment-always have had trouble. But with the passing
of Federal Government responsibilities, traditional responsibilities
back to the State and local governments, I don't look forward to trying
to convince Mr. Hutchinson to give me that $25.000 to $30,000 when
he's got people who don't have jobs and need other kinds of things.

So, I guess that's a separate issue. Maybe it's not even a part of this
subcommittee. But certainly the schools of this country need faculty
that can teach in the technology, need the equipment to teach the tech-
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nology, machine tools. electronics and computers, and things more
sophisticated.

Senator SARBAINES. It is an important point. The contrast between
what we're doing and the Japanese and the West German, even what
the Soviets are doing. both in terms of equipment and personnel, is
very marked. 'We are living in a technological age and their output of
engineers and other scientists in proportion to their population far
exceeds ours.

We had that program to try to upgrade the labs in the colleges and
universities, and that was scrapped. We put about a $17 million sort
of matching investment in that thing to increase the upgrading of the
laboratory facilities in a lot of our colleges and universities, many of
which date from, you know. World War II really. You know, the only
real place we have any real modern facilities in that regard, apparently
are in some of the industrial companies.

Mr. CAREY. We work with the Association of Machine Tool Shop
Owners in metropolitan Baltimore. They are all small businessmen
for the most part. And those men are just crying for -well-trained
machinists, people who want to do that kind of work, people who
know what that work is. And they wonder where they're coming from
in the next generation. I've been to a couple of dinner meetings with
them and when they hear us talking about retooling America, they
wonder where the workers are coming from that know how to work a
lathe and some of the other equipment they have to work with.

Senator SA11BAN\ES. Thank you.
Mr. CAREY. Certainly, Senator, you should have some exciting times.
Senator SARBANES. Mr. Thornton, please proceed.

STATEMENT OF JAMES R. THORNTON, DIRECTOR, CAREER PLAN-

NING AND PLACEMENT, COPPIN STATE COLLEGE, BALTIMORE,
MD.

Mr. TjioRNrox. I want to thank you for giving me the opportunity
to participate in this hearing.

My name is James Thornton. I am the director of career planning
and placement for Coppin State College. Coppin State College is a
historically black 4-year college in the State college system of Mary-
land. It serves students from the Baltimore metropolitan area, from
counties throughout the State, from neighboring States, and from a
limited number of foreign countries. However, because of a strong
sense of community and commitment to Baltimore's central city, large
fuml)ers of students are recruited from this area.

Coppin State College offers programs in education, nursing, and
the arts and sciences. It has a student enrollment of about 2,200.
Ninety percent of these students receive financial aid for their educa-
tion. Over 50 percent receive more than one form of financial aid.

The economic and social ramifications of the recession are twofold
for Coppin State College:

First, financial aid changes will limit the enrollment of students
as will other cuts in social service benefits.

Second. lack of job availability limits opportunities of currently
enrolled students at graduation.
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The latter has the greatest impact on my office and my role as direc-
tor of career planning and placement. My primary responsibilities
include:

First, counseling and helping to prepare students to enter into the
world of work.

Second, providing career opportunities by bringing employers on
campus to recruit our graduates.

The following indicates the dilemma most college and university
placement people will face:

First, recruitment budgets are being cut. Fewer employers will visit
the campus in coming years. In fact, Coppin State College will have
a 25-percent reduction in employers visiting the campus this year.

Second, employment opportunities are fewer. The majority of the
employers are laying otf workers. The results are fewer jobs for
college graduates.

Third, supplemental summer jobs are in demand now more than
ever before. Social security will not have the summer job program
tHis year. This is eliminating thousands of summer jobs for college
and high school students.

And the majors we would like to expand are those majors that
other colleges have and what we won't be able to do. 'We won't be able
to get into the business area. We do have an engineering program,
preindustry, prepharmacy, with the University of Maryland and one
of the good things about it, our first student will graduate from
Maryland this year in engineering. She was a former student, com-
petent and a student at Maryland. And the job offers she's getting
are really outrageous. She can go almost anywhere, any place, because
that's one of the fields that's looking for people.

Now, the consequences of these budget cuts will be more dropouts
from our colleges, more underprepared students for a limited job
market, possible increase in the crime rate-we've heard that already
today-increase in the demand for Federal subsidies which probably
will not happen, and an increase in inequities along racial lines.

Senator SARBANES. Thank you.
I want to thank all of the panel. Let me ask anyone who wants to

respond as you choose to these questions: One, are the companies, fac-
ing a recessionary situation, moving to overqualified people so to
speak? Do they have jobs that a B.A. degree would ordinarily be sat-
isfactory for but now, with lots of people looking for jobs, and jobs
very hard to find, employers are really in a sense able to call the tune
so that they can require 156 applicants to have an M.B.A. or a master's
or so forth or so on. Do you see much of that happening?

Mr. ROBERTS. I guess it depends upon the industry. For example,
you take the financial institution. Many financial institutions, particu-
larly banks out of New York, they don't prefer to hire MU.B.A.'s. be-
cause they indicate that their goals are unrealistic, so therefore, they
would go with a real sharp undergraduate student. I'm finding these
times that companies are very selective in terms of individuals they
pick. They might go for the cream of the crop. They want to go for
the person that seems to be a good person to consider a chance or go
with a person that has proven success in terms of academic success, in
terms of leadership qualities, which they manage to have as a result of
participating in various activities.
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So again, that is what I have experienced in that area; however, I
would like to say, I think many organizations in the private sector and
public sector as well, are going to have to consider making changes on
requirements. For example, we have a tremendous shortage of engi-
neers in all areas, petroleum, chemical, and so forth and so on. And
because of this and because of financial aid cuts, 1 think employers
might have to say we're going to have to reconsider. WI hy not consider
instead of a chemical engineer, a chemistry grad or an undergraduate
degree? Why not consider a physics graduate? Mathematics student e
So I think this is what's going to happen.

Mr. PELLETIER. I'd like to also address that question. I'm in agree-
ment with what Jim is saying. At the University of Baltimore, I
haven't seen so much employers seeking higher degreesi with people,
with the exception of accounting. There s an increased activity for mas-
ter's degree in accounting. But for the other majors, what I have seen
is what Jim is referring to, the real cream of the crop. Employers may
be hiring less people, and the criteria they use to select those people
for the existing jobs that they do have are more stringent.

The active people on campus, grade point averages might go up a
little bit, et cetera. They are in that way looking for better credentials,
not necessarily more degrees.

Mr. LEMIRE. Some of our experience has been that employers are
trying to promote more people that they have already employed at
lower levels. People with advanced training, they're sending back to
school and giving them advancement that way. Also as Danny and Jim
have mentioned, the top students are the ones that are being more
successful. As I mentioned in my presentation, the ripple-down effect
has been very adverse for the average student or person who does not
have outstanding communications skills or a lot of intangible quali-
ties. WMhat's happening in this situation, individuals who have a de-
gree but who are taking positions, not necessarily commensurate with
a degree because of supply and demand employers are getting
a better product at a lower price.

Senator SARBANES. Now when you have a tight job market like this,
is the student's reaction to say, "I've really got to work harder, because
it's going to be tougher to get a job," or is the student reaction to say,
'"Well, this is awful, there aren't going to be any job opportunities out
there, except for a handful at the very top of the class. And I'm just
going to be left out of this thing." Is there a tendency to go in the other
direction, so to speak, to give up and become despairing about the
prospects?

What happens in that regard?
Mr. PELLETIER. I think you have a little of each. I think one of the

thing that hasn't been spoken to this afternoon from any of us is
maybe a perspective of who we are as colleges and universities. We
talked about the reduction in numler of recruiters, with the exception
of Loyola. What often happens when IBMI or Exxon or the big banks
in New York cut back on their recruiting, they cut out the University
of Baltimore and the Towsons and the Coppins, and they still go to
Harvard and Princeton and Yale. And the people who have the ad-
vantages of being in the elite schools don't suffer as much as the stu-
dents who are in the lower years of education.

So it has a desperate effect on people.
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Mr. LEMIRE I do have to qualify that. Our oncampus recruiting is
up this year over last year, is too at Towson.

Senator SARBANES. What do you attributes that to?
Mr. LEMIRE. I would say success of our graduates over previous

years, and that we are breaking into the local fraternity as opposed to
the teacher education. Our graduates

Senator SARBANTES. Don't you have the courses at Towson under the
State's allocation of majors that are in more demand than some of
these other schools have?

Mr. LEMIRE. Possibly. Maybe business administration, of which I
think several schools here have business administration, but I think
what I mean by breaking into the local community, our graduates have
now progressed past the entry level position to middle management
and higher.

Senator SARBANES. That's the Loyola syndrome.
Mr. LEA1MIE. Similar to Detroit. When I was living in Michigan, 90

percent of the city judges in Detroit were graduates of University of
Detroit Law School, and that similar situation that has prevailed over
the years.

Back in 1969, when Towson established a business administration
departlnent-prior to that we did not have one, and so it's taken our
graduates a little longer to establish themselves in a different area
other than teaching in the general community. The bulk of the em-
ployers recruiting on Towson's campus are also from the metropolitan
Baltimore area and the State, not so much out of State.

Mr. PELLETIEtt. That may be where the University of Baltimore's
business recruiters went to Towson, because Towson's program is now
bigger and producing a lot more students than the University of Balti-
more. And a recruiter can go there and see a lot of recruiters for entry-
level positions or looking for the young adult type of person, rather
than the older career changer that is at the University of Baltimore.
So when there's a program like Towson, so close, producing a great
many more people in that age group, go there, get a bigger selection.

Mr. MARTELLO. I wanted to make some general observations. I think
there's a real danger on the part of the colleges represented here. That
is the following: certainly, we've heard that there's a great deal of
demand for computer science and engineering, some of the technical
fields. My question is, even if we were able, do we want to produce ex-
clusively those types of graduates? If you look at the Fortune 500, the
majority of the presidents of large corporation firms have degrees in
liberal arts. I think the society runs a risk. If we were to somehow
just change overnight and produce all technical people without some
regard to some of the more traditional areas, to address another point
that you brought up earlier, I read somewhere recently where about 60
percent of the labor force has some college training, so I think the
other danger is that people with degrees, as we've heard, are being
underutilized. I think that's very discouraging to the undergraduate.

Senator SARBAN-ES. That gets to a point I want to ask. We're stray-
ing a little afield now, but I'm interested in this-you're all here-so
will you indulge me for a moment?

Mr. AlcCuan said that he would pay a finishing carpenter who could
do finishing work, $27.50 an hour. Let's say that's $1,000 a week. Now
you have a problem of layoffs in that business, but let's assume that
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somehow he could deal with that problem. That's $50,000 a year. That's
pretty good money in this society.

To what extent are we on a two-track system? In other words, to
what extent will one of your people say, "I'm really here to get a col-
lege education. I think it makes a lot of sense, but I'm going to be a
finishing carpenter. That's the trade I want to do, it's a well-paid
trade, and it's going to stay well paid. I enjoy it. I get satisfaction out
of it, and I also get a lot out of being a carpenter."

Is that person going to be kind of an oddity on the college or not?
Mr. PELLETIER. I haven't seen it.
Mr. CAREY. I have. And I think that there is in this country a very

practical mind and the youth still has it. The youth of this country
still understands that there are places where there are jobs, and they
will go toward them, if they can find the opportunity to get into them.
There are a lot of youth who like vocational and skilled areas. But I
think that there's an aura in our country that doesn't appreciate it. I
mention Machine Tool Association. The men who own companies,
small companies. Maybe the biggest one employs 24 machinists. And
they were decrying it in a meeting one night, the lack of people who
want to enter machine tool trades. I asked the guy on my left where
his son is going, where he's going to college. "Well, he' going to college.
He's going to be a lawyer, a doctor, something important."

I asked the guy on my right where his children were. "They're going
to be like me. They're going to get their hands dirty and come up
through the ranks."

Yet I know young men, men mostly, and some women, who have
come back to my college after getting bachelor's degrees in liberal art
schools to get some practical training, so they can work. It's a mixed
bag. I don't think there's the dignity for skilled labor in our society
now that there once was.

A light came on earlier when the hoinebuilder talked about people
who even like that kind of work not wanting to go with the cyclical
nature of that work. I hadn't thought about that before. In all the
skilled trades, machinists, for example, Martin Marietta used to em-
ploy a lot of them. The war industry went down. When they went
down, where did the machinists go? Now you've got Martin Marietta
coming back in here crying for machinists. They're going to import
them from God knows where. maybe Seattle. Most Americans, I think
they want a more stable life than that.

Senator SARBANES. In the other industrial societies, where we now
are comparing ourselves and wondering what is it that they're doing
that we're not doing, one of the things they are doing-Japan, in par-
ticular, but the others as well-is they are providing a certain stability
in continuity for their work force in terms of their expectation. The
Japanese companies, they used to take you on-it's over-I mean our
view is somewhat overdone-but they really have to, in effect, carry
you and provide the opportunities.

The Germans have squeezed the foreign workers out of the system
first, so they create a cushion for their own workers, because of the use
of the foreign workers. When they have a slack period, they're the ones
who go first. And they continue to protect their own people really
pretty effectively, unless its a very deep recession.
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I think we have so many areas where people look at it. They say.
"You know, I m going to get laid off. I'll be sitting around. I won't be
able to work. It's pretty good money when I'm working, but I'm not
working often enough. I can t be certain of it." They start looking for
an easier job. I do think also we have somehow-what we have done,
I'm becoming more concerned, is we, have downgraded the producer's
role and upgraded the middleman's role, who can only have a role if
there are some producers there to create the basic activities of the
economy.

They have all these people battening on. I'm a lawyer myself. I'm
prepared to plead guilty, but the accountants and the lawyers and all
the rest of them who properly understood perform a function, but you
have fewer at the producing level and fewer people who see the pro-
ducing level as an attractive career.

Mr. ROBERTS. Let me say this. I think what we have to do is do a
better job primarily, I guess, in the high schools in providing some
kind of counseling to let young people know about the variety of
career opportunities that are out there, and there's dignity in different
kinds of work. We have to begin to do something to find out. Let them
know what they're interests are. *We talk about college students, but
there are many college students that they don't know what they want
to do.

You talk to the business administration student. You say. what do
you want to do? He says, "I wvant a management job." "Wlhat's a
management job?" "You know, a management job."

So I'm saying, we have to begin to provide some kind of moneys in
the school systems to provide and do a better job in the career counsel-
ing, so we can do a better job in identifying not only individual's in-
terests and their ability, but begin to start to channel them in the right
direction at a young age, so that they will know where the interests
are. It might be after they finish 12 years, they say, "I'm not going to
get a college education. I'm going to go to a technical school. Going to
have to provide money for technical training." The Urban League has
a "Leap" program, where they provide apprenticeship programs for
individuals interested in welding, and so forth and so on.

These are a couple of things that we can begin to do to use our-I
hate to use this word-"manpower resources." in terms of identifying
at a young age and begin to work with it like foreign countries do.
Therefore, ultimately, we might be able to do something that rates to
the significant rate of unemployment among individuals.

Mr. LEMIRE. This approach is a whole different-I think something
we're talking about here is kind of philosophical, if you go back to work
ethic and work values, and what has changed in the last 20 years. pride
in one's work. As Dick has alluded to. "dignity of the job" which a
person holds. I think that's a whole different concept that is supply
and demand right now. It's also referred to as our "instant gratifica-
tion" society or "plastic" society.

All these things have a very different influence on the youngsters,
depending on their age. their approach, their work. their job. Then
you try to tie in loyalty to the individual and the employer. Where are
your loyalties? And the changing, very mobile society we have and not
living in a community 30 or 40 years from now, but it's much more mo-
bile as to where you want to set your goals.
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Senator SARBANES. Jim Harmon's testimony on the shipyard work-ers is very important. They have worked over the last few years to de-
velop a different management-labor relationship and attitude downthere. They have had some achievements. Now the whole thing may
just be knocked into a cocked hat, even though they've been able toproduce good results. They provide good-paying jobs for a highly in-
tegrated work force and everything. In my judgment shipbuilding is
a skill the Nation must have. Are you going to entertain the prospect
that the United States will eventually not have a shipbuilding capac-
ity ? But yet that's the path we're allowing ourselves to drift down.

Mr. LrEI.<RE. I think that's a combined labor-management respon-
sibility, that over the years has been neglected. The high productivity
and high profit. One party does not consider the other. When times
a re good, the other party, it's kind of what's in it for me type of philoso-
plhv that has prevailed. It has contributed, so it's not one party's fault
or' the other. It's still the combination.

Mi. PELLETIER. I think you were correct earlier this morning in
referring to those workers. A lot of them are lost to that particular
occupation after a period of unemployment. I've seen that a lot. I
worked for them in a community college. I saw that a lot with auto-
workers and steelworkers that choose to go to community colleges, as
Mike was saying earlier, and two years later they're in some other
4-year school, like the University of Baltimore, dealing a lot with
career changes. rhe median age of our students is 29. A lot of our peo-
ple started at college because they were unemployed with VA benefits,
and what not, and changed careers to get in jobs that they view as
more stable, cleaner jobs.

Mir. MARTELLO. I'd like to make the observation that I think at one
point in our history people went to college to get an education. Some-
wvhere along the line it's been changed, so now they go to college to get
a job. It would be nice, and I think it's wonderful, if all people could
get college training to broaden themselves and prepare for a life of
learning, but realistically, they can't do that, and on the other hand,
to exist as a college, you have to be able to promise a student that
there's some cost-benefit to an investment of $12,000 to $50,000., what-
ever it's going to be paying, if it's private or a public institution.

But again, getting back to what this gentleman from Towson was
saying, it seems to me an indicator of a change in the philosophy of
education, the way people perceive education, I think we need to get
more back to the idea of getting educated not for job's sake, and it goes
both ways, in terms of skilled labor-Senator SARBATNES. How do you discern where the jobs are going to
be, in terms of trying to channel your students in the right direction?
That goes to this -vwhole fact that we never, as a nation, figure out where
we're going. Business says if we do that, Government is going to tell
us. The French have a plan. They have developed an extensive con-
sultation between management, labor, and government, and they proj-
ect how they see the economy moving, and then from that they can
calculate back down the line to what the prospects are going to be.Mr. CAREY. The lady who runs my placement office at the college has
said there's one thing I should tell you. I didn't tell you that, but since
you asked the question, she had the people from the Department of
Labor, a group that does their projections about needs, on campus
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Friday, and she talked to me Fridav afternoon. She said, "Be sure you
tell the Senator what we reallv need is better information about where
the jobs are going to be."

I said, "Debbie. I've been listening to that for so long. I've almost
given up hope that anybody can organize it well enough that we will
know, other than having"-I guess maybe it's different for the 4-year
schools than for the community college-other than really being close
to your community's needs. Local industry and local business. I guess
that would go for the University of Baltimore too and probably Tow-
son State, because our people tend to stay in this area. But the problem
isn't that we don't know. It's the pace of change now that's coming so
darn fast. They're talking now about there being a shortage of teach-
ers in Baltimore. When the popular media says there's too many teach-
ers and good people are not going into education anymore, it's a
conundrum.

That's why I guess I didn't bring it up. I don't know how it gets
solved on a national level. Do you know where technical fields are
going? And you've got to. I think, at the national level support the
basic research in the universities. At the State and regional level,
it's real conundrum.

Mr. ROBERTS. Let me say this. There are statistics that come out
from the Department of Labor. We have a thing that you don't try
to counsel anybody out. It's a situation that you try to let them know
what the trends are in various areas. If I want to make a lot of money,
T would be-today, I would be a petroleum engineer. I think they
start off with no experience, around $24,000. But if I don't have any
interest or ability in that area, I would only frustrate myself in trying
to major in that particular area. What you try to do is tell young
people again what the trends are and what some things are you might
minor in, to give you that other kind of alternative.

The gentleman just indicated about teaching, we've have put out
a lot of information, no jobs in teaching. If You go to college, don't
major in education. What we're going to see in this country a few
years is a shortage of teachers. We're already experiencing people
leaving the teaching profession. We're seeing young people coming to
college refusing to major in the field of elementary education. So
what I'm saying is, you have to put this information-make it avail-
able to them, saving these are some things that you might want to
what have you. So that if there are no jobs, at least in your area of
do in terms of having backup with a minor, some co-op experience,
interest, at least you have some kind of backup.

So that's the concern. The thing is to look at the information and
use it as required.

MS. SILLS. We basically rely on what the employers tell us when
they're planning and participating in our on-campus recruitment
programs. Just by the demands of majors that they're looking for in
terms of hiring, we can direct students toward those fields. That's
how we basically find that, especially among the recruiters who are
participating in the program, because a lot of times it does contradict
the national trend. For instance. that there are no teaching positions
available, if you look at it globally. But if you look at it as a dire need
for what you were saying, math and science teachers on a secondary
level, and so forth., you can really begin to counsel students to those
areas.
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Senator SARBANES. You've been a very patient and helpful panel.
I appreciate it very much.

Thank you.
The subcommittee will stand in recess until 1 p.m. tomorrow after-

noon, when we will resume our hearing in Cumberland, Md. Thank
you very much.

[Whereupon, at 2:20 p.m., the subcommittee recessed, to reconvene
at 1:25 p.m., Tuesday, January 12, 1982, in Cumberland, Md.]



EFFECTS OF THE RECESSION ON MARYLAND
COMMUNITIES

TUESDAY, JANUARY 12, 1982
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SUBCOMMITrEE ON INVESTMrENT, JOBS, AND PRICES
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The subcolnniittee met, pursuant to recess, at 1 :25 p.m., in the
Allegany County Commissioners' hearing room, Cumberland, Md.,
Hon. Paul S. Sarbanes (member of the subcommittee) presiding.

Present: Senator Saeibanes.
Also present: William R. Buechner, professional staff member.

OPENING STATEMENT OF SENATOR SARBANES, PRESIDING

Senator SARBANES. Today the Subcommittee on Investment, Jobs,
and Prices of the Joint Economic Committee carries forward with
the second of a series of hearings in the State of Maryland, to review
and document the effects of the recession on Maryland communities
and their citizens.

In four hearings this week-yesterday in Baltimore, today in Cum-
berland, in Salisbury on Thursday, and in Silver Spring on Friday-
the subcommittee will hear from more than 70 knowledgeable wit-
nesses about the severe challenge posed by current economic condi-
tions to employment, business, and business investment, home owner-
ship, and community economic development.

These hearings are being held at the request of Congressman Henry
Reuss, chairman of the Joint Economic Committee, in connection with
the comprehensive hearings which the committee will undertake be-
ginning the week of January 18, and continuing through the month
of February.

ohe Joint Economic Committee, which is composed of members of
both the House and Senate, holds such hearings on the state of the
economy every year, in accordance with the provisions of the Employ-
ment Act of 1946, which directs the committee "to make a continuing
study of matters relating to the economic report. which the President,
pursuant to the provisions of the act, submits annually to the
Congress."

While the hearings of the Joint Economic Committee on the state
of the Nation's economy in Washington will receive testimony from
Cabinet secretaries, other administration *witnesses, and prominent
witnesses from the private sector, these subcommittee hearings will
focus on the local impact of the recession in communities across the
State of Maryland.
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The testimony received in the course of these hearings will consti-
tute a valuable contribution to the work of the Joint Economic Com-
mittee in developing the policy recommendations that the committee.
in its annual report, will make to the Congress.

The full committee will be hearing, the week of January 25, from
Chairman Volcker and from the Secretary of the Treasury, Donald
Regan. It was Chairman Reuss' view that the hearings at the field
level would build a record on local economic conditions that we could
refer to, of the actual impact, as it were, at the grassroots level would
be helpful to the full committee's work.

The subcommittee hearings come at a critical time for local econ-
omies and the economy of the State. The recession, which began last
fall to spread beyond certain interest-sensitive sectors of the economy
which were already in recession, has now pushed the national unem-
ployment rate up to 8.9 percent, according to the figures presented to
the Joint Economic Committee by the Bureau of Labor Statistics
January 8. That is the highest monthly unemployment rate nationally
since the end of World War II, with one exception-and that was in
May of 1975, when the figure was 9 percent. That 9-pecent figure came
at a time when the economy was 10 months into a recession. The
8.9 percent reported on Friday comes at a time when the economy is
only 5 months into the current recession and, of course, when the
economic indicators are "pessimistic"-to characterize them in the
most favorable way.

The November unemployment rate for Maryland, the latest avail-
able-we will have the December unemployment rate for Maryland in
about 2 weeks; Frank Heintz testified yesterday at the Baltimore
hearing-was 7.9 percent.

In the tricounty area of western Maryland-Washington, Allegany,
and Garrett Counties-the unemployment situation. already a seri-
ous matter, is particularly severe. The most recent available figures,
which were the figures for November, indicated an unemployment
rate in Garrett County of 13.1 percent, of 12.2 percent in Allegany
County, and of 11 percent in Washington County.

Recent major reductions in Federal support of economic develop-
ment programs-notably the Economic Development Administration
and the Appalachian Regional Commission-have severely com-
pounded the difficulty of meeting the challenges of unemployment.
These programs have been an important factor in moving forward
the economic development projects of local communities and coopera-
tive labor-management efforts, of which the Cumberland Area Labor
Management Committee has been in the forefront, and whose work
has attracted national attention.

High unemployment is both a reflection of and a contributing fac-
tor to recession. It is not the only factor in the recession, however.

When this subcommittee held hearings in Maryland just before
Labor Day, I remarked then that: "It is no exaggeration to say that the
problems caused by continuing high interest rates are approaching
crisis proportions." The statement remains as appropriate today as
it was over 4 months ago.

While the prime rate has fallen from a high of 20.5 percent in
September to its current level of 15.75 percent, that drop has not been
effectively translated into significantly lower rates for home buyers,
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homebuilders, auto dealers, or the small business community. Just last
week, the Federal Home Loan Bank Board reported that mortgage
rates declined in early December, from 18.16 percent to 17.54 percent
nationwide-rates which obviously remain far beyond the reach of all
but a few Maryland families.

In 1981, auto sales nationally were the worst in 20 years.
A third factor in the current recession is the sudden and drastic

reduction in Federal programs, programs which in recent years have
enabled the public and private sectors in Maryland communities to
undertake important economic development and employment pro-
grams which otherwise would never have been undertaken. I want to
underscore the very effective partnership that has been worked out in
many parts of this State, between the public and the private sectors,
directed toward economic development. I think we can take some
measure of pride in this State in that cooperative effort, which re-
flects the very best in terms of the private sector and in terms of the
ability of the public sector to work cooperatively with the private
sector. We will be able to explore this matter today with witnesses who
are very knowledgeable about these problems in western Maryland.

The purpose of the hearings is to document across the State, with
testimony from those directly affected, the conditions to which rising
unemployment, continuing high interest rates, and other adverse eco-
nomic indicators attest. These urgent issues will be examined at length,
on a nationwide basis, in the hearings which begin in the Joint Eco-
nomic Committee shortly.

It is my expectation that the record of the Maryland experience
established by these hearings will make an important contribution to
the committee's work and to the response which policymakers must
undertake as they address the grave economic challenges now facing
the Nation.

We have an extended series of witnesses today:
We're going to hear first from David Foltz of the Maryland Employ-

ment Security Administration, who will be able to give us an overview
of the situation in the western Maryland region of our State; from the
Cumberland Area Labor Management Panel composed of Stanley
Zorick and George Wyckoff; an economic development panel; from
both management and labor at Kelly Springfield; and a housing panel.

And then we will close, I assume sometime today-this is an exten-
sive list-with a college panel from Hagerstown Junior College, Alle-
gany Community College, and Garrett Community College. And we
will talk of the problems from their perspective, in terms of young
people seeking to go into the labor market.

I was at the hearing on Friday in Washington, when Janet Nor-
wood-a very competent, very professional person-who heads the
Bureau of Labor Statistics, reported on the latest figures. The unem-
ployment rate nationally has gone from 7 percent in July to 8.9 percent
in December. That's an additional 2 million people out of work. Almost
all of them, 1.8 million, are people who had jobs and have lost them, as
opposed to new entrants into the labor market.

The unemployment rate among adult males has gone to 8 percent.
That's the highest it's been in the post-World War II period, and of
course we're very deeply concerned that the various economic indicators
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one looks at seem to forecast a continuing economic decline and a rising
unemployment rate.

With that by way of opening statement, Mr. Foltz, if you'd come
forward here and take a seat, we are prepared to hear from you.

STATEMENT OF DAVID A. FOLTZ, RESEARCH ANALYST FOR WEST-
ERN MARYLAND, MARYLAND EMPLOYMENT SECURITY ADMIN-
ISTRATION,' HAGERSTOWN, MD.

Mr. FOLTZ. I have a prepared statement of what we view to be the
current economic situation in western Maryland, and I will try to sum-
marize that statement.

Traditionally, western Maryland has depended heavily on its manu-
facturing sector as a major source of employment for its citizens.
Furthermore, manufacturers in the region are engaged primarily in
production of capital goods-that is, goods utilized primarily by pro-
ducers, rather than consumed directly by the consuming public.

Concurrently, there has been a certain weakness in other sectors of
the economy, particularly in trade and services. Not only has there been
a dearth of employment opportunity in these sectors, but potential
benefits derived from increases in spendable income during times of
economic expansion has been largely lost to adjoining regions with
greater commercial development.

Ad(lditionally, there is the problem of climate. The mountains of
western Marvlan(l are subject to harsher winters, with lower tempera-
thres than the lPiedmont or Tidewater areas of the State. This results
in seasonality in eml)loymnent, which is particularly evident in the
western part of Alleganiy County and through Garrett County.

On the Appalachian plateau, this particularly affects construction
and the tourist indutry.

'lhe peculiar economic mix of the region, the climate, and national
problems engendered by periodic recessions, and the rapid expansion
of the labor force, due to the postwar baby boom and the entrance
of many women into the labor force, has resulted in consistently
higher unemployment rates than in other regions.

If I may refer you to the table in my prepared statement, you will
please note that vestern Maryland, in comparison with the State and
the United States. has had an unemployment rate of double-digit pro-
portions for 4 of the last 6 years. This is in marked contrast to other
regions.

You will also please note that western Maryland enters the recession
much more abruptly than the other areas, in terms of the employment
index and unemplovymient rates.

If you would please examine the graphs prepared by Arthur D.
Little. Inc.. at the behest of the Appalachian Regional Commission,
yoi wvill note in the table, in the upper left-hand corner, a comparison
beiween Marvland. the United States, Appalachian Maryland, and
the remainder of Appalachia.

Western 'Marvland entered the recession of 1975 far more dramat-
ically than the other areas and it took a much longer period of tin;*
for it to recover. It had not recovered the employment lost in 1975

' Under the direction of Frank 0. Heintz, executive director, research and analysis divi-
sion, Employment Security Administration, Baltimore, Md.
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until 1979. However, much of the gain was wiped out in the reces-
sion of 1980.

In effect. western Marfland tends to be the first area to enter a
recession and one of the last areas to recover.

With the onset of the current recession of 1981, unemployment has
risen dramatically in western Maryland. The November rate for the
three-county area stood at 11.7 percent. In more human terms, this
translates into 12.138 persons estimated to be unemployed. This is 2
percentage points higher than November 1980, and much higher than
the November rates for the Nation and the State of Maryland. both of
which stood at 7.9 percent.

Senator S.%RwIANES. In other words, the rate a year ago for Novem-
ber was 9.7 percent for western Maryland?

M r. FoLzz. Yes, sir.
Senator SARBANiS. Today it's 11.7 percent?
Mr. FOLTZ. Yes, sir; 11.7 percent.
I made an analogy to indicate how severe a problem this can be in

terms of actual individuals. If the entire State of Maryland had an
unemployment rate of 11.7 percent, it would add 82,810 persons to the
unemployed in Maryland. That would be using the unemployment rate
current in western Maryland; if that rate prevailed throughout the
State, there would be an additional 82,000 persons unemployed.

In terms of claims for unemployment insurance compensation,
5,687 were filed in the offices of the Employment Security Administra-
tion in Hagerstown, Cumberland, and Oakland in December alone.
This is compared to 3,840 claims in December of the preceding year.
This will be translated into higher unemployment in December.

Since manufacturing is the most adversely affected sector of our
economy, the loss of the relatively spendable income is translated into
fewer jobs in other sectors. There is a domino effect: This reduces the
opportunity for reemployment in other sectors for those laid off in
manufacturing.

This is also indicated by the dramatic decline in job orders on file
with the Employment Security Administration in the three western
counties.

In terms of future developments, western Maryland was relatively
slow to recover from the last major recession of 1975. As late as 1978,
manufacturing alone had failed to recover 728 positions, of 12.5 per-
cent of the jobs lost during this recession. Therefore, there is little
reason to anticipate that western Maryland's economy will rebound
quickly from the current recession.

Even with a strong national recovery, employment expansion in the
region migrht well be inhibited by the nature of our local economy, cli-
mate, and geography.

[The prepared statement of Mr. Foltz follows:]
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PREPARED STATEMENT OF DAVID A. FOLTZ

Recessionary Influences in Western Maryland

The Economic Background

Traditionally the economic stability of Western Maryland has been

substantially influenced by the region's heavy dependence upon manufac-

turing as a major source of employment. Engaged primarily in the pro-

duction of capital goods, the area manufacturers have long been extremely

sensitive to national business cycles. Concurrently, Western Maryland

has exhibited a certain weakness in the service and trade sectors of its

economy. In 1980 manufacturing accounted for nearly a third of all

employees covered by the unemployment insurance law in the three western

counties. In contrast, manufacturing accounted for only 14.07 percent of

covered employment throughout the state. Most of this difference was

attributable to the Consortium's lower proportion of jobs in wholesale

and retail trade, services, and government. While wholesale and retail

trade accounted for 23.86 percent of the state's total nonagricultural

employment in 1980, these industries represented 21.05 percent of the

employment in Western Maryland. Services and government accounted for

46.06 percent of the state's employment, but only 36.76 of Western

Maryland's.

This imbalance has contributed to the instability of the region's

economy for many years. Not only has there been a dearth of employment

opportunities in trade, but the potential benefits derived from increases

in spendable income during times of economic expansion have been largely

lost to adjoining regions with greater commercial development.
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Although Western Maryland's dependence upon manufacturing employment

appears to have abated somewhat in recent years, the continued predominance

of this industry has nevertheless contributed to the endemic unemployment

in the region. The problem has been further exacerbated by the climate.

The mountains of Western Maryland are subject to harsher winters with

lower temperatures than the piedmont or tidewater areas. This accentuates

the seasonal unemployment experienced throughout the state when construction

and some manufacturing are curtailed during the winter months.

The particular economic structure of the region and the climate

have functioned in concert to produce an unemployment rate consistantly

higher than that of the state and the nation. The marked contrast is

quite evident in the table below.

Unemployment Rates

Western Maryland State of United
Year Consortium Maryland States

1975 14.4 6.9 8.5
1976 12.7 6.8 7.7
1977 10.2 6.1 7.0
1978 7.5 5.6 6.0
1979 8.3 5.9 5.8
1980 10.0 6.4 7.1

This comparison is also instructive of how much more slowly Western

Maryland's employment recovers from a recession. While the state and the

nation rebounded fairly soon from the last major recession in 1975,

Western Maryland still had a double digit unemployment rate in 1978.

Finally, in addition to the pervasive unemployment created in part

by its peculiar economic base and the climate, Western Maryland shares the

national problems of periodic recessions and the rapid expansion of the
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labor force engendered by the postwar "baby boom" and the addition of

many female job seekers over the last several decades.

The Current Recession

Since the inception of the current recession, the unemployment rate

has risen dramatically in Western Maryland. The preliminary estimate for

November of 1981 set the region's rate at 11.7 percent, two full percentage

points above that of the preceding year. Meanwhile, the state's unemploy-

ment rate rose from 6.1 to 7.9 percent during the same period. The

implications of this increase in Western Maryland are indeed quite serious,

particularly when compared to the state. If the state of Maryland were to

have experienced an unemployment rate equivalent to that of Western Maryland

in November, an additional 82,810 persons would be jobless.

In terms of claims for unemployment insurance compensation, a total

of 14,329 intrastate and interstate claims have been filed with the

Employment Security Administration offices in Hagerstown, Cumberland, and

Oakland between the first week in September and the last week of December,

1981. This was more than three thousand more claims than those filed during

the same period in 1980.

The majority of those laid off during the last several months were

employed by Western Maryland's manufacturers. Since persons engaged in

manufacturing are among the highest paid workers in the region, the loss

of spendable income to the local economy is multiplied accordingly. Fewer

jobs in manufacturing are quickly translated into fewer positions in retail

trade and services. Therefore the prospects for reemployment in other

sectors of the economy are rather grim, particularly since governments are
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retrenching and local construction is in abeyance due to both seasonality

and high interest rates.

The lack of new job opportunities is reflected in a general decline

in the number of job orders filed by local employers with the Maryland Job

Service facilities in Washington, Allegany, and Garrett counties. The

continued rise in the labor supply and the lethargic economy conspire to

reduce the tempo of employment expansion throughout the region.

Prospects for the Future

Western Maryland was relatively slow to recover from the last major

recession in 1975. As late as 1978, manufacturing alone had failed to

recover 728 positions, or 12.5 percent of the jobs lost during this recession.

By 1979, Western Maryland's manufacturing sector had recovered to the point

where the number of workers employed (24,339) had nearly returned to the

1973 level; however, manufacturing's share of total employment in the area

continued to decline.

Therefore, there is little reason to anticipate that Western Maryland's

economy will rebound quickly from the current recession. Even with a strong

national recovery, employment expansion in the region might well be inhibited

by the nature of the local economy, climate, and geography.
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Senator SARBAINES. Thank you very much, Mr. Foltz. Let me ask
you this question. On the opening page of your prepared statement,
you make the point that manufacturing counts for a much larger
portion of the work force in the western Maryland counties than state-
wide; is that correct?

Mr. FOLTZ. Indeed.
Senator SARBANES. In what ratio?
Mr. FOLTZ. Well, the ratio I had presented here, it's nearly a third

of our employment that depends directly on manufacturing in the
three western counties. This is primarily in WXashington and Allegany
Counties. In contrast, manufacturing accounts for only 14-a little
over 14 percent of employment throughout the State.

Senator SARBAXES. So this recession, which nationwide, has hit
manufacturing the hardest is having a disproportionate impact here.

Mr. FOLTZ. Yes, sir. It's particularly hard on western Maryland,
because of our emphasis on manufacturing. Now- that is not to say that
we don't have a great deal of employment in other sectors of the
economy, but they are affected almost as rapidly because of the loss
of income by persons laid off in the manufacturing sector.

Senator SARBANES. That's the point you make toward the end of your
statement. As I understand your point there, since manufacturing
workers are amongst the highest paid in the region, the ripple effect
of that through the economy of those workers being laid off is more
severe because the people who have been thrown out of work and lost
their income are the people who are not at the bottom level of the
income scale but way up. They're the ones who have been putting more
spendable income into the economy.

Mr. FOLTZ. Yes, sir, by and large, they tend to be much better paid
per capita than persons working in other sectors.

Senator SARBANES. In urban areas, they're facing a very severe
problem in simply processing and meeting the claims for unemploy-
ment, long lines. The cutbacks, actually, in the Federal sharing with
States in the employment security program are such that the Employ-
ment Security Agency itself is laying off people at a time when its
own workload is significantly increasing, because of the unemployment
throughout the economy.

Are you experiencing that same problem here?
Mr. FOLTZ. Yes, sir. Indeed, most dramatically. I received a comment

from an employee in the local office in Hagerstown the other day, who
has worked there since the middle 1970's. He remarked that it was
the largest number of persons filing claims that he can recall.

Senator SARBANES. Now when a person files a claim, and working
and laid off, how long does it take to process the claim before he re-
ceives a payment? For how long a period must he bridge the gap before
he gets some unemployment insurance assistance?

Mr. FOLTZ. Well, it would vary considerably, depending upon that
claim. Quite frequently, it might well be several weeks. Certainly, it
would be more than a week without any compensation.

Senator SARBANES. Well, if I get laid off, then I can come to you the
next day, immediately?

Mr. FOLTZ. Yes, sir. In Maryland, you can.
Senator SARBAN-Es. And file a claim ?
Mr. FOLTZ. To file a claim.
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Senator SARBANES. And then how long, on the average, would you
say that that person is going to have to manage somehow, before he
gets some assi 4tanace to help him meet the house payments and the car
payments and food bills.

Mr. FOLTZ. It could be several weeks.
Senator SARBANES. Several weeks. I notice in these charts, is it cor-

rect, as this chart on the upper right-hand corner indicates-I mean,
I knew that the unemployment rate in Appalachian Maryland was
above the Maryland rate and above the National rate.

Mr. FOLTZ. 1yes, sir.
Senator SArsBANES. We've all known that for years, and much of

what we've been trying to do has been directed toward addressing that
problem. We recognize the difficulty of the situation we are confront-
ing. I see a lot of people here today with whomn I've worked closely in
an effort to do that.

Is the unemployment rate in Appalachian Maryland, as this indi-
cates, above the unemployment rate in all of Appalachia?

Mr. FOLTZ. Yes, sir. Consistently higher.
Senator SARBANES. So taking in the whole 13-State region covered

by the Appalachian program, we have experienced consistently higher
unemployment in these three counties than is generally true through
Appalachia?

Mr. FOLTZ. Throughout Appalachia, indeed.
Senator SARBANES. The table in your prepared statement doesn't

show the year figure for 1981; we'll have that in a couple of weeks, is
that correct?

Mr. FOLTZ. Yes, sir. It will take some time.
Senator SARBANES. Do you have any idea what that will probably

run for western Maryland ?
Mr. FOLTZ. It will certainly be higher than 10 percent, which was

the annual rate for 1980.
Senator SARBANES. So last year it was 10 percent in the western

Maryland consortium, 6.4 percent in the State and 7.1 percent nation-
ally ?

M r. FOLTZ. Yes, sir.
Senator SARBANES. Of course, your experience here is the same as the

national level, and that is, as earlier testimony indicated, each time we
go into one of these recessions, when we come back again, the unem-
ployment has moved to a higher figure than before. Each time it starts
at a higher level.

Mr. FOLTZ. Yes, sir.
Senator SARBANES. Has that been the case here as well ?
Mr. FOLTZ. Yes. It's not as dramatic, because our population-ac-

tually, for example, in Allegany County, it declined between the 1970
and the 1980 census, but the addition of this baby-boom generation to
the labor force and the addition of women to the labor force, who tra-
ditionally had not been job seekers, tends to exacerbate the problem.
More people looking for work raises the unemployment work, and this
will continue for quite sometime. Until this so-called baby-boom moves
through the demographic tables, you simply have ever more people
to find work for. Not only do you have the problem of people laid off,
but you also have more people consistently coming into the labor force.
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And this is particularly true in periods of economic adversity, when

families require more than one income to get by.
Senator SARIBANES. Are there enough differences amongst the three

counties in the unemployment situation, that it's worth our-comment-
ing about that for a moment, as opposed to giving us the regional view?

AMr. IFoiTz. This problem of the emphasis on manufacturing is pre-

dominant in Washington and Allegany Counties. Garrett County tends

to be more rural and mulch more thinly populated, more dependent

upon tourism and somewhat on manufacturing. It is not as typical of
the problem as Allegany and Washington Counties, although it does,

much like Somerset County on the Eastern Shore, experience a con-

sistently higher rate. Somerset County on the shore and Garrett

County in western Mlaryla3nd are further from the mainstream of eco-
nomic activity in the State. After all, it is roughly 150 miles from
Baltimore or Washington to Cumberland. It's an additional 50-odd
miles from Cumberland to Oakland, which is the county seat, of course,
of Garrett County. So these two counties, Somerset on the shore and

Garrett in the west, tend to be on the periphery and have consistently
high unemployment rates. Therefore, they don't come down as dra-

matically as other areas, when we have a recovery.
Senator SARBANES. Have you noticed in the claims being filed and

those being added to the unemployment rolls, whether there's any

marked increase in the proportion of heads of households that are now

finding themselves unemployed? Do you have the figures broken out
that way?

Air. FOLTZ. No, sir, we do not. But I think just by observing the peo-

ple that you see in the unemployment line every day-I mean, we
work with the Employment Security Administration. They tend to be
men in their prime working years of roughly 20 to 55 years of age. So

I would assume that the heads of household would predominate, but

I have no statistics on that on the county or regional level.
Senator SARBANES. We thank you very mu11ch for your testimony and

for the obvious time and effort that went into preparing this very
thoughtful submission to the committee. We appreciate it.

Air. FOLTZ. Thank you, Senator.
Senator SARBANES. If we could have George Wyckoff and Stanley

Zorick, representing the Cumberland Area Labor Management panel.

Gentlemen, have you negotiated between yourselves as to who's going
to go first? Have You had a bargaining session0?

Air. WYCKOFF. 'o, we haven't gotten together. We do get together
a great deal of the time. I've certainly enjoyed the association.

Senator SARBANES. AIr. Wyckoff, please go ahead and start.

STATEMENT OF GEORGE WYCKOFF, JR., COCHAIRMAN, CUMBER-

LAND AREA LABOR MANAGEMENT (CALM), AND PRESIDENT,

CUMBERLAND STEEL CO., CUMBERLAND, MD.

MIr. WYCKOFF. I would like to say that I am speaking as president

of Cumberland Steel here. I didn't see how I could incorporate the

labor-management situation into these hearings, although I wvill say I

think Stan and I have had a great deal of success at working in the

community with it and have a very positive outlook as to the long
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range employment in western Maryland. A great deal of that, I think,
I think is due to the CALM committee.

Good afternoon, ladies and gentlemen. I am George Wyckoff, presi-
dent of the Cumberland Steel Co. Needless to say, the recession has
affected Cumberland Steel. Approximately one-third of our labor
force is furloughed. Orders have not improved as yet, but I'm hopeful
for an upswing within 3 months. In that our product is consumed by
the machine tool and capital goods sector, interest rates have had a
direct bearing on their level of business and consequently ours.

There is no doubt in my mind the interest rates alone are the pri-
mary cause of the slowdown in our economy. A businessman must con-
sider the return on any investment. High interest rates, such as we
have been experiencing, demand a much faster return on any invest-
ment.

Consequently, most all businesses and individuals have put their
capital expenditures on the back burner. Although we have made some
minor purchases at our company, we cannot justify major expendi-
tures at this time.

Western Maryland is suffering, along with the rest of the country,
and will continue to do so until inflation. which is abating to a more
acceptable level, and interest rates drop. It would be helpful to all if
we knew that interest rates would be capped at, say, 15 percent. Then
everyone would know their maximum. exposure. This, I think, would
have a profound, positive effect on our country's economy.

At present, we are still reluctant, even at these somewhat lower
rates, to commit ourselves to a major purchase, due to the roller
coaster action of rates. Therefore, a cap at about 1.> percent would
still continue to dampen inflation, but would also be positive for our
economy.

In conclusion, let me say that even though my business is suffering
along with many others, the surgery being done by the present
administration is long overdue. We must eliminate needless Govern-
ment spending. The private businessman will through the free
enterprise system and its competitive pricing practices hold down
inflation. It is this businessmanf who will create the jobs that pay taxes
to support the Government.

I am hopeful that your hearing here today will not lead to addi-
tional governmental programs, for if it does, we will be once again on
a disastrous course for this country.

Thank you.
Senator SARBAUNES. Mr. Zorick, please proceed.

STATEMENT OF STANLEY ZORICK, COCHAIRMAN, CUMBERLAND
AREA LABOR MANAGEMENT (CALM), AND PRESIDENT, WESTERN
MARYLAND CENTRAL LABOR COUNCIL, CUMBERLAND, MD.

Mr. ZORICI. In western Maryland, which is the ADPpalaehian area
of the State, we have had a depressed economy and its accompanying
unemnloyment problems for many years. It has been a chronic and
persistent problem with which we've been struggling for ouite some-
time. I want to point out to you here that the western Maryland com-
munity has not been content to sit idly by and do nothing about the

95-758 0 - 82 - 9
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problem. Instead, we've been trying and will continue to try to pull
ourselves up by our own bootstraps; however, we do need the coopera-
tion of and assistance from the Government.

Allegany County has a very active, hardworking economic develop-
ment cooperation, and along with that we have formed and developed
the Cumberland Area Labor Management Committee, which many
feel is one of or perhaps the best committee of its kind in the United
States. Our Labor Management Committee has been involved in a
variety of activities and programs, all pointing to a basic role which
is, to quote, "enhance the economic development potential of this area
of Maryland by focusing on cooperative action between labor and
management."

Just when we started to become very much encouraged and to see
some measure of success as a result of the cooperative efforts of mem-
bers of the political community, labor, management, and the Economic
Development Corporation, we find ourselves inundated by a wave of
very serious national economic reversals. In recent months here in
Allegany County, the Celanese Corp. has suspended production with
the resultant loss of approximately 494 jobs. The Pittsburgh Plate
Glass Co. has about 375 furloughed. The Allegany Ballistics Labora-
tory has 112 employees on furlough, and the Kelly Tire Co. has about
181 employees laid off.

I have been advised by our building trades that they have approxi-
mately 40 to 50 percent of their building tradesmen out of work.

Western Maryland is now facing an unemployment rate that was
given out in November and, as has already been stated here, the un-
employment rate on the November figure was 12.2 in Allegany County,
13.1 in Garrett County, but from the authorities at the Employment
Security, it is safe to say that we are now about 14 percent in the un-
employment picture in the western Maryland area. And it's very safe
to say that.

We believe that on the short-term relief, hopefully short term, that
in this immediate situation, we do need Federal unemployment insur-
ance extension, that we do need the full food stamp program, and that
we do need some type of work programs. We believe that the programs
should always stay intact and be triggered in or out by the employment
picture in whatever area it happens.

On the long term, we feel that we need some bold action and real
cooperation between labor, management, and the Government to bring
about a revitalization of American industry, whereby our productivity
and quality will increase to the level needed to successfully meet foreign
competition, while providing quality products for our people at the
best possible price. We think that inflation ought to be attacked at the
real spots, not just balancing the budget. We think that in order to
reduce inflation, we should be hitting it at the high cost of fuel, the
high cost of health care, and the high interest rates and cost of housing.

We think in these fields that if they are attacked, that we will start
feeling a real reduction of our inflationary spiral. Along with what the
national AFL-CIO says, we too agree that the American economy
needs a new spark of reindustrialization and initiative that would
reemphasize the need for a strong, growing, and diversified U.S.
economy.
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Labor offers to cooperate with other segments of the economic so-
ciety, both Government and business, to develop a positive program to
remedy the major stumbling blocks to an improved economy. The
AFL-CIO recognizes the need for targeting investment and proposed
a program that would bring together financing from public and pri-
vate funds, including pension funds.

Thank you, Senator.
Senator SARBANES. Thank you both.
Mr. Wyckoff, let me just ask you this question. How important-

because it is the Government program, after all-is the completion of
the national freeway to the economic development of the western part
of the State?

Mr. WYCorFF. I think it's extremely important.
Senator SARBANES. It's a program that they're coming back on, and

they're really trimming the money there. Do you think that's advisable,
or do you think it's a program we ought to press ahead with because
its eccnomic benefits would outweigh its costs?

Mr. WYCKOFF. As you noticed, I mentioned additional programs.
I think there are thousands of good governmental programs that we
have benefited in this area from a great many, particularly the Ap-
palachian funds. I don't think the Cumberland area labor-manage-
ment group would have gotten off the ground without those funds.

But as I think you're familiar with, we have been working here
and hopefully in the near future will be funded totally locally, which
is I think the way things should be.

Senator SARBANES. Do you mean for the operation of the committee?
Mr. WYCKOFF. For the operation of the CALM; yes.
Senator SARBANES. What about the highway?
Mr. WYCKOFF. The highway itself is essential. It is essential, there's

no doubt about it. Any industrial sector that wants to grow and any
area needs transportation and to have-they call them in the trade
the 18-wheelers lug over those mountains. They can get over the roads
we currently have, but it's hard on a tractor-trailer, as well as being
very slow. And it can be dangerous.

Senator SARBANES. I share that view. We've consistently pressed
hard to try to move that freeway forward, to get the clearances and
everything. The prospects now are less certain because they are drying
up the Appalachian funds, which were extremely important to the
funding. I know that the State has let-I saw some of the work today
as we came over, Sideling Hill. But I share the view in the area, that
it's important to have that basic infrastructure.

Stanley, did you have a comment?
Mr. ZORICK. Possibly I might say that one of the first projects that

labor and management took on-and I suppose maybe 8 to 10 years
ago-was that the chamber of commerce and the Western Maryland
Labor Council were both together and fought together on the exten-
sion of Interstate 70 to Cumberland. That was one of our first and
early projects, and we still feel that way about it very strongly.

Senator SARBANES. I'd like to draw out of both of you a little bit
more about the working of CALM. I think we ought to get that on
the record, because I think what You've done here is very impressive.

It's my own view, just as an aside. that we've got to move more
in this country toward the notion that government, labor, and busi-
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ness work together in a partnership, in a practical way, to try to solve
our problems-so that they're not sworn enemies, at one another's
throats.

That doesn't mean they're always going to see things in exactly
the same way. But when we look at other countries with whom we're
competing in the international market and look at what is it that
they're doing that seems to work and enables them to function effec-
tively, one of the things we see is a very fruitful interrelationship be-
tween government, business, and labor.

CALM is, to some extent, an example for the Nation, in that regard.
If you could take just a few minutes to tell us about it, I think it would
be important to have that on the record.

Mr. ZORICK. Well, we've already stated about our shoulder-to-
shoulder fight on the extension of Interstate 70. Another very im-
portant one was when Kelly-Springfield Tire Co. and Luke, the West-
vaco paper plant, were very much concerned about being able to burn
western Maryland coal at the time Kelly-Springfield was burning
oil. In fact, I was invited by the company to participate in going to
the State of Maryland, which then had a stronger law in regard to air
quality control than the rest of the Nation did. And we thought that
we should get together and try to bring down the air quality control
of the State of Maryland, at least in line with the rest of the Nation.

At that time, the company, of course, leading the way, with labor
representatives assisting, went to the State legislature in Maryland.
The end result was that we were successful in bringing the more strin-
gent Maryland laws in line with the national laws. And we thought it
was very important.

I know the executive vice president of the Kelly-Springfield Tire
Co. is here, but I know that move saves quite a few million dollars
for the Kelly-Springfield Tire Co.

Senator SARBANES. Of course, Westvaco, which I know very inti-
miately, is no less important.

Mr. WYCKOFF. Briefly, we have an area council, made up of seven
people in labor and seven people from management, basically repre-
senting the community and the major industries.

Senator SARBANES. Who picks each side's seven people?
Mr. WYCKOFF. How did we start out, Stan?
Mr. ZORICK. We really started out with a spontaneous meeting of

about 50 people in the community.
Mr. WYCKOFF. Volunteers, I think.
Mr. ZORICK. From then on, each side kind of picks if they need

somebody to fill in, somebody that has left or decided they couldn't
do it, why that side selects the person who will fill in that slot.

Mr. WYCKOFF. It is important to note that we have people from the
public sector involved as well as just the private sector. We do have one
company located in West Virginia actually, but it is an area labor-
management committee.

From this area committee, that's the seed from which to try to
start an in-plant committee. The in-plant committee is where your
interest, I think, probably lie. It certainly does with me, because we've
had quite a bit of success at Cumberland Steel. The success of our
style I would say comes from the third party participation-in other
words, management sitting down with labor, but you have to have a
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pro, someone who's been in arbitration, a mediator. In our case, this
was John Podbetter, who was absolutely super, has done a great deal
for our area. He's the one who keeps the meetings on track.

We're not discussing negotiable items. We're not discussing griev-
ances. That's not what we're there for. We're trying to make Cumber-
land Steel a better place to work, quality of work life.

From this, certainly I've found that we're listening better to each
other. We do not need a consultant-I am not talking about John
Podbetter-to come into the plant to solve some of your problems if
you will listen to your employees. Those employees work for Cum-
berland Steel as well as I do. They want to have a hand in what's going
on. We try to ask them, if we're buying a new piece of equipment,
what they think. And it's been exciting.

We have had weekend seminars and we paid them time and a half.
That's the rate for the day. And it's been worth every penny. Sit down
together and address problems. I think it's been super.

Mr. ZORICK. One of the things that I wanted to say about the Cum-
berland Area Labor-Management Council, it is important to try to
attract new industry. We feel it's even more important to retain the
industry that we have at present and make them say that this is a fa-
vorable place for them to expand and stay. We just think that the re-
tention of what we have is very important to our economic future here
in western Maryland.

Senator SARBANES. Have you found that because of the work of the
committee, one of the selling points you're able to use industry you're
trying to attract is the more harmonious, if that's the right word, or
more responsive and committed labor-management relationship here
than may exist elsewhere?

Mr. WYCKOFF. Absolutely.
Senator SARBANES. Is it your perception that that registers on people

who are thinking of coming here?
Mr. WYCKOFF. I think it already has, in one or two cases particularly.
Senator SARBANES. How often do you meet?
Mr. WYCKOFF. Monthly.
Mr. ZORICK. The board, the umbrella, the CALM executive board

meets monthly.
Senator SARBANES. That's translated down into meeting with each

employer; is that right?
Mr. ZORICK. Thats right, in-plant committees. We have about 12 or

13 in-plant committees now organized.
Senator SARBANES. Which would be made up of workers-represent-

atives of the workers, representatives of the employers, and a third-
Mr. WYCKOFF. A third party kicks it off, hopefully after a period of

time. Once you understand what you're looking for and what you're
trying to do, between the two of you, you'll be able to run your own
show.

Senator SARBANES. Well, that's very good.
Mr. WYCKOFF. There are tremendous benefits. I think if you walked

through Cumberland Steel, most of the workers will tell you that we
have less turmoil at the plant than we've ever had. The contract we
settled in September, people thanked me. That never happened before.
The last time we had a strike.

Senator SARBANES. Gentlemen, we thank you very much.
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Mr. WYCKOFF. I'd like to thank you, Senator, for coming up here.
Senator SARBANES. I appreciate that, George. I grew up in Salis-

bury, at the other end of the State, and I have some sensitivity to the
feeling that I grew up with that you're at the far end of the State
and no one is concerned about your problems. And we've been very
much involved in the WVestvaco problem, which fortunately was
worked out very well, in a commonsense way. I must tell you that if
we just apply commonsense to a lot of these problems we can find a
solution. It's when everybody gets caught up in a fixed ideology that
nothing seems to work out.

Well, thank you very much.
Our next panel will be the economic development panel, Steve

Ko-sis, of the executive committee of the Tri-Countv Council; Pat
O'Rourke, representing the Allegany County Economic Development
Co.; Tom Jones, director of the Garrett County Development Corp.;
and Leroy Burtner. director of the Washington County Economic
Development Commission.

Gentlemen, do you have an order worked out amongst yourselves?

STATEMENT OF STEPHEN E. KOCSIS, EXECUTIVE DIRECTOR, TRI-
COUNTY COUNCIL FOR WESTERN MARYLAND, CUMBERLAND,
MD.

Mr. Kocsis. Senator, I may as well start.
Senator SARBANES. If you can identify yourself by name and title

for the benefit of the reporter, I think that would be helpful.
Mr. Kocsis. Good afternoon, Senator. I would like to thank you

for the opportunity to testify before this committee.
TMy name is Steve Kocsis, executive director of the Tri-County

Council for Western Maryland.
In the interests of time, I'm not going to read my prepared state-

ment entirely. I simply will go through and summarize it.
I think that it has been discussed over and over about the tradi-

tioral Droblems of western Maryland, primarily the problem of the
lack of access to other areas, the low population base, the fact that we
are very spread out. I think the area has also been extremely depend-
ent over the years on transfer payments from outside. I touch on all
these points in my prepared remarks.

I would like to, however, jump to the real kind of heart of the re-
marks here on more of a theoretical or regional basis. The gentlemen on
the panel with me will address specific county needs or county ideas on
a more individualistic basis.

I have stated here, and I quote:
Tax policies put forth by the current administration, while in theory should

work well and provide for reinvestment by industry and capital market and new
jobs for the economy, this really remains to be proved. It is a good policy and, In
fact, can provide jobs in a timely and reasonable manner. If we can do this, then
all the rest will follow.

Unfortunately. I would suggest that there are two major questions
that arise when these funds are being considered in the light of current
investment possibilities and the ramifications of the decision.

The first of these questions is: WShere will these funds be invested?
Competition for jobs in industry is common if it's not expected any-
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more, when communities offer incentives for an industry to come into
an area, such as reduction in taxes, low-interest loans, land-the cost of
which has been written down, and so on.

The area in question here in western Maryland has depended heavily
on external government funds that have been used, to a large degree,
for this purpose. Now that the funds from the Federal Government are
being reduced or possibly eliminated, it is difficult if not impossible for
this area to continue to provide these incentives; whereas other areas
and States will, in fact, be able to provide them.

If, after careful analysis, people still think that the rural areas of
the Middle Atlantic States and the Northeastern States are going to be
helped by some of the new tax policies, I suggest they are mistaken.

Industry will, of course, continue to make the best decisions that it
must for its own growth. Industry owes its first duty to its stockholders
and must show a profit. They will locate not only where their analysis
tells them to do so, but in those close cases will locate where the incen-
tives are the best. You can't blame them.

The second question-and I don't really want to get into that here,
and I can't address it-is: Will the funds provided through some of
these new tax incentives provide new jobs or simply reduce dependency
on labor through mechanization or, as it's now called, robotics?

I would suggest the area is being hit with three severe problems at
one time: One, a reduction in Federal grants and transfer payments;
No. 2, the recession, with its accompanying investment difficulties; and
No. 3, the future industrial plans for expansion, based on new tax
incentives.

I would suggest that any program at the national level, including
existing programs, has to be, No. 1, based on need and not simply be an
allocation of money or whatever to a community based simply on, for
example, population.

No. 2, the program must be flexible and they offer local communities
the ability to solve their own problems by coining up with their own
solutions with modest outside help or aid.

Finally, the program must be equitable. One of the key points that
the Appalachian Regional Commission wants to address was to pro-
vide the citizens of the Appalachian area of the United States the
opportunity to live and work where they choose. This means simply
that they should be provided with the opportunity to choose where to
live, whether it be in the traditional home area or somewhere else, as
well as to provide them with the skills necessary that will enable them
to make that choice. This also includes education, health, plus provid-
ing job opportunities where they are. I think this philosophy is still

,sound today.
If we set in motion a new trend here that people have worked for

years to reverse, and that is the outmigration and the general decline,
decisions made in Washington affect the areas out here much more than
anybody would realize. And I would simply state, in closing, that I
would hope that policy changes are deliberate and not produce un-
expected results of a program hastily enacted or eliminated; that I
think I have attached a few tables on some regional statistics of historic
importance-many of those have been gone over by Mr. Foltz. And I
think the three other gentlemen would perhaps get into more specifics.

fThe prepared statement of Mr. Kocsis, together with attachments,
follows :]



130

PREPARED STATEMENT OF STEPHEN E. Kocsis

Traditionally, the Appalachian area of Maryland as well as the United
States has lagged behind the rest of the country in economic development.
We have made excellent strides over the past fifteen years in the fields of
health and education as well as the provision of economic opportunities
for the citizens of this area. We have significant strengths in the built-
in skill levels of the workers as well as the hard working natures of the
people who reside here. However, problems still remain that are severe.
These include physical access to the area to eliminate the isolation and
barriers that have existed historically, a low population base, and,
particularly in the northern areas, an aging population base.

Low population creates difficulty in generating capital necessary to
sustain growth. The area must have access to outside capital monies or
federal government transfer payments. There is simply not sufficient base
at the present time for the area to raise large amounts of capital needed
to attract industry, to maintain the area industry, or to sustain generally
recognized minimal public services.

Throughout the history of this country, we have espoused ideas such
as ties to home, family and community as having major importance in growth.
These are virtues that have provided stability in a secure, growing
community. Unfortunately, out-migration, due to lack of job opportunities
continues and will be made worse by a recession. This leaves a major gap
in the age structure of the community; a gap that is not likely to be filled
in any reasonable future time frame by a reversal of this trend due to in-
migration. This in turn provides a weakening of the community structure
and it in turn begins to generate a downward spiral that we have only recently
begun to reverse.

Tax policies put forth by the current administration, while in theory
should work well and provide for reinvestment by industry and by the capital
market in new jobs for the economy, remains to be proved. It is a
reasonable policy that if good jobs are provided in a timely andreasonable
manner then all the rest will follow. Unfortunately, however, two major
questions arise when these funds are being considered in the light of
:urrent investment possilbities and ramifications of any recessinn.
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The first of these questions is where will these funds be invested?
In the competitionfor jobs in industry it is common, if not standard, for
communities to offer incentives such as a postponement or reduction in
taxes, low interest loans, low cost land and so on. The area has
depended heavily on external governmental funds for this purpose. Now
that these funds from the Federal government are being reduced, or possibly
eliminated, it is difficult, if not impossible, for this area to continue
to provide these "incentives" where other areas, states or regions will be
able to provide them.

If after careful analysis, anyone still thinks that the rural areas
of the Middle Atlantic states or Northeastern states will be helped by the
new tax policies, I suggest that they are not in touch with economic
development realities of the world. Industry will make the best decisions
that it must for its own growth. Industry owes its first duty to its stock-
holders and must show a profit. They will locate not only where their
analysis tells them to do so, but also, in those close cases, will locate
where the incentives are best. The second question that we can't really
address here but is something to think about is: Will the funds provide new
jobs or simply reduce the dependency on labor through mechanization, or, as
it is now called, robotics?

This area then is being hit with three severe problems at one time:
1) A reduction in federal grants and transfer payments, 2) The recession with

its accompanyinginvestment difficulties and, 3) The future industry plans for
expansion based on new tax incentives.

In closing, I would like to call the subcommittees attention to the fact
that there are differences throughout the United States and also at the local
level in such items as economic base of an area, the geography of an area, and
finally, and most importantly, the human and natural resources of a specific
area. Here in Western Maryland, the three counties, although they have
joined together in regional cooperation, are quite different in all of the
three above characteristics. They have different problems, and they have used
many different solutions to solve these problems.

Therefore, programs designed at the national level to reduce the effects
of the recession must, in my opinion, be based on three primary principles:
1) The programs must be based on need and not simply be an allocation formula
based on population, 2) The programs must be flexible in that they must offer
local communities the ability to solve their own problems (with modest
outside help) by coming up with their own solutions, 3) The program must be
equitable.

One of the key points that the Appalachian Regional Commission was to
address was to provide to the citizens of the Appalachian area of the
United States the opportunity to work and live where they choose. This
meant simply, that they should be provided with the opportunity to choose
where to live whether it be in their traditional home area or somewhere
else and to provide them with the skills necessary that would enable them
to make that choice as well as to provide them with economic opportunities
in their home area. This philosophy, I believe, is still sound today. If we
force people to leave their home area we automatically weaken it. And we set
in motion a new trend that people have worked for years to reverse. Decisions
made in Washington affect the areas out here much more than anyone would
realize: Policy changes must be deliberate and not be the unexpected result
of a program enacted or eliminated in haste.
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WESTERN MARYLAND INDICATORS

1. Poverty Rate -

Percentage of people living below the National poverty level in 1976:

Allegany 13%
Garrett 21
Washington 11
Md. Regional 13
U. S. 11.8

2. Unemployment Rate -

Average unemployment rate from 1978-1980:

Allegany 9.71%
Garrett 12.21
Washington 7.94
Md. Regional 9.0
U. S. 6.3

3. Per Capital Income -

Average income for 1979:

Allegany $ 6,927
Garrett 5,861
Washington 7,706
Md. Regional 7,198
U. S. 8,757

4. Per Cent of Income Growth between 1970-1979:

Allegany 112.94
Garrett 148.24
Washington 122.27
Md. Regional 120.32
U. S. 120.8

SOURCE: Appalachian Regional Commission

Prepared by: The Tri-County Council
for Western Maryland, Inc.

November 3, 1981
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UNEMPLOYMENT RATE IN WESTERN MARYLAND COUNTIES - 1980-1981

1980 Allegany Garrett Washington

January 11.2 % 17.5 % 9.2 %
February 11.0 17.3 8.9
March 10.8 14.9 8.2
April 8.2 13.2 8.3
May 9.2 10.6 9.0
June 10.3 13.6 9.5
July 8.4 11.3 10.7
August 8.1 9.9 8.8
September 8.6 9.6 9.5
October 8.2 10.5 9.4
November 8.8 10.9 9.5
December 9.5 14.0 10.5

1981

January 11.7 % 17.9 % 12.1 %
February 12.1 18.1 12.1
March 11.3 15.8 10.6
April 10.3 16.7 9.2
May 10.3 12.2 8.6
June 10.8 15.4 9.2
July 11.3 12.5 8.9
August 10.8 12.0 8.2
September 10.8 14.4 9.1
October 10.6 12.7 10.1
November 12.2 13.1 11.0
December

Source: Department of Human Resources
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Manufacturing Firms by Political Subdivision

Source: Maryland Department of Human Resources, Employment and

Payrolls Covered by the Employment Insurance Law of

Maryland, first quarter issue for the stated years.
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Senator SARBANES. Thank you very much.
I think we'll move right across and hear from everyone, and then

we'll have questions.
Mr. O'Rourke, please proceed.

STATEMENT OP PATRICK J. O'ROURKE, ALLEGANY COUNTY ZONING
ADMINISTRATOR, AND REPRESENTING THE AILEGANY COUNTY
ECONOMIC DEVELOPMENT CO., CUMBERLAND, MD.

Mr. O'ROTRKE. Thank you, Senator.
My name is Patrick J. O'Rourke. I'm the Allegany County Zoning

Administrator. I'm also employed by the Allegany County Economic
Development Co.

I am here today representing Mr. Richard Mappin, director of the
company.

It appears that with the group that has been assembled here this
afternoon a lot of specifics will be dealt with individually by some
other members here in the room. I think we will just touch on a couple
of generalities, then come up with what we feel is something that
the Congress can do as far as aiding economic development in gen-
eral and specifically in Allegany County.

Senator SARBANES. All the statements will be included in full in
the record, both those which are summarized here and additional
material which witnesses may wish to submit subsequently.

Mr. O'RouRxi. Thank you.
Back in 1968 here in Allegany County, it was decided by the local

business community and government officials that it was time to seek
industry for Allegany County. The Cumberland-Allegany Industrial
Foundation was formed at that time. As the years went by. the Al-
legany County Economic Development Co. was established. Currently
we have four industrial parks in Allegany County and one commerce
center, which we are actively seeking occupants for.

In addition, as Mr. Zorick pointed out, we believe in helping the
existing industry that's already in Allezany County, that has been
in Allegany County since its inception. We hope that we will be able
to, in the future, put more emphasis on that.

As you are well aware, the business of attracting industry to your
county is quite competitive, as I'm sure my colleagues to the right will
point out later.

It will be shown this afternoon, after we have finished here-as it has
already-that the impact of the recession, with the figures that Mr.
Zorick pointed out to you earlier this afternoon, is quite profound
when you consider that in the entire ARC region, this part of the
region is right at the top of the list as far as unemployment is con-
cerned. So you can see what we're up against.

We believe that there are cuts the need to be made. With anything,
there is some fat that has to be trimmed. And when that takes place,
our concern is that even though there will be less perhaps, as far as
numbers of programs that might be available, or consolidation of pro-
grams that we have now into a lesser number. We are concerned that
the amount of time that it takes to get a package completed will con-
tinue to be just a little too long for our wishes.
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For example, we have people whom we talked with from outside
Allegany County-and instead, inside Allegany County-who want
to make some type of capital improvement. From the day the process
starts to the day of completion, there may be an increase in interest
rates or the availability of financing that makes it prohibitive.

So, what we're really here to stress today is the fact that whatever
cuts are made, whatever happens, whatever decisions Congress takes
that would affect economic development throughout the United States,
we will continue to be concerned with the levels of paperwork, the
phases that will have to be gone through in order for existing business,
or a new business locating in Allegany County, to get from. point A to
point C, and still have the financial picture such that they will be able
to make the corporate decisions to go ahead.

Thank you.
Senator SARBANES. Thank you.
Mr. Jones, please proceed.

STATEMENT OF THOMAS D. JONES, DIRECTOR, GARRETT COUNTY

ECONOMIC DEVELOPMENT DEPARTMENT, OAKLAND, MD.

Mr. JONES. Thank you, Senator.
My name is Thomas D. Jones. I am director of the Garrett County

Economic Development Dept.
Garrett County is now in the midst of certain recessionary pressures,

and this is rather unique for Garrett County. We have historically al-
ways had a tremendous seasonal fluctuation in our unemployment
rates, and it is not unique for Garrett County to see unemployment
rates at this time of the year at levels of 15 to 16 percent.

However, we did not see in this past summer our unemployment rate
go down to the level that we usually expect, which is in the 6 to 7 per-
cent area. So, we are seeing it very tangibly: Some plant closings,
which is very unique for Garrett County; some plant curtailments. We
certainly are not seeing hardly any construction at all; and we haven't
been seeing construction of commercial, institutional, or residential
nature in over 2 vears, since really the construction season of 1978.

This is considerably different than what was our experience in the
recession of 1974 through 1976. Tn fact, Garrett County's economy
looked better during that recession than it had in the years prior to
that. Construction was on the upswing; a number of different em-
ployment sectors-mining, manufacturing, and of course the Govern-
ment initiatives stimulus programs such as CETA-did absorb a con-
siderable amount of our labor force during that recession.

This is not true during this recession. And primarily, we think that
there are two demons that have curtailed or have brought about con-
siderable negative impact in our Ical economv:

No. 1 is the one I have touched on already. High interest rates have
completely curtailed construction and shelved plans for new initiatives
in the business sector, since really 1979. That has just been compounded
in every month since that time.

The other factor really is one that is kind of a double-edged sword.
We have had a growing community. Our Population has grown in
Garrett County during the decade of the 19 O7s, at about a 2.5 percent
per year rate, approximately 25 percent during that 10-year period
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Our labor force has also gone up at about that same rate, approxi-
mately 27 percent.

During the last 8 years-from 1974 through 1981-our job produc-
tion has pretty well kept pace. Our business sector had, up until 1979,
pretty well kept pace with our growing labor force. It had produced
at the rate of about 2.2 percent per year in job creation. This is due
in large part to big increases in manufacturing through the early
1970's, the mid-1970's. The mining sector really came out of its three-
decade dormancy in the mid-1970's, with the energy crisis, and really
shot up, which absorbed a considerable number of people. And of
course, the government sector had a growth rate in Garrett County
that compared very favorably with what the Nation's rate was.

So, what we are really seeing today is something different than what
we have seen over the past 8 years, and it is one that is pressing us
hard.

Now, let us understand that the major sectors that have cut back
really are: construction, manufacturing, and to some degree govern-
ment-manufacturing being the largest loss. It has been pinpointed
in two companies.

Our largest employer in the county approximately 60 days ago an-
nounced a 40-percent cutback. That will be permanent. It is not one
that is prompted by the recession; it is one that is outside of recession-
ary forces. It's changing markets, changing product lines.

Our fourth-largest employer-
Senator SAPBANES. Could you develop that a little bit?
Mr. JONEs. Bausch & Lomb.
Senator SARBANES. What's the rationale for that?
Mr. JONES. The product line that the Bausch & Lomb plant in Oak

land had been manufacturing had been optical lenses, similar to mv
eyeglasses. That was a viable product line for the past great number of
years. That is one that has gone out in the last 10 years since the plant
wvas established in Oakland, in 1970.

The combination of Bausch & Lomb going into soft contact lenses,
hard contact lenses, and certainly a style in regular spectacles of plastic
lenses instead of glass lenses has made basically a very new plant-a
10-year-old plant~-an obsolete facility as far as that product line is
concerned. Thus, the corporate decision was made to get out of that
product line.

That has prompted the Oakland plant to change to a sunglass plant
production facility instead of a regular spectacle Production facility;
and that has meant, at least for the forseeable future, a reduction of
employment of from over 700 down to the 400- to 500-emplovee area.

Our fourth largest employer closed its doors permanently-as it
would appear it would be permanently-approximately a year ago.
That was a loss of approximately 225 jobs.

While those numbers don't compare, in real numbers, to what some
of the manufacturing plants in Allegany and Washington Counties
have, they do make a significant impact in Garrett County, which has
a total labor force of only in the neighborhood of 10,000.

I have been involved, as a staff person, in economic development in
Garrett County for approximately 10 years, and there are three items
which I feel that have been debated in Congress for some number of
months, and I think should have a little bit of evaluation.
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One area I'd like to talk about is industrial development bonds, or
industrial revenue bonds, as we practitioners call them. They are
something that we use when we do have industrial prospects. If they
are used by the community, that community could say that it is a
statement that that community is a community that wants to grow.
It is something of an incentive program that the Federal Government
is allowing State and local governments to use, at some cost to the
Federal treasury. But I believe that it is a program that must be
maintained.

It should be restricted, however, in my opinion, to allow the basic
job producers-such as manufacturing, tourism development, ware-
housing, port facilities, and other very valuable community facilities-
to be recipients of these funds, of these bond funds. But it should be
curtailed against overuse in the areas of normal commercial busi-
nesses, such as the Murphy's Mart, as an example, McDonald's, and
the like. Overuse can, I believe, spell the doom of this program.

In Garrett County-and this may be unique to Garrett County-
we believe very strongly that one real impediment to our economic de-
velopment program and our community development program is the
existence of the Davis-Bacon Act. The Davis-Bacon Act has been
counterproductive and has kept our local construction industry very
much out of many worthwhile projects in our county.

Without the Davis-Bacon Act, we believe that our construction, our
contractors, could be more competitive, and also, the projects could
be achieved at a much reduced rate.

I believe that the move that the Appalachian Regional was mak-
ing toward enterprise development, and working hand-in-hand not
only with the State and local governments, but the private business
sector, was a positive one. It is unfortunate that the present adminis-
tration has seen fit to attack the Appalachian Regional Commission.

We believe that with a combining of the State and local govern-
ments with the Appalachian Regional Commission and the private
sector that an enterprise zone type of program could be hammered
out and could be very productive to Appalachian Maryland com-
munities.

Thank you.
[The prepared statement of Mr. Jones follows.]
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PREPARED STATEMENT OF THOMIAS D. JON-ES

Mr. Chairman and Distinguished Committee Members:

As we proceed into a new year the residents of the westernmost County of

Maryland are indeed suffering from the ill effects of an ailing local economy.

Garrett County's economy is showing many of the symptoms of the economic slow-

down that we are new seeing nationally. Plants laying off, and even closing,

negative growth in total employment, little new construction, and sporadically

soft retail sales activity all have occurred in the past year. This is some-

thing new for Garrett County. Garrett County prospered during the 1975-76 recession.

Total employment, and all other indicators of a thriving local economy performed

exceptionally well during the last national recession. During that last recession

manufacturing employment steadily increased, new construction flourished, the

mining sector was emerging from a three decade dormancy, and the government through

various stimulus programs was employing those who were harder to employ. While

the nation's unemployment rate was rising, ours was declining.

However, the 1975-76 recession had not been preceded by approximately two

years of very high money rates. These high borrowing rates have, more than any

other factor, constrained our local economy during the past thirty months. We

have businesses who have shelved their expansion plans, or plans of new product

or service start-ups, because profitability is not indicated at such high borrow-

ing rates. Certainly there are many would-be homeowners who could afford to own

their own house if mortgage rates were within previously historic ranges.

High money rates are the most significant negative influence on our local

economy today. Whether it is an influence which we should artifically curtail

depends upon ones relative values. Values which I am not qualified to evaluate.

I do know, however, that during the last six months (the period most economists

say this nation has been in the current recession), Garrett County's unemployment

95-758 0 - 82 - 10
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rate has indeed risen. Our largest employer has decreased its employment to

about 60% of what it was fifteen months ago. The County's fourth largest employer

closed its doors completely. New construction has virtually ceased. Government

employment is declining. However, probably as significant as all of the above

forces is the fact that Garrett County's labor force continues to be a dynamic

one. During the period 1974 to the end of 1981, (an eight year period), the

County's labor force grew by 27.2%. From 1980 to 1981 alone Garrett County's

labor force grew by 6.6%. No local economy, especially one in the grips of a

national recession, could keep step with that magnitude of worker expansion.

The Garrett County business community has done well in the past eight years

in creating new jobs for its growing population and labor force. Total employ-

ment in the past eight years has grown by twenty percent. Employment from 1980

to 1981 grew by slightly over four percent. During the past eighteen months, all

major sectors of the local economy has increased in jobs, with the exception of

the manufacturing sector. Because of a plant closing, (Sterling Processing Corp-

oration), and a plant layoff, (Bausch and Lomb, Inc.), approximately 47S persons

have permanently lost their jobs. During this past year only forty new jobs

have been created to mitigate the above losses in the manufacturing sector.

It should be clearly understood that the two manufacturers .listed above

did not fall victim to the conventional forces of recession. Changing product

market preferences and changing factors pertaining to plant location forced the

unfortunate announcements of these two companies.

As a county economic development staff person for more than ten years, I

would like to make a few observations on certain Federal progtams and policies

which have been debated over the past several months.

1) Industrial Development Bonds - This state and local government program

made available for the benefit of new and expanding businesses at the expense of

taxable interest income to the Federal Treasury should be maintained, but in a

more restricted form. This device is the single greatest incentive any community

wanting to stimulate its economy can give to a business. In many cases, the
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business would not otherwise be able to start-up or expand without the interest

rate break made possible by the IDB. Use of the IDB should be restricted to

"basic job" creating businesses; i.e., manufacturing, tourism, warehousing, port

facilities, etc. Conventional retail trade business abuse of IDB's should be

prohibited. The Murphy's Marts, McDonald's, and Dunk'inDoNuts should not be

built partially subsidized by the loss of our tax dollars.

2) The most costly and counter productive of all Federal acts that impact

on our County economic development program is the existence of the Davis-Bacon

Act. Its mere existence keeps well qualified business applicants from participating

in Federal loan programs. Its existence keeps small needy communities from pur-

suing a Federal grant simply because the grant would usher in the Davis-Bacon wage

requirements. Its existence keeps virtually all Garrett County contractors

from bidding on a job which has been funded by the Federal government. Its

existence drives the cost of a labor intensive construction project in Garrett

County up by approximately 30%. I submit that Davis-Bacon has long out-lived

its usefulness, and should be repealed.

3) Philosophically, I am very much in favor of the major Federal government

theme of putting the private sector back into the "driver's seat" in directing the

nation's economic development program. I believe all levels of government should

work in concert with the private sector, taking the lead from private business. Con-

ceptionally the Urban Development Action Grant program is a good basis from which

to model an effective categorical grant program that can be used by all levels of

government. The program inherently reacts to the needs and desires of the private

sector, while also achieving the objectives of the local community. UDAG is con-

ceptionally a good program. The problem is we are a rural community. We do not

relate to the same administrative circumstances as a metropolitan community. By

the same token HUD does not relate to our circumstances. Our housing environment

is much different. Our minority population is much much different. Our industrial

sector is virtually embryonic and heavily natural resource oriented. In short we

need our enterprise development action grants authority given to a government agency

which has had a fifteen year record of responsibly administering an economic develop-

ment program over a geographic area which shares a considerable commonality. That

agency is the Appalachian Regional Commission.
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Senator SARBANES. Thank you.
Mr. Burtner, please proceed.

STATEMENT OF LEROY BURTNER, DIRECTOR, WASHINGTON
COUNTY ECONOMIC DEVELOPMENT COMMISSION, HAGERSTOWN,
MD.

Mr. BIJRTNER. My name is Leroy Burtner. I am director of the Wash-
ington County Economic Development Commission.

Very briefly, our program consists of: industry retention, new pros-
pect activity, inventory of buildings and sites, and financial assistance.
With a county population of 112,000 people-the growth rate during
the past 10 years has been approximately 1 percent or less a year-we
are optimistic, due to our location, that our growth rate will be more
than 1 percent in the next decade.

We are very concerned with the high rate of unemployment. Right
now, we have a 50,000-person work force in Washington County and
an 11-percent unemployment rate. That translates into about 6,000
people who are unemployed, out of work.

We feel that historically there have been a number of Federal pro-
grams that have been of a great deal of assistance to us in the growth
of our county. I would like to talk a little bit about those, and also a
little bit about industrial revenue bonds.

The EDA program has been very helpful to us in the past. And as a
matter of fact, we have two applications before them now. One is an
application concerning the construction of a 2.2-mile rail spur to Fair-
child Republic. The county still supports that. The county still believes
that that particular project will substantially strengthen the economic
base of not only Fairchild, which is the second largest industry in our
county, but also the industrial area surrounding it.

We also have an application for over $600,000 worth of grant money
through EDA, for the development of an industrial park called the
70-81 Industrial Park, which is very close to the intersection of Inter-
states 70 and 81. With this grant money, we could extend the roads,
extend the water lines, extend the sewer lines; that would place us in a
very competitive position to attract industry to, here again, a brand-
new, 140-acre industrial park.

We have used ARC grant money, loans in the past, very successfully.
For example, the largest industrial park in Washington County is
named the Interstate Industrial Park. It's a 400-acre industrial park.
We have approximately 100 acres of land waiting for industrial devel-
opment. During the past 10 years the park has grown considerably.
We have 12 companies out there right now, and investment of over $31
million, and more than 800 people work in that park right now.

We have used ARC moneys and EDA moneys to develop the park,
in terms of utilities and roads. This particular park increased, I think,
17 percent in terms of employment last year, and the investment is
up about 20 percent over last year. So I think that indicates the
worthiness of using properly EDA money and ARC money.

I think ARC money is also helpful to services to aid small businesses.
For example, in this particular area we have the Technological Exten-
sion Service. I understand that thev are in trouble, as far as ARC
money running out.
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I have had the privilege of working with the director of that service
for the last 6 to 8 months. He's been immensely helpful in assisting
small business, through the cooperation of the University of Maryland.
So here is another example where ARC money in the past has been
very helpful in providing free technical services to small businesses.

Tom has also talked about industrial revenue bonds. Properly used,
IRB's can be very helpful to a local business that wants to expand.
They can be very helpful to purchasing new equipment. As a matter
of fact, our county is acting today on a million dollar IRB issue to help
a local business purchase new equipment.

So, IRB's are extremely helpful, not only to new industrial prospects
but to the existing business community. In addition to that, the private
sector can use an IRB, for example, to construct a shell building for
lease or for sale. We have been successful in our county in using the
shell building concept. We already have a major company for a shell
buildinz which is under construction now at the Interstate Industrial
Park. We are in the process of making application to the State to
start a new shell building project; we have a very sincere prospect for
that.

So, in closing I would like to say that our top priority is finding jobs
for people, but I think it takes a partnership between the Federal
Government and the State and local agencies to make it successful.

Senator SARBANES. Gentlemen, thank you all. It's been a very help-
ful panel.

Let me ask all of vou, what is the nature of your working relation-
ship with the State Department of Economic Development?

Mr. JONES. Well, we are in constant contact with them. There are
a number of programs that are now emerging, such as cooperative ad-
vertising, in our market promotion program, which Garrett County
is just beginning to get into this year, their Office of Business Liaison.
We are now getting into being a certified county, which it's too long
a story to really elaborate on. But one component of that is to visit all
of our manufacturers in our systemitized industrial retention program.
Their Office of Business Liaison usually goes along with us on this.
If there are problems with State Workmen's Compensation programs
that the employer might have, they will pick up that ball and run with
it. If it's a local matter that the employer is having, we will pick that
up, for instance, and run with it.

We have not had any problem with them. In fact, in the last 2 or 3
years since that department has beefed up from a funding standpoint.
I believe that the staff readiness and staff expertise has really gained
tremendous credibility, especially in the outlying areas of Garrett
County, Md.

Mr. O'ROrRKE. To add to that, Senator, we, here in Allegany
County-and I've only been working with the development company
now since July, in addition to being the zoning administrator-but
it's obvious to me, anyway, particularly in the days of creative financ-
ing, that we're all forced to get into, to attract industry to the county
or expanding what we already have, that the people at the State level
have been more than cooperative and have given of their time gener-
ously, either by coming to Allegany County to speak with an existing
business leader or traveling with out out of Allegany County. As re-
cently as last week, we were in Pittsburgh speaking with an individual,
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who is considering expansion here in Allegany County, about
financing.

So far as the Allegany County Economic Development Company is
concerned, we rely on the State development people, and we certainly
are indebted to them for the assistance that they give us on various
issues, particularly in the area of financing.

Senator SARBANES. Did you want to add anything?
Mr. BURTNER. I would just like to say that they complement the

local staff. In Washington County, it's simply myself and another
person. Without State assistance, without good, professional, compe-
tent State assistance, it would be necessary to have a larger staff on the
local level. Jim Robertson, in the State department of economic and
community development, has been very valuable to us.

Senator SARBANES. What's the nature of your working relationship
with the ARC?

Mr. O'RoURKE. Mr. Kocsis may be able to expand on that perhaps
a little better than the three of us.

Mr. Kocsis. Basically, Senator, the three countries, in cooperation
with the Tri-County Council, have historically proposed projects that
sought ARC funding for various industrial development. We're speak,
ing of that right now-industrial development projects. We have, and
my staff has, attempted to help the counties in such things as grant
preparation or, more recently, in more basic industrial analysis type
programs. Once a project is OK'd or placed on the priority list by the
regional Tni-County Council, then it goes down to the State and
eventually reaches the Appalachian Regional Commission itself.

I think it is fair to say, that the working relationship with the
Appalachian Regional Commission has been excellent. It has been,
at least in our view, very flexible. It is some of the most flexible money
you can use. And it is simply a matter of the money really being avail-
able as a transfer payment into the area that historically would have
difficulty raising this type of money on its own.

ARC has provided over $150 million in this three-county area over
the last 15 years. Without that type of an outside capital input,
it would be very difficult to sustain many of the industrial programs.

Senator SARBANES. Of course, as we all know, the ARC is now under
sharp attack. It remains to be seen what's to come. Does the Tri-
County Council, in addition to being intermediary between the coun-
ties and the ARC, also serve to help the counties with respect to other
Federal grant programs, or do the counties do that directly?

Mr. KOCSTS. It really can depend on the program. We will provide
staff assistance upon request, and we have done so, at least since I've
been here.

Mr. JONES. The Economic Development Administration-you have
been the intermediary on several of the programs, especially if it is
a regional-type program. For instance, we are now getting underway
with a revolving loan fund to directly help small businesses by an
actual direct loan program. The applicant for this program goes to
the Tri-County Council and that will be the administering agency
who has already given out funds, loaned out funds to small businesses
up to $50,000 per small business, which complements other financing
sources, such as industrial revenue bonds, Maryland Industrial Devel-
oping Financing Authority, and private banks and savings and loans.
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That program has been on that Garrett County and Allegany
County have been very supportive of. The Tri-County Council has.
There are local dollars involved in it. The Economic Development
Administration provides 80 percent of the funding, and in Garrett
County's case, the Garrett County Mountaintop Chamber of Com-
merce provided 20 percent of the funding to be loaned directly to new
and expanding businesses. And they must be an expansion in Garrett
County.

Senator SARBANES. What is your response to the argument some
advance-in fact, a Presidential commission even threw it out as a
recommendation-that people should simply move to where the jobs
are, that this effort to bring jobs into an area through a mix of
programs really ought to be abandoned, and that we ought just to let
people pick up and go to those places where there's been a private deci-
sion to put jobs. Now you all have a vested interest, I know, but I'd
like to hear your response to that which is seriously advanced by
some people.

Mr. O'RouRKE. As one who is a lifelong resident of Allegany
County and who travels around getting to meet other people involved
in economic development, one of the thimgs that keeps cropping up, in
addition to rail, highway, airport facilities, tax exemption, this kind
of thing, is the quality of life. And I think in any area, anybody in
Washington, Garrett, or Allegany County is going to tell you that we
have a certain quality of life and standard of life that we enjoy. So in
order to continue to enjoy that, we think it's good and beneficial that
we not only attract new jobs to our counties, but that we also help
those people who have decided years ago to invest here for whatever
reason, to help them stay here. So that they, too, can share in the
quality of life that we can provide.

Mr. JONES. We, in Garrett County-this kind of an argument is also
advanced very seriously in Garrett County-in that we historically
are an agrarian economy, natural resource-based, and through the last
30 years, recreational tourism has been very much of a positive influ-
ence and one which probably more than any other, the typical resi-
dent of Garrett County wants to see the tourism business to be ex-
panded. There is not that kind of unanimous opinion on the manu-
facturing sector. We would counter in looking at our unemployment
statistics, because of the nature of our climate in Garrett County, and
Mr. Foltz did get into this, there's no way that we can really beef up
the skiing industry and snowmobiling and this sort of thing, to the
degree that we would reach the employment that we do in the sum-
mer. So there is a reasonal layoff in the winter, in the fall, and the
spring.

If we are going to get into tourism as our major employment source,
there's no doubt about it, we have approximately 80,000 acres of State-
owned land in Garrett County in forest and parkland, and we have
a tremendous potential there for development and also private recrea-
tional areas, such as Deep Creek Lake. There's still a tremendous po-
tential there; however, we don't feel that we can ever say that tourism
will be a staple of the economy. We don't feel that we should ever look
toward putting all our eggs in that basket. Manufacturing and other
types of industry, agricultural, secondary processes, spinoffs of nat-
ural resources, our hardwood forests, are things we want to keep em-
phasizing, and we think there is tremendous potential there.
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Senator SARBANES. Did you want to add anything?
Mr. Kocsis. Just very briefly, I think that the point you raised is

one that I also raised. Part of what I did not say earlier, that if we
are going to point to the family as a very critical pivotal point in U.S.
society, and I think that's correctly where it should be, then to ask
people to separate those family ties and simply go where the jobs are,
tends to really defeat that philosophy. I know from personal expe-
rience. I come from a small coal mining community north of here in
Pennsylvania, that there are no jobs. My family is completely scat-
tered. I have very few family ties, and, consequently, no real devotion,
as it were, or interest in that community.

If you let a section of your population go, because there aren't any
jobs, the chances of getting them back are very low. Second, you have a
gap there. You don't have people who are willing to work for the
community.

Senator SARBANES. I also think you get a kind of pese imism hanging
over a community. Some young people want to go. They want a new
adventure, new opportunity elsewhere. But if the prevailing view is
that you're just not going to be able to work in a community, and
you have to go elsewhere, it seems to me you get a cloud of pessimism
that is very bad for the community attitude.

I don't want to get into the question of inmigration or outmigration,
I'm really talking more about stability. I'm not sure we fully count
the costs that come with inmigration. In other words, with a growing
population, we look at the costs involved in the programs to try to
keep people there, so they don't go elsewhere. And we say, well, you
have to add on these extra costs, in order to make it attractive to
business. Otherwise, they'll locate somewhere else-in the Sun Belt,
let's say. And we count those costs. In the Sun Belt, let's assume the
industry will locate without that assistance, but on the other hand,
you then end up assisting those communities with water and sewer and
schools and all the other things that go with a rapidly growing popula-
tion, many of which in the older places are sitting idle or not being
used to capacity. So there's a tradeoff in cost that I think we often
don't recognize.

I just wanted to ask one final question on the Tri-County Council
figures that you have. These figures now compare the United States,
Maryland and the three counties; is that right?

Mr. Kocsis. No, the there counties individually and the three coun-
ties together and the United States.

Senator SARBANES. I see.
Mr. Kocsis. This would be the regional area. Excuse me for not

making that clear earlier. They're simply historical figures.
Senator SARBANES. Gentlemen, we thank you very much for your

testimony.
Mr. Row and Mr. Oster, come on up.
Mr. Row. The decision has been made, Senator, that I go first.
Senator SARBANES. That's one of those inplant committees we were

hearing about earlier. [Laughter.]
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STATEMENT OF JOHN B. ROW, EXECUTIVE VICE PRESIDENT OF
MANUFACTURING, KELLY-SPRINGFIELD TIRE CO., CUMBER-
LAND, MD.

Mr. Row. Mv name is John Row, executive vice president of manu-
facturing for Kelly-Springfield. I have a prepared statement, but be-
fore I read that, I would like to add my support and the support of.
our company to the highway program and, hopefully, that it reaches
completion and becomes designated as an interstate and gets on the
map, not only in this country, but as a recognizable highway. We
also are a strong supporter of the CALM program. We think it's a
very worthwhile program and will continue to contribute much to the
labor-management attitude and the atmosphere of this hearing.

The economic condition of the Kelly-Springfield Tire Co.'s Cum-
berland plant is on the mend. On January 6, we announced we were
recalling 56 production workers because of a strong continuing demand
in the sale of the medium truck tires; however, we will still have 125
employees on layoff down from a high of 198 in July 1981. When the
recall is completed in February, the plant's hourly work force will be
1,508. This brings the total number of Cumberland-based employees,
corporate headquarters, plant and offices, distribution center, truck
terminal and retail store to 2,304 persons.

I m'ght add that if orders for medium and light truck tires, the
only products manufactured at the Cumberland plant. continue to in-
crease, it is possible that we will be recalling more employees later in
the year.

Our 5-year estimate report indicates full production from the Cum-
berland plant for the next 3 years and possibly for the next 5.

For this year, we see the demand for bias ply truck tires continuing
to pick up momentum through the first and second quarters and de-
mand should be going full steam by the third and fourth quarters.

Full 5-day production requirements at our other manufacturing fa-
cilities, which are located at Tyler. Tex., Freeport, Ill., and Fayette-
ville, N.C., also are scheduled for this year.

I want to say that our optimism is based on an anticipated economic
recovery for the Nation. It must not be generalized that Kelly-Spring-
field's positive outlook is of the tire industry as a whole. It is not. We
are a bright spot in a trouble industry that is struggling against some
very difficult odds: High petroleum prices, people driving their vehicle
less, overregulation, and high interest and inflation rates, to mention
just a few.

I want to end my remarks by saying that I believe that the adminis-
tration and Congress are actively working to solve many of these prob-
lems. We are optimistic that current downward trends in inflation and
interest rates will continue and that by midyear, when the second stage
of the tax cut becomes effective, consumer confidence will rebound,
giving the economy the boost it needs to become healthy once again.

Senator, we appreciate this opportunity to put input into the legis-
lative process.

Senator SARBANES. We very much appreciate your participation.
Mr. Oster, please proceed.
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STATEMENT OF CLAYTON C. OSTER, VICE PRESIDENT, UNITED
RUBBER WORKERS LOCAL 26, CUMBERLAND, MD.

Mr. OSTER. As vice president of Local 26, United Rubber Workers,
and a Kelly-Springfield Tire Co. employee for 20 years, I submit
that the unemployment rate stands at a high percentage in Allegany
County-and anyone can see this by looking at the statistics. How-
ever, reports do not show that the same people have been out of work
for a long period of time. Companies such as Kelly-Springfield have
not been able to hire new employees for the last several years, because
of the economic conditions of our country.

For the Cumberland area, this means no place for young people
to get a job, and sure furlough for the least senior people who do have
jobs. This means that these young people in this group are always
furloughed because of the length of time and because of the scheduled
cutbacks in the plants. This has been especially bad since the Govern-
ment cut out the extension of unemployment.

Some of our people have found jobs making the minimum wage,
but have found that inflation has made it impossible to keep a family
on a 40-hour minimum wage.

The economy has not only been bad on the young people. I can say
for myself. My father works for Celanese Corp., and with 451/2
years' seniority, he's been furloughed for some 4 months.

A significant point that I'd like to bring out is that at Kelly-Spring-
field Tire Co., an employee who has been furloughed for at least 1
year may take a separation payoff. This means no retirement credits,
no recall rights, and is really a legal quit.

In the past, employees were seldom furloughed at Kelly for a period
of 1 year, and if they were, they would hold on some way until recall
claimed them back. In the last vear at Kelly, I have handled 16 em-
ployees who have taken separation pay. Many of our people have
exhausted all types of assistance which are available to them.

The members of local 26 have taken up a collection and tried to
help with payments such as house payments, bills, and so forth. You
cannot keep your people going when you have 181 people furloughed.

Now, true, Kelly-Springfield Tire Co. announced the recall of 56
employees to return on February 1, 1982, which was naturally good
news to our people. We still have 125 people furloughed at Kelly, and
many are in sad shape financially.

Another point that I would like to make is that as a member of the
Musicians Union. Local 787, that I have had a chance to see the social
ramifications which recession has had in Allegany County on some
of the club owners. In years past, it was not uncommon for 8 or 10
places in Cumberland to have a band playin r on Friday nights. twice
that many on Saturdays. Now you can only find a couT>le on Fridav
with live entertainment. and a handful on Saturday nights. Most of
those are in the private clubs.

I would just like to say that the inflation and the interest rates have
our emplovers and employees both tied into an uncertain economy.

In closing, I would just like to say that we all have a hard job ahead
of us and we must somehow turn our economy around. We trust that
our elected officials will find the answers. I am sure I speak for all the



149

unions in Allegany County when I say that you can count on us to try
and do our part.

Thank you, Senator.
Senator SARBANES. Thank you very much, gentlemen.
One of the things that came out in the hearings on Friday was that

this downturn follows fairly quickly on the previous downturn.
There has not been much of a period of recovery in between. That's

emphasized by the fact that only about one-third of the unemployed
workers-a little over one-third of the unemployed workers now-are
deemed to be eligible for unemployment insurance; whereas the last
time we went into a recession it was about two-thirds, not quite two-
thirds.

In many instances, that is because they have an insufficient work rec-
ord to qualify them. Of course, even if they do qualify, the time period
is shorter, which just underscores this problem of how they're going to
provide, in the face of the situation that they are in.

I am encouraged by your statement. Certainly, the hire-ons begin-
ning the first of February are a beacon of light in the midst of every-
thing else that's happening.

What are your projections beyond that?
What sort of assumption are you making on where the economy is

going ?
Mr. Row. We have each year worked up a 5-year forecast based on

economic indicators and wvhat everything appears to be, as far as
changing technology, miles driven in the truck industry and the tire
industry, and project our capital money hopefully, and our demands
for 5 years. Right now, we can see pretty clearly into 1983. Beyond
1983, of course, it becomes more tough.

The biggest question mark over the whole thing is energy. That is
the one that, of course, hit the country in 1975. It still has a very dras-
tic effect on our business, as well as most businesses. We don't know
what energy will do. We don't know what the driving habits of indi-
viduals or businesses will be 3, 4, or 5 years from now; and that has a
great effect on our ability to project 5 years.

Interstate traffic has been down. Many parked trucks, parked trailers
have had their tires robbed from them to support those that were
needed on the highway. The intercity traffic is there. It's not there as
much as it was, but hopefully we will pick up. They have been wearing
out the product, and they use the bias ply construction as produced at
the Cumberland plant.

So, as a result of our ability to project, we see about, say, the third
quarter of 1982 as being the start of the turnaround.

Senator SARBANES. Do you make the same product that these other
plants, listed at the bottom of the first page, make?

Mr. Row. No. We do not. We make passenger radial tires at our
Favetteville. N.C. plant; we make conventional passenger tires at our
Tyler, Tex., plant; we make conventional passenger tires at our Free-
port plant.

Senator SARBANES. So your employment situation here would be
better than at any of those other plants?

Mr. Row. We have two plants with people laid off-Cumberland,
Md., and Tyler, Tex., has about 35. The Freeport and Fayetteville
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plants do not have anybody laid off. The Fayetteville plant was just
brought up to maximum capacity in 1981.

Senator SARBANES. This is kind of a broader question; I'm curious
to know the effect on your work force of the ups and the downs in the
economy-what that means in terms of putting together and holding
a skilled work force, maintaining a good level of morale, and so forth
and so on.

Mr. Row. Clayton might want to support me in this, or will talk
after I finished. But it has a drastic effect on our manufacturing
operations.

In our working agreement we base it on seniority. The most senior
has the opportunity to move to the available job and is trained to do
that job; the least senior. he gets "bumped," as we call it, to the least
preferred job. and eventually he is laid off.

Now, that is termed the "fruitbasket upset" in the labor force. That
means that many very skilled employees may have to move to less
skilled jobs and be trained to do those less skilled jobs for a period of
time, until things pick back up. People are recalled and then the labor
movement starts again.

The best conditions are to have a steady productivity based on a full
5-day week, so those people have the opportunity to not only learn and
contribute a quality effort to the job they are trained for, but also as
attrition occurs, they have the opportunity to move to higher paying
jobs of more responsibility, and have more or less of a normal, antici-
pated planning base.

Mr. OsvmR. This doesn't only effect the company financially, like
they project in their schedules. But for our people who are skilled and
trained on the job. who have to move, that means a period of time with
a lesser paycheck. Many times it means that even after thev are skilled,
they are still losing money from where they originally were. Unfor-
tunately, that's according to the seniority rules, what happens, that
you have that up and down.

But I can say that as far as the union and the people working in the
plant, they're hurt as much by this as the company is, both financially-
and again, any time you have to make the change, for some of our
people, the wav the economy has been. it's cut into them a little deeper
than it usually has. So you might be talking to a man of 20 years. Some-
times he doesn't adapt as easily as he did back then. Sometimes we have
problems.

We have an employee assistance program. and sometimes you have
problems with people, mentally, trying, you know, to learn the new job
after they've been for years and years with a job.

So it affects both parties.
Senator SARBANTES. I am very interested in your testimony, because

I think that one of the important factors in improving productivity in
this countrv-there are a number of factors that go into that-is the
boom and bust cycle of economic activity.

Homebuilders testified yesterday that they put together a skilled
work force. get to a level where they can carry their activities forward
in a most efficient and effective way, and then they go into a downturn
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and have to start cutting back on it, in effect busting up this work force.
The best people are the ones who are able to go off somewhere else and
find a job, and they never get them back-even when the economy picks
up again. They are back to training new people, or dealing with people
who are not quite as good.

And it seems to me that we really need to get to a steady level of
activity that people can assume and plan to and train to. And then, of
course, there's your point about the mental stress and strain involved
with all of this.

Let me ask you: What are the job prospects for someone who takes a
separation payoff ?

Mr. OSTER. In my brief, I was referring-most of these were people
who found jobs out of town. We had about four or five people who went
to Texas. You know, Kelly's always been probably the biggest em-
ployer, and people are able to earn-a real decent wage. And sometimes
when you maintain a wage over a period of years, and you're involved
in a house payment and whatever, and you get into an economy like
this, it's impossible for them to survive.

Some of them had jobs and just couldn't, you know-that paid mini-
mum wage and what have you. So when they take this, for the amount
of years that they have they're allowed so many dollars per year. There
is a scale whereby they figure up how much money I owe you. If you
want a separation, under the terms of the labor agreement you have to
be furloughed 1 year before you can be eligible for separation.

In the past that's almost unheard of, because they would survive
some way because they know they had a good job to come back to.
Unfortunately now, because of the uncertain economy, some of them
couldn't hold on for the length of period that they were out. So,
unfortunately, we had 16 of them that had to say goodby to Kelly,
and pack up and leave and go elsewhere.

Senator SARBANES. That's, then, another expense incurred by Kelly
because of slack economic conditions. Is that right?

Mr. Row. Slack economic conditions. Kelly, the company, lost the
talent. It's gone. And it's expensive, and expensive to the individual.
He's working somewhere else now. He can't come back to Kelly.

Senator SARBANES. Gentlemen, thank you very much for your
testimony.

If we could have the housing panel: Mr. Goodfellow, Gerald Grow-
den, and Richard Deckerhoff.

I just want to make a final note to that last panel, in connection with
their point about the impact on this question of productivity.

One of the things that our competitors abroad seem to be doing is
creating a stability in their work force that enables them to plan, to
assemble a skilled team and hold it together. They get the benefits that
come with that kind of operation. While we're bounding people up
and down, and have the problems that are associated with that.

Gentlemen, we appreciate your being here.
We're prepared to hear from you. I guess we'll start over here and

work our way across the panel.
Mr. Goodfellow, please proceed.
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STATEMENT OF MICHAEL P. GOODFELLOW, VICE PRESIDENT, GOOD-

FELLOW AGENCY, INC., REALTORS, AND VICE PRESIDENT, WEST-

ERN MARYLAND ASSOCIATION OF REALTORS, CUMBERLAND,

MD.

Mr. GOODFELLOW. Yes, sir. I'm Michael P. Goodfellow, a vice presi-
dent of Goodfellow Agency, Inc., a local real estate firm. I am also a

director of the Cumberland Board of Realtors and district vice presi-
dent for the Maryland Association of Realtors.

It's no secret that the problem in the real estate industry today is
affordability. This lack of affordability is caused by high interest
levels and high levels of corresponding monthly payments. A large

percentage of our residents in Allegany and Garrett Counties-par-
ticularly in the low, middle, and even the upper-middle income levels-
cannot afford to purchase a home.

Based on figures developed from the Cumberland Board of Realtors
multiple listing service, unit sales, from the end of 1979 to the end of
1981-which also followed a period of peak interest rates during 1980

and 1981-decreased around 20 percent. And, if one traces the peak

periods of our business-which generally is the third ouarter, from

July to September 1981-unit sales are off somewhere in the neigh-
borhood of 40 percent when compared to 1979 levels.

The average time to sell the property-which we refer to as "days
on the market"-has increased from 60 days in 1979 to 130 days by

the end of 1981. There also appears to be a slight decrease in the hous-
ing stock. Whereas properties are sold and a large number are coming

off the market, they are not being replaced by properties coming back

on the market. This is compounded by the fact that there is very little

going on in the single-housing sector of our industry.
I think that ultimately this could produce somewhat of a shortage

down the road, particularly if interest rates do reduce and the pent-up
demand increases the demand for properties. This could ultimately in-

crease the price of real estate which, again, would be disastrous be-

cause we're just coming out of a period of high interest costs and high
monthly payments.

Finally, from an employment standpoint, there are a number of neo-

ple that have chosen real estate as their profession, also people that

are in the building business, who have had to seek other jobs in other
areas of our economy. This certainly does not help the employment
picture for our area.

The answer is steady lowering and stabilization of interest rates over

the course of the next year: eliminfte the policy of raising and lower-
inp rates to influence economic conditions.

We must also address and solve our local economic problems, mainly
employment and loss of poTulation. Our population is decreasing; oulr

young people are leaving the area; and this is quite disturbing.
Thank you, sir.
Senator SARBANES. Mr. Growden, please proceed.
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STATEMENT OF GERALD GROWDEN, GROWDEN CONSTRUCTION CO.,

AND IMMEDIATE PAST PRESIDENT, WESTERN MARYLAND HOME-

BUILDERS, CUMBERLAND, MD.

Mr. GROWDEN. My name is Gerald Growden. I'm immediate past
president of Western Maryland Homebuilders Association. I'm the
State director for the local association. I'm also the alternate national
director to the State association.

I came totally unprepared with a statement because I wasn't ex-
actly sure what was going to happen. So I think what I would like to
do is just say how this has affected me and my friends. My friends are
the other builders.

To start off with, I'll go to permits, because I did bring a few notes.
Permits-the high in the 5-year period was 1977, when the county

issued 152 building permits for single-family dwellings. In 1981, which
is the low in the 5-year period, they issued 52 permits. I don't have
the figures for the city in 1977, but they have issued 10 building per-
mits for single-family dwellings in 1981.

Needless to say, there isn't too much building going on in our com-
munity.

The Homebuilders Association 5 years ago had a membership of
approximately 52.

Senator SARBANES. Let me just get these figures straight. That's
Allegany County, outside of the city of Cumberland?

Mr. GROWDEN. The incorporated city of Cumberland, right.
Senator SARBANES. Issued 152 building permits for single-family

dwellings in 1977?
Mr. GROWDEN. Yes, sir.
Senator SARBANIES. In 1981, they issued only 52?
Mr. GROWVDEN. Yes, sir.
Senator SARBAINES. And in the city of Cumberland, you know that

they issued 10 in 1981?
Air. GROWDEN. Yes, sir.
Senator SARBANES. For single-family dwellings. But you don't have

the figures for 1977; is that right?
Mr. GROWDEN. No, sir; right.
We had a membership of 52 members. The membership was divided

among associates and regular members. It was split approximately
50-50. At the present time we still maintain a membership of 52 in
our organization, but the split is now 30-70, 70 percent associates and
30 percent builders. What that means is a lot of the older builders
have retired because of the economic conditions. They just didn't
want to fight it any more. And a lot of the younger builders who were
in the business have since gone out of business and moved to other
locations.

I think a couple of years ago, when the president of the national
association asked the question of where will our children live, I think
that expounds the situation as it is now because it hasn't improved
a bit since that time.
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I have to agree with Mr. Goodfellow when he said there may be a
housing crisis in this area if things do not improve. At the present time,
I know of no major developments in the area. Building lots are at a
premium price right now. We have building lots in Allegany County
that are listed with the realtors for $45,000.

I can remember when I worked for my dad, you know, $45,000
would buy a mansion, and that wasn't that long ago. It's really upset-
ting, and I think that something should be done. I think lower interest
rates would be the greatest help to all of us.

Thank you very much.
Senator SARBANES. Mr. Deckerhoff, please proceed.

STATEMENT OF RICHARD C. DECKERHOFF, PRESIDENT, FIRST FED-
ERAL SAVINGS & LOAN ASSOCIATION, CUMBERLAND, MD.

Mr. DECKRl orFF. Senator Sarbanes, my name is Richard Decker-
hoff, president of the First Federal Savings & Loan Association of
Cumberland.

We all know that economic conditions in the Cumberland area are
not good and that they have not been good for some time, which means
that the adverse conditions in our area can be traced back further than
the current recession. There have been a number of reasons given for
the conditions existing in our area, which I am not qualified to discuss
here. But I can say that as far as First Federal is concerned interest
rates are much too high and have been over the past couple of years.

In our area, construction of private residences is almost at a scand-
still. And what contractors remain, I understand, are surviving mostly
on home improvement and repair business.

The current money market certificates have resulted in unprece-
dented savings rates, which must be passed on to the borrowers. High
mortgage rates have been offset to some degree by sellers who have
done their own financing at rates which are attractive to the buyers.

This can be seen by looking at the financing figures for 1981, when
individuals accounted for 25 percent of the mortgage financing of all
types in Allegany and Garrett Counties. They did two and a half times
more financing in our area than we did.

The State and county revenue bond programs for financing resi-
dential housing are popular among borrowers but somewhat of a night-
mare for lenders as far as detail is concerned. Lenders also have a
disproportionate share of the risk if the programs fail.

In the past 2 years Allegany County has attempted but canceled its
program because of adverse of market conditions.

First Federal has agreed to participate heavily in both years. And in
December of this year it dropped its anticipated participation in the
State program in favor of the county program.

There have been a number of alternate mortgage instruments de-
signed and put in effect by the Federal Home Loan Bank Board. And
I'm sure, Senator, you're aware of what they are. Three of the more
popular ones are the adjustable mortgage loan, the shared appreciation
mortgage and the reverse annuity mortgage.

The adjustable mortgage loan sounds good, but as happened in
Canada, when you took the adjustable mort.age loan, rates on it went
way up. It scared people, and it scared people here. They're not think-
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ing about the possibility that they may come down. They're thinking
about the possibility, even if they take them now, they'll go up. And
we're at 151/2, and i'd say that's considerably below the national aver-
age. You read the national average, it's 17 or 18 percent.

So as a result, our mortgage lending business in this area is about
25 percent.

You recall, I think several months ago, the first of October to be
exact, there were some tax-exempt certificates which were supposed to
be a boon to the borrower.

Senator SARBANES. The all-savers.
Mr. DPECKERHOFF. The all-savers certificate was a boon for about 30

days. The misconception was that this would be put into the private
pot and that the people who were coming in would be subsidized by
this private pot. But the program was never designed for that and
never adequately explained.

As a consequence, it only lowered the cost of money very minimally.
I don't know what we're doing. Or program in all-savers certificates
has fizzled.

In summary, what we really need is lower interest rates to revitalize
housing or alternative mortgage-financing programs for financial in-
stitutions which are practical in today's market.

Thank you.
Senator SARBANEs. Thank you, sir.
Let me ask you all, at what interest rate would activity be able to

start moving again? I still recognize your basic difficulty, but at what
interest rate can we start functioning again without the lid really
just coming on?

Mr. GOODFELLOW. I would say somewhere in the neighborhood of
13 to 131/2 percent.

Mr. GROWDEN. I would agree with that, 8 to 12 would really make a
strong market, 12 or less.

Mr. DECKERHOFF. The Maryland agency has done some research on
that, and they say 13 seems to be the magic number.

Senator SARBANES. Now, when people are laid off in the homebuild-
ing industry, do you experience what I was discussing when you have
to break up your efficient and well trained work force?

Mr. GROWDEN. Yes. sir, very much so. I did'nt expound on it because
I realized you had already heard it, but it's really common in the in-
dustry and it's very hard to deal with because you take a young man
and you train him, he learns the business, and then you have to lay
him off. Over a period of years he'll get another job, and it's a constant
thing, where you're always changing your employees and you never
are really able to retain good employees.

Senator SARBANES. I asked on panel why-because the wages that
are paid are pretty good when you look at them, particularly if you
assume that someone is going to make that wage 40 hours a week, 50
weeks a year, or something-why more young people weren't drawn
in to the construction trade, particularly the more skilled aspects of
it.

The response I got was that young people nowadays perceive the in-
stability of that employment. One of the things they look for in terms
of employment is some security, and they don't want the boom and
bust cycle. Therefore, they weren't drawn into it.

95-758 0 - 82 - 11
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Are you encountering that among younger people?
Mr. GROWDEN. Yes, sir, I am. Although I might say that I have a

very young crew and most of the builders in town have very young
crews because most of the builders in Cumberland are young builders.
I would say 90 percent of the older builders have retired or went into
another business. The majority of the builders are young.

Senator SARBANES. If you had a steady work program, do you think
that the hourly wage would moderate if the work force knew that they
were going to have steady work over a sustained period of time.

Or to put the question another way, to what extent is tVie push for a
high hourly wage backed by the contention that they're only going
to get this wage for a limited portion of the year, and therefore they
really push for the very highest wage they can get, because they see
it in terms not only of pay per hour when they work, but of compen-
sating them for the fact that for good periods of time they won't be
working

Mr. OWDDN. So far that hasn't been a very difficult thing to deal
with in this particular community. A lot of the contractors are such
that, you know, "If you don't like what I pay you, go somewhere else."
We hasen't had that thing to deal with.

I personally would prefer to pay more wages and be able to have
employees for years to come, whereby I would not have to be as active
on my jobs as I am now.

Yesterday, as an example, we were out working. It was very cold.
And that's a hard thing for young people to deal with, because they've
never grown up to be out in the cold. They could go to a manufactur-
ing-type job and spend all day in the warmth.

Senator SARBANES. Mr. Deckerhoff, did I understand that 25 percent
of the financing now is being done in some one or another of the crea-
tive ways by the owners of the homes?

Does that correspond with what you see, Mr. Goodfellow?
Mr. GOODFELLOW. Yes.
Mr. DECKERHOFF. That was in 1981.
Senator SARBANES. In 1981.
Mr. GOODFELLOW. Approximately 50 to 55 percent of the homes are

financed conventionally. The rest of it is otherwise. I would say 25 to
30 percent would be owner or some type of creative financing.

Senator SARBANES. Have you seen any increase in the mortgage de-
linquency rate?

Mr. DECKERHOFF. Not appreciably. I don't see it at this point. Our
rate is about-pretty steady, three-fourths of 1 percent. That's not
bad.

Senator SARBANES. That's with your own institution?
Mr. DECKERHOFF. Our own institution.
Senator SARBANES. What about more broadly in the community?
Mr. DECHERHOFF. I can't speak to that, Senator.
Senator SARBANES. The figures are up nationally, significantly.
Mr. DEcKERT{oFF. I understand. But in our area, unless it's going

to happen in the immediate future, I can say that it hasn't happened
yet.
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Mr. GROWDEN. I think they probably have had more problems with
builders who have been speculative and are having trouble doing
business than they have had with the community by and large.

Senator SARBANES. They're the ones who are behind.
Mr. GROWDEN. Yes, we have several builders right now. The houses

have been sitting for about 2 years, that they have been paying in-
terest on for 2 years.

Senator SARBANES. Do any of you know where you would have to
rank in the income scale at the interest rates that we're now facing
to qualify for a medium-priced home?

Mr. GOODFELLOW. Approximately $25,000.
Mr. DECKERHOFF. I was going to say 20, but Mike is more familiar

with that than I am.
Senator SARBANES. In this area that would be well above the median

in terms of income. You'd have to have an income at the upper end
of the income scale to qualify for a medium-priced home with these
high interest rates.

Mr. DECKERHOFF.. A medium-priced home here is what, $45,000?
Mr. GOODFELLOW. Higher than that. Somewhere in the neighborhood

of $50,000, as far as what the medium-income person is looking for.
Of course, we have homes that sell for much less than that. I would
say that the people we're selling to, $50,000 would be a good figure.

Senator SARBANES. Let me ask this question. More and more re-
tired people are picking Cumberland as a place to come; is that correct?

Mr. GOODFELLOW. Very true.
Senator SARBANES. What's the impact of that on the housing field?
Mr. DECKERHOFF. It has this impact as far as we're concerned, it

makes more money available to lend than we have people to borrow.
So it results in what's nationally known as a capital-rich area. So
as a lending institution, we have to go, for example, to Baltimore.
It eventually comes back and comes back at higher rates than we can
lend it here, but it necessitates outside our lending area.

Senator SARBANTES. What were you going to say?
Mr. GOODFELLOW. Generally speaking, these people do.
Senator SARBANES. I assume they have an established income ?
Mr. GOODFELLOW. Yes. And they ofttimes buy properties. They want

to get away from the problems of the big cities. Mainly that's the
reason.

Somebody already addressed the quality of life that we have. I
would say the main problem, we have to seek ways to keep our youth
here. It seems that the main thrust has been for the retired people.
I really haven't analyzed what effect this could have 10 years down
the road of our becoming a retirement community. It's quite possible.

Mr. GROWDEN. I can think of three builder friends who have left
the area already in their early 30's, late 20's, and early 30's. They were
builders and who have left the area for other areas.

Senator SARBANES. Gentlemen, we thank you very much. It's very
helpful testimony.

If we could have the college panel now, Mr. Galligan, Mr. Snyder,
and Ms. Jones.

Ms. Jones, maybe we'll start with you and go this way this time.
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STATEMENT OF JERI JONES, ASSISTANT DIRECTOR OF CONTINUING
EDUCATION AND PAST PLACEMENT COORDINATOR, GARRETT
COMMUNITY COLLEGE, McHENRY, MD.

Ms. JONES I'm Jeri Jones. I have one correction. I'm assistant di-
rector of continuing education at Garrett Community College.

Senator SARBANES. We're always tryingf to promote people.
Ms. JONES. Thank you. It would be nice.
I have been asked to speak today about the effect of the current re-

cession on the students at Garrett Community College. I'll confine
my remarks primarily to employment difficulties which our students
experience as a result of the present economic situation. However, I
would like to mention, first, the effect on the college's enrollment and
how that impacts on our students.

Garrett Community College is a young institution. We have just
completed our 10th year in operation. During each of those years,
we have seen a sizable growth in our enrollment, this despite the fact
that the colleges nationwide were dismayed over the shrinking pool
of high school graduates from which to draw. This year, however, we
have experienced for the first time in our history a drop in enrollment
from the previous fall.

We had projected an increase. We worked very hard to get that in-
crease. We can't help feeling that the economy was a crucial factor
in our enrollment drop. The precise impact this will have on our
students is not clear. Other colleges which have experienced continued
enrollment decline have had to resort to cutbacks in service, larger
classes, and increases in tuition and fees.

We are optimistic about our ability to reverse our enrollment trend,
but the reality of the economy stares us directly in the face. The real-
ity of the economy can be seen in the employment picture in Garrett
County. Although high unemployment rates were commonplace
throughout the State, Garrett Couny seems particularly affected.

Figures released for September of 1981 indicates a 14.1-percent un-
employment rate for the county. This high rate has an obvious result.
If there are no jobs to be found in the county, young people will relo-
cate in other counties in the State or other regions of the country
where the economy is better, where there is a better opportunity to
find employment.

We think the young people in our county are one of our finest re-
sources. We'd like to keep them there.

The economy impacts on our students while they are enrolled at
GCC. Many of our students finance their education in part by hold-
ing down part-time jobs throughout the school vear.

Garrett County is the home of the Deep Creek Lake Recreation
Area and the Wisp Ski Resort. As a result, the majority of the part-
time jobs in the county are in the restaurant and recreation industries.
These industries are heavily dependent on a hearty economy. When
the economy is in a slump and part-time jobs disappear, some students
find that they must discontinue their education.

I'd just like to mention one specific program at Garrett Commu-
nity College, the homemakers career opportunity program is a State-
funded program sponsored by the college. Its purpose is to seek out
homemakers who are attempting to enter or reenter the labor market
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and aid them in making the transition. All too often we locate these
people, help them gain self-confidence and provide education or job
training, only then to be faced with the dismal prospects of finding
employment.

Finally, our graduates face a monumental task in finding employ-
ment after earning their degrees. This is perhaps the most dishearten-
ing aspect of the economy's effect on the students.

To make the sacrifices and put forth the effort to earn a degree, to
anxiously await the opportunity to put one's skills to use, and then
find that those opportunities don't exist is a real dream-buster.

I might add that difficult in placement. of our graduates makes it
that much more difficult to maintain enrollment. College is a difficult
choice for young people to make when graduates remain unemployed.

I'd like to mention one last impact has affected me personally.
Last year I was employed at the placement coordinator for Garrett
Community College under an ARC grant. Because of Federal belt-
tightening, the grant was not funded for this year.

The college, facing the possibility of an enrollment decline, did not
pick up the position. So in a time when the economy is making jobs
scarce, that same depressed economy has eliminated a position with
the responsibility of helping students find those jobs, which do exist.

Thank you.
Senator SARBANES. Mr. Galligan, please proceed.

STATEMENT OF CARL S. GALLIGAN, DEAN OF STUDENTS, HAGERS-
TOWN JUNIOR COLLEGE, HAGERSTOWN, MD.

Mr. GALLTGAN. Thank you, Senator Sarbanes. I would echo much of
what Ms. Jones just stated. The three community colleges in western
Maryland are very similar, in that they are committed to providing the
citizens with career education opportunities, and all three colleges deal
with a very heavy adult part-time enrollment.

I would like to digress from my statement and just give the numbers
as we have researched them at Hagerstown. Since the beginning of the
summer, our placement service at the college had received 65 announce-
ments of vacancies from county and regional employers. Of those 65
positions, 19 of those were only part-time. WlThen we're talking about
placing graduates of our 2-year programs, those people are looking for
full-time employment, because they've done what we've promised them.
They've gone to school and they've acquired their skills. Of those 19
part-time positions, only 5 of those employers held out any hope for
eventual full-time placement.

In addition to the part-time quandry, almost a dozen of those job
were listed as "sales," either in real estate or in merchandising retail-
ing. This, again, does not hold out a long-range prospect for someone
who has gone ahead and had 2 additional years of schooling after
high school. Of those near dozen positions, five of those for sure were
commission only, nonsalaried. So they're asking for a tremendous com-
mitment on the part of someone who has training to go out on a limb.

Finally, and most startling to us, was that over 10 percent of those
65 vacancy announcements have been withdrawn. Over half of those
were withdrawn because of hiring freezes and management decisions
in those firms. Three of those positions have been downgraded, so that
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they do not require college training. And one of the other positions
was just eliminated entirely. They will not fill that ever.

With those numbers and the bleak prospects that it provides for
graduates whom we've told, you can stay in your own community,
referencing your statement before. and you can find a job, we find that
we are limping on our faith commitments to these people. On the front
floor we have coining in literally dozens of adults who are looking to
retrain themselves and get a skill wvhich wvill employ them, so we find
ourselves in a quaidiry of telling them what is supposed to be true, with
what the realities of the marketplace are. But when you have. Mack
Truck, whose employment is down from a peak of 4,600 to 3,000-
those are current figurles-and you have adults coming in and saying,
"I do not want to go back to the assembly line for that high wage, but
I want to be trained in something that wvill keep me in a career, we have
to be committed to them. What we're faced with is a tremendous reduc-
tion in Federal financial aid for people to attend college. The recent
anticipated cuts in the Pell grants and the two Federal loan programs
will impact heavily on Federal higher education, and even at the coin-
niunity college level here in wvestern Maryland, we're feeling it already
for this January term.

Also to echo what MIs. Jones said, we do have the problem of the
ARC educational services arn being phased out. We depended quite
heavily on ARC, RESA, for the last decade, and we're finding that
those resources, those enabling moneys they provided for higher edu-
cation, will strap us.

Finally, I would like to make a personal note as an educator who
works with adults who are trying to find their way. There is a dispirit
among the people. We're getting people who are coming in and they're
trying to do anything they can to stay employed. I think the political
leaders. educational leaders. have to work with business and industry
to get those initiatives going.

Thank you for your time.
[The prepared statement of Mr. Galligan follows:]
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PREPARED STATEMENT OF CARL J. GALLIGAN

The Effects of Recession on Maryland Communities

There is an immediate and recognizable negative impact of the recession

upon the students graduating from Hagerstown Junior College, the public commun-

ity college of Washington County, Maryland. Typically, one-half of the college's

graduates each semester have studied and completed a curriculum which we have

professed to the student to be a career-oriented curriculum. That is a course

of two years of study in an applied field which will enable the graduate to go

out and obtain a full-time job in the student's chosen field. At Hagerstown

Junior College, we provide career programs in the following academic areas:

Business Engineering Health Public Service

Accounting Electrical Engineering Nursing Instructional Aide

Data Processing Technology Radiologic Human Services

Food Service Mechanical Engineering Technology Law Enforcement

Management Technology with Energy Police Services

Merchandising Option Correctional Services

Executive
Secretarial

Our most recent graduate data from the Spring of 1981 reports that the pre-

ponderant number of graduates intend to remain in Western Maryland, to begin their

careers here, and stay here. Recent recessionary developments may very well dispel

these two dreams. First, the graduates may have excellent training qualifications

and find that there are no job vacancies in their field. Second, due to the lack

of employment opportunities locally, the job seeker may have to uproot self and in

many cases, family, and look elsewhere for work. The current situation at

Hagerstown Junior College will, I feel, clearly show the growing ill-effects of

the recession in Western Maryland.
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Since last May, 1981, 65 job openings were directed to our job placement

office by county and regional employers. For an eight month period, this number

of vacancy announcements (65) is somewhat less than what we have previously

experienced at the college. Beyond the reduced number of vacancies, however, the

characteristics of those position requests is noteworthy. Nineteen of these

positions were for part-time employment only. Five of the 19 employers indicated

some possibility for eventual full-time work. Students who have acquired their

two-year college degree in preparation for career entry are not seeking part-

time employment. They are prepared to embark on their careers, want, and need

full-time employment. Nine of the 65 position announcements were in the field

of sales. Over half of these were non-salaried, commission only positions.

Graduates in business fields are sharp enough to realize the lack of potential

for a living wage, much less career longevity, in real estate or insurance sales.

The most telling of all of these developments however, is that seven of the 65

employers have called us back to remove the vacancy listing due to hiring freezes

or management decisions in their firms. Four removals were explained as hiring

freezes, in two instances the position vacancy was downgraded and one firm was

laying off employees. These developments joined with the massive lay-off at Mack

Trucks, Nagerstown and growing numbers reported by the Department of Employment

Security limit workers' options severely.

One option which is open to the high school graduate is to enroll in college.

Substantial numbers of returning adults enroll in the community college with the

explicit purpose of acquiring skills which will make them employable in a

different field of work from which they were laid off. Frequently these individuals

need financial assistance to attend college and little aid is available now since
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the Federal Pell grant and loan programs are being slashed. Training oppor-

tunities are abundant in the two-year public colleges, access to these programs

for the unemployed adult is becoming more and more restrictive.

During the decade of the seventies, the Regional Education Services Agency

of the Appalachian Regional Commission (ARC) had contributed heavily to the

educational needs and purposes for the citizens of Western Maryland. This Federal

catalyst for providing educational services and for increasing the public's

awareness of the benefits of education is also in the precarious position of

being closed out. Faced with reduction both in Federal student financial aid and

in ARC grant monies directed to local education agencies and colleges, much of the

flexibility which higher education exerts to meet training needs in local commun-

ities will also be dminished. The inability to fund retraining opportunities for

out of work adults will eventually cause program reductions in the colleges.

Finally, as an educator who works directly with people, I must comment on

the undesirable social and psychological ramifications of unemployment. There is

noticeably more desperation exhibited by people who feel they are not pulling

their weight in society. A person with a strong work ethic who is stripped of

job and income may resort to behaviors untypical of the individual and unaccept-

able to society. Political leaders and educators both must work to reduce this

dilemma.
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Senator SARBANES. Thank you.
Mr. Snyder, please proceed.

STATEMENT OF JAMES M. SNYDER, ASSOCIATE DEAN OF STUDENT
AFFAIRS, ALLEGANY COMMUNITY COLLEGE, CUMBERLAND, MD.

Mr. SNYDER. My two colleagues preceding me here have made some
very interesting comments. Certainly, I think ACC would be one in-
stitution to fall in line with manv of the things that they have said, but
I would like to provide maybe a little bit of a positive note to the whole
thing. ACC is currently celebrating its 20th anniversary year. Inter-
estingly enough, this year we have established a record enrollment, a
tremendous growth year for us. and we expect another tremendous
growth year this current year. We find that people coming back, as
Mr. Galligan indicated, for retraining, for advanced training-we're
finding many of the 18-, 19-, 20-year-old unemployeds are coming back
for some type of training. Many times, in fact, their goal is maybe not
totally established, but certainly they're looking for something that's
going to be able to give them that job that they so desperately need.

We find that some of our more popular programs are in the areas of
health care, nursing, respiratory therapy, practical nursing, data proc-
essing, engineering, and as well for us, the liberal arts programs for
us are still very strong programs. We find that a good number of
folks do still come to Allegany Community College with the intention
of transferring on to that 4-year institution. In September 1981, our
Office of Institutional Research and Planning, in conjunction with the
Maryland State Board for Community Colleges, conducted a survey
of the 1980 graduates of Maryland community colleges. Data was col-
lected for many reasons, but one question asked vas goal achievement.
We found out of 347 graduates in 1980, that 89 percent indicated that
they had achieved their goal by attending the community college; 58
percent indicated that they had attended ACC for immediate entry
into the job field; 72 percent of those 347 indicated that they were
employed either full time or part. time. and that 30-some percent had
transferred on to the 4-year school. Of the 72 percent employed, 91
percent indicated that they were employed in job-related areas that
they had gone to ACC for.

These figures, I think, following here are interesting ones; 60 per-
cent of our graduates were employed full time or part time in Allegany
County. Again, interesting, 8 percent were employed in the State of
Maryland, outside of Allegany County. Maybe the said figure, 32
percent or a little better. possibly, were employed-had to go outside
the State of Maryland to find employment.

Last year I recall in working with several students in job placement
situations, some of them even ended up as far west as the State of
Washington, as far as making employment opportunities in that
particular field.

We also in 1979 had conducted a survey of employers to find out
their satisfaction with the ACC type of graduate and their prenared-
ness. We found that 39 percent of the 80 employers surveyed indicated
that an associate in arts degree or some type of 2-year training was
required for the particular job they were advertising for. As many as
91 percent had indicated that the training at community college level
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had been adequate and that the student, they felt, was very prepared
for the type of job situation they were moving into.

We feel that in response to the changing job market, as well as pro-
jected employment areas for 1982, as indicated in the Maryland Occu-
pational and Industrial Outlook, published by the Maryland
Department of Human Resources, we have also established some new
programs in finance, merchandising, and also in child care and devel-
opment. We hope that certainly these new programs, as well as es-
tablishd ones, will continue to provide the necessary academic resource
and training for local citizens.

Mr. Galligan also indicated concern about the cutbacks in Federal
financial aid programs. We at ACC feel the same way. We again are
establishing and experiencing a record growth at this particular point
in time; however, if the students don't have the financial aid or the
financial resources to go to school, certainly, that trend could well
change.

Recently, we became aware of the cuts in social security. I think that
this in addition to Federal financial aid programs will generally show
its effect on enrollment patterns in the next couple of years.

Thank you.
Senator SARBANES. Thank you, all three of you, for some very

thoughtful comments and observations.
Could I ask you, do you have figures on the percentage of your stu-

dents who carry jobs at the same time that they're attending college?
Mr. GALLIGAN. About two-thirds; 65 to 70 percent of our students

are working at the same time they're going to school.
Mr. SNYDER. I'd say roughly 50 percent.
Ms. JONES. I'd say roughly 50.
Senator SARBANES. I have heard one theory that a recession will

boost enrollments, because people lose their jobs, and don't know what
to do, in a sense. One possibility then is to go to school, either to try
to shift to different career patterns or get some further training. I was
given some figures yesterday that indicated that that happened in the
1974-75 recession. It was then observed to me by another member of
the panel that while that might be the case in this instance, the cutback
in the various financial aid programs, including the VA, expiration of
a number of VA benefits, and the other cuts, the Pell grants, and so
forth, made it unlikely that that would happen, because they just
wouldn't be able to afford it.

Do you have any sense of that situation?
Ml. SNYDER. I would respond, I think, in saying that I think that is

very true. Certainly, the economy is a boost to our enrollments. I am
sure that is one reason for our enrollment pattern this particular year:
however, as you're indicating, the worse the economy gets, there has to
be that breaking point. I think, where again educational opportunity
becomes unaffordable. And with the cutbacks, again, in financial aid,
that's exactly what will happen.

Ms. JONES. W1e bad the same problem. We had a lot of programs last
vear that were CETA-funded. We had technical training. and because
of the cutbacks in CETA. we're not doing the training anymore. That
has dropped the enrollment. And again, the lack of jobs in Garrett
County has affected a lot of our students.
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Mr. GALLIG AN. I was just going to comment on the spoken for, low-
cost institution being the community college, being more reasonable in
terms of tuition and credit hour costs than public State colleges or uni-
versities or. by far. from private 4-year schools. But still, we're at that
point today, where I think it is much different than 1974-75. You don't
see $15-per-credit-hour costs anymore. All the 17 community colleges in
the State of Maryland are now in excess of $20 a credit hour. Many are
much higher.

MS. JONES. Except Garrett. I'm the only one.
Senator SARBANES. You're the only exception so far.
What impact does the economic climate have on the morale and atti-

tudes of your students, if you can discern it? Is there a marked dif-
ference, whether the general economy is functioning pretty well or
whether we're in an unpromising situation, as we are now? Can you
really tell in the school or not?

Mr. GALLIGAN. In terms of career counseling, we are getting some
feedback. There is considerably more ambivalence on the part of stu-
dents in making their career decisions, their goals, selecting their
major. You see people who are swinging from maybe applied areas,
from our engineering technologies, for example, going into the bache-
lor's in engineering programs. And those types of individuals are more
concrete thinkers than liberal arts students, but there's a lot of swing
between business and service areas, for example. Those people are not
going to go into the service areas, if they think there aren't going to be
jobs there. So they're tending to work the business area. That's one
noticeable aspect.

Mr. SNYDER. No question about it. I think the Occupational Indus-
trial Outlook-this happens to be clean copy, because it was on my desk.
The one in our career development center., probably the covers are dirty
from fingerprints from people looking to see what is the projected out-
look for various employment areas, so that they can, as Mr. Galligan
indicated, check to see what area they want to go into. That's probably
one very good reason why nursing and many of our allied health care
programs in a position now of having the largest enrollments of the
programs at ACC, and certainly the largest in the history of those
particular programs, as well.

Ms. JONES. I think students are really paying attention to their
majors now. Before they would come in and say, "I would like to be
this," and they would pursue that goal without thinking, ""That am
I going to do when I get out of this degree."

But working in placement last year, especially with students in wild-
life, forestry, things like that, you come out of the program and have
an AA degree, and you have a job. In our county, we had a job in
forestry with an AA degree, and I think they had people up to master's
levels applying for the job. So what does that say to the person with
an AA degree? They have to pay more attention to their major now
and what they're going to do with it when they come out.

Senator SARBANES. That leads to a question I'm interested in, because
it really goes to the point of the most effective use of your resources by
the society in general. That is, to what extent, in a declining period of
the kind we're confronting now, do you find employers, since they can
pick and choose, demanding a higher educational attainment level than
the job might really require? In other words, the job really could be
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done by someone with a 2-year associate degree, but everyone's looking
for a job, and someone comes along who's got a master's and is pre-
pared to take the job. How much of that do youi encounter happening?

Mr. SXYDrR. We at ACC. it's probably the opposite type of situation.
We find employers coming to us asking for our graduates and what's
goinlgr on. because they want the 2-year graduate. Maybe for financial
reasons they cannot afford the person with that master's degree or
bachelor's degree, because many times they may feel that that individ-
ual may want or demand a greater salary than one with a 2-year de-
gree. I think they're finding again, as I indicated. that the training at
the. 2-year level is adequate. In many cases. even more than adequate,
as far as being able to do the job that they want and through on-the-
job training and experience they can increase their skills and abilities
lo he able to do that job. So in some cases they are not interested at all
in the 4-year or graduate level type of individual.

Senator SARBANES. Could I get from each of you what a student
wvould pay on the average for a full 2 vears of education ?

Mr. SNYDER. As a county student, $295 a semester for tuition. That
would be a maximum tuition that we charge on a per-credit-hour basis.
UInder 11 credits is $25 a credit, $5 a credit hour for the 13th, 14th and
15th credit, and thus no charge over 15. A maximum of $295 per semes-
ter for our county student. About $515 per semester for an out-of-
cotinty student and about $915 per semester for an out-of-state student.

Senator SARBANES. What is the add-on to that? Books?
Mr. SNYDER. Books, transportation, personal expense, that type of

thing.
Mr. GALTLWAN. For a student that's living at home with his parents,

we have $1.100 a year maintenance costs, so we figure that it costs
somewhere in the neighborhood of 1l.950 to $2.050 a year to budget to
go fulll time to even a community college.

Mr. SNYDER. That's living at home. Our estimation is about the
same.

Ms. JoNEs. We have a slightly lower figure, because our per-credit
rate is $14, but if You take into consideration the living expenses and
everything, it would probably come out right, around the same.

Senator SATRB.ANES. Are you experiencing any difficulty in recruiting
faculty, particularly in the sciences and the more technical fields, ade-
quate to your task?

Mr. GALLIGAN. Absolutely. In the engineering and technology pro-
grams, as I mentioned before, where people might be changing and
going into engineering, we could not hire here in Washington County.
In our recruiting season of last spring, for a full-time position in that
field this year we could not attract someone to come at our salary rates.
We are limping along this year with several part-time instructors
carrying that load, which does not give the students the continuity that
thev need in the field. So I think it's a real impact.

We have the same situation in physics, where an interim situation
this coming semester. where our head and only full-time physics
teacher will be working in another capacity for 6 months. helping us
phase in a new computer. We could not hire a full-time physicist to
come in and take. his place. We're having it done part time. That's more
temporary. But full-time engineering and technology jobs did scare us.
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because we thought we were able to compete with the Baltimore and
Washington area, and we could not.

Ms. JONEs. We've had one position that came open before the spring
semester for a math instructor. Wedvc had trouble filling that position.

Mr. SNYDER. We've experienced the samething as Hagerstown has.
We just haven't been able to compete with industry.

Senator SARBANES. We thank you very much. You've been a very
helpful panel.

I understand Jim Combs of the International Brotherhood of Elec-
trical Workers is here and would like to make a brief statement. We'd
be happy to hear from you. I note Bob Peterson of the Allegany
County Chamber of Commerce.

Mr. Combs, please proceed.

STATEMENT OF JAMES F. COMBS, BUSINESS MANAGER, LOCAL 307,
AFL-CIO, INTERNATIONAL BROTHERHOOD OF ELECTRICAL
WORKERS, CUMBERLAND, MD.

Mr. ComBS. I'd like to first of all thank Senator Sarbanes for com-
ing to western Maryland to hear the comments of the citizens out
here.

My name is Jim Combs, I'm business manager of Local 307 of the
International Brotherhood of Electrical Workers. I'm also a resident
of the city.

I think one of the first things I should comment on before I read
my statement is that the question about living in this area, or the idea
of people leaving the area, being one who was born and raised in Cum-
berland, and I've lived in this area all my life except for my service
time. I think I'm like a lot of young people. It's sort of a human in-
stinct to have roots where you grew up, where the people are that
you've known all your life.

I think I would find it extremely difficult to leave this area under
any circumstances. I think it's a tremendous area to live in. I think the
opinion that some of the people have, why some of the people retire
here-I've talked to some of them. It's to get away from some of the
hustle and bustle that you may run into in W11ashington and that area.

They come here because it's a nice place to live. IWs a great place to
live, and I think you need to continue that attitude.

Also before I read the statement, I'd like to say that 16 months ago
when I took over this office that I have, we had full employment in
this local union.

I would like to introduce the following information relative to the
employment situation of Local IUnion 307, IBEW, in the area of con-
struction: Total members who actively seek employment through the
local, 184; total members not working within the jurisdiction, 110;
total members working out of our jurisdiction, 32; net total members
not employed anywhere, 78.

This equates to: 60 percent not able to find work -within the juris-
diction of the local union; 42 percent not working at all; and 18 per-
cent working outside of the jurisdiction of the local union. In some
instances traveling up to 250 miles to find work.

I feel that this huge unemployment is broughlt about in part due
to the fact that we have industries such as Pittsburgh Plate Glass.
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Celanese Fiber, within the jurisdiction of the local union who have
totally shut down their production operations because of the econ-
omy in the country.

I do not feel that this situation is going to be reversed until there
is an attitude in the Nation's Capitol that says we need to put our
people back to work.

I thank you for letting me read that statement. I also had a couple
of comments that I wrote down as I heard some of the people testify-
ing. In the area of Mr. Foltz and the unemployment situation, I don't
think that a lot of times all the figures are really there because refer-
rals-he made the comment that referrals from the unemployment of-
fice to jobs; that does not take into account construction, particularly
union construction. You have referral offices. None of those people
were referred to work through the unemployment office. They were
referred through the different local unions.

Second, and we had a seminar which was sponsored by the Mary-
land State AFLCIO in Baltimore about a month or so ago dealing
with problems in the unemployment area-one of the big things I ex-
pressed a concern about was in the construction versus the manufac-
turing type setup, and the rules that are used, particularly relative to
people such as construction people who work away from home. And
I will give a specific example without using the individual's name.

I have a member who worked outside the jurisdiction of his local
union which is here. He worked there until his name came up on the
referral procedure through our local union. He was called back to
work off the list, came back and worked. He then was laid off, went
to the unemployment office and filed for his unemployment and it was
denied because when he quit his job outside his jurisdiction to come
back they claimed that was to better himself. Thus, he was denied his
unemployment benefits.

Now, just this past weekend in talking with the attorney-this
happens to be in the State of West Virginia-

Senator SARBANES. They denied him saying he had not worked long
enough to build up credits; is that it? They didn't count the previous
work; is that it?

Mr. CoMBs. No. Maryland could have a potential problem in the
future. The problem with West Virginia is, they just recently changed
their law to say that when you come to work you must work 30 work-
ing days at that new job or you're considered to have quit for no good
reason your previous job, and you're denied your benefits totally. In
Maryland, now, they have the 10 times rule which works good right
now because of the lower rate of unemployment in Maryland. If the
man comes back and earns $1,400 hles fine because that's 10 times
the maximum benefit he can get. If he doesn't, then he loses his benefits
until he goes back and earns that 10 times.

So, you're sort of in a position where if you raise the benefits and the
man still has to earn 10 times, we could have a problem in Maryland
down the road.

But, I think the whole problem lies in the fact that nobody under-
stands construction. In a lot of areas these people don't have any
choice. If they don't come back to their jurisdiction to work they're
going to lose things such as health and welfare coverage, pension bene-
fits. Let alone the fact that we are operating under laws, some Federal
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laws which say we must run a referral hall and we must run it under
certain conditions. And when they get called, they must come back or
go to the bottom of the list, and maybe they'll be out of town another
6 months before they get another opportunity to come back.

So, they don't really have a good option to come back and take a job
if it's going to be less than 30 days, in some cases, particularly in the
last year. There have been a lot of people that have worked out of
town and come back and that's all they've worked, is maybe 30 days
before they had to go back out and wait again for another 3 to 6
months before they had the opportunity to come back again.

Also, I would like to touch on something that Stan Zorick just
briefly mentioned when he said "pension fund investment," which I
think is a very important thing. There's been a lot of activity particu-
larly relative to union pension fund investments. There are organiza-
tions just recently in the last couple of years that have been founded
around the country that are saying, "Wait a minute, these pension
funds were negotiated by labor-management agreement; the money is
here." But the money, where is it? It's being invested overseas. As one
man who spoke said, "Remember one thing: dollars don't hurt and
they don't complain. They go wherever they're told."

As it turns out the majority of the investment money in the country
today is through union pension funds and that's why the Northeast. I
think, is suffering tremendously because of the flow of that pension
fund money that was developed over the years. It's now being taken
out of the country, maybe, or even to the Sun Belt or to some other
region, from where it really originates.

If that pension fund money originates in Maryland, and we can
invest it in Maryland, I think it should stay in MarYland. But, there
are some Federal laws that prohibit that. And I thinik that's the main
reason I bring it up, because the organizations, the union organiza-
tions that are working with management in setting up these founda-
tions because it has to be done on a trustee type operation according to
the ERISA laws and all the other Federal laws. There are real prob-
lems when you have certain other special interest groups-I'll call
them that and I won't say their name--who file suit against the union
contractors and the union trustees to prohibit them from doing this
because they say they're discriminating against them by not allowing
them to have that money.

And I say that's not discrimination. That is justice. I don't know
one of my members that does not agree that if we could lend our
mioney to where it goes into a union contract rather than to a non-
union contract or out of the country to invest in some plant overseas,
that we disagree with that under any circumstance.

One other thing, I'd like to make a comment-I couldn't stay here
without making a comment on Mr. Jones' statement about the Davis-
Bacon Act. I don't think there's any denving that the way organized
labor feels about the Davis-Bacon Act-it's been around for 50 years.
If it was good 50 years ago, and it's been good for 50 years, I can't
see where it's any worse now.

The only thing that would happen by the elimination of the Davis-
Bacon Act is you would see the exploitation of the construction
worker of this country as it was done 50 years ago, where he wouldn't
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have any choice. He would have to go and work at what he was told
to go and work at, wherever that work was at.

That is not collective bargaining and sitting down with labor-
management and agreeing to wages. There's a lot of myths that are
being promoted by some of these organizations about the Davis-Bacon
Act which I think a couple of them, I'd like to comment. They are not
set on a State or great, huge jurisdictional basis as some people would
like you to believe. They are done on a county by county basis. I have
three counties in Maryland, five in West Virginia. Several of the
counties that I have jurisdiction in, they do not have my rate, Wash-
ington County being one. I wish they did. It would mean that I could
get on more of the work there.

But, we do not have it. So, this myth that it's because of a regional
area-I even had a man who told me a month ago, how come your rate
is set by Pittsburgh. Pittsburgh has nothing to do with the rates in
this jurisdiction.

I think if anything. the Davis-Bacon Act should be extended and
particularly enforced. We find it extremely difficult when we find a
contractor who is doing a federally funded or a State funded contract
that falls under this jurisdiction and that he is not living up to these
standards to get them enforced, or to even find out the information
many times to prove it.

And I think that another thing that enforces that is, if they feel
in Garrett County that the Davis-Bacon Act is hurting them-and I
don't, because we do the majority of the work. It was our negoti-
ated standard wages that we accepted the projects on. Now, just
because a few people want to have the right to exploit it, they think
it should be changed.

It didn't hurt Baltimore. Baltimore is growing and it's a vital
town. It's been redeveloped. I think it's a tremendous thing to go down
to Harbor Place and look at downtown Baltimore today, and all that
work. And a majority of that work was done under those funds.

Thank you.
Senator SARBANES. Thank you, Jim. Do you have the membership

figures for, say, a year ago or 18 months ago in total numbers seeking
employment as compared to the present 184?

Mr. COMBS. The membership is about the same. We've had a few
retirees.

Senator SARBANES. How many were unemployed, not working any-
where, a year ago? There's 78 now. Do you recall?

Mr. COMBS. A year ago?
Senator SARBANES. What's the best figure since you've been the

business manager?
Mr. COMBs. As I said, when I came in as business manager we had

100 percent employment. That was in August 1980.
Senator SARBANEs. August of 1980?
Mr. COMBS. Right.
Senator SARBANES. You had about the same membership, about

180?
Mr. COMBS. The membership has stayed relatively the same within

five one way or another, because of retirements and increasing the
apprenticeship program.

95-758 0 - 82 - 12
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Senator SARBANES. You would have had a zero year of total mem-
bers not employed anywhere at that time?

Mr. COMBS. Right.
Senator SARBANES. How is it divided within the jurisdiction and

out of the jurisdiction, do you know?
Mr. COMBS. There would not have been any division because at that

time all of those people were working here.
Senator SARBANES. Oh, they were all working within the jurisdic-

tion ?
Mr. COMBS. I didn't take into account-as I'm sure most people are

aware in the construction industry, there are people who maintain a
membership in a local union but continue to live someplace else.
They've moved over a period of time. That's not in the figures.

These are people who actively work and seek employment through
our local union all the time. Our total membership is actually 315
members.

Senator SARBANES. But on what you would regard as an active or
local basis you've gone from having none unemployed to having 40
percent unemployed?

Mr. COMBS. Sixty percent unemployed.
Senator SARBANES. Well, some of them are outside.
Mr. COMBS. Some are out of town.
Senator SARBANES. Thank you very much.
Mr. Peterson, we will be happy to hear from you, please.

STATEMENT OF ROBERT PETERSON, PRESIDENT, GREATER CUM-
BERLAND CHAMBER OF COMMERCE, CUMBERLAND, MD.

Mr. PETERSON. When Bud Morse called me to ask me about appear-
ing today, he told me who else is coming. And I said, well, you've got
more talent than you can possibly hear in an afternoon; I don't think
i'll say anything. And I did not prepare any statement. I did make
some notes on some of the things that other people said that I thought
miZht put things in some kind of a perspective.

Senator SARBANES. Identify yourself, please.
Mr. PETERSON. I'm Robert Peterson, president of the Greater Cum-

berland Chamber of Commerce. I think to begin with, there's a tend-
ency to connect the coincidence of time with the effect, and to blame
the now situation on the most recent action.

I thought that was- brought into focus today by the fact that Mr.
Oster, for instance, pointed out that Kelly-Springfield had been unable
to hire anybody for several years, not just recently. And Mr. Jones
from up in Garrett County pointed out that in the case of Bausch &
Lomb and in the case of-he said it was the fourth largest; I imagine
it was Flushing. I'm not sure who he was referring to. But, they've
been going down for more than a year.

Likewise Celanese and PPG are victims of technology and sales in
basic industries, rather than any problem locally.

It's a natural phenomenon of our system and I don't know that we
can do much about that. Likewise, with reference to the freeway, it is
true that the loss of ARC funds is certainly not going to help the ad-
vancement, the finisliing of the freeway. On the other hand, we've been
wrestling with that problem for almost 20 years.
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It hasn't been finished mainly because it wasn't in the priorities to
finish it. Youive got to note that we started our freeway with a concept.
and even into the basic engineering on it, before West Virginia ever
thought about it. Yet when Governor Moore accepted it as a desirable
thing to finish, from the start of the concept. from the State line over
to Morgantown, through the engineering and the finishing of the high-
way, it took him less than 4 years while it was taking Maryland 20
years now. Pretty close to it.

So, those things, while we have a tendency to blame them on the
current economic situation, really they have nothing to do with it. at
least not as much as we tend to put on it. I was concerned with Mr.
Oster's comment that elected officials must find the answers.

Frankly, part of the problem is the uncontrolled regulation and
blureaucracy which is a major problem. And in addition to the cost of
manufacturing and selling goods, if Government helps in the area, that
is their true concern: the improvement of transportation and certainly
moving ahead after 10 or 15 years of delay with the dredging of the
port; better facilities in the way, for instance, of water-and the occur-
rence of the completion of the Bloomington Lake is a great example of
fhat; I don't know of any better example-improving the efficiency of
local services by local government; and not directly but by encouraging
lrivate development, they can help in the area of improving our gas
supplies, power supplies, rail freight especially in the area here with a
coal car problem we have and the offloading in Baltimore of coal.

All of that is not really Government's business but the Government
can do a great deal in helping to see that it is completed. All of these
things need to be done. I don't think anyone felt that a turnaround in
the way we have been doing things for 40 or 50 years was going to be
anything less than painful. I don't think people realized how painful.
But it is. and I don't know of any better solution.

And then, I didn't mean to say anything about this particularly, but
I was a little bit concerned with the downplay of the importance of
sales that were made by our college representatives. There are two
major things that happen in our economy. One is that somebody invents
something and somebody else can sell it. Both of them can make a great
career and make a great deal of money out of those two careers. Every-
thing in between, you can teach people to do: manufacturing and get-
ting it to where it's going to be.

But somebody had to think up the idea and somebody has to sell it.
Those are the two important things. Nothing happens until somebodi
sells something, and I think a lot of times we tend to play that down.
And our college students, in preparing for careers, would be very well
off to thinky if they have the personality and the ability to do it, that
they could probably make more money selling something than in any
other career that they can get into.

Senator SARBANES. Thank vou. I think your first point is not badly
taken, and that is, you know, that the situation is more complex-in
other words. Bausch & Lomb is cutting back for a different reason in a
sense unrelated to the current turndown in the economy. And that
would have happened, therefore, in any event.

I think on the freeway that while it's true we encounter lots of prob-
lems, we've been working together to try to cut through them. The fact
is that the situation has now been greatly complicated by what's being
done with ARC funds and therefore the prospect is made more dismal.
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I feel that even more keenly with respect to the dredging of the
Port of Baltimore where we encouraged some tough problems which
were finally resolved and now confront a complete reversal in na-
tional policy that's been established since the very early years of the
Republic. That policy has always been that improvements of the
deepwater ports, the international )orts, was a Federal responsibility.
That's been the case froim the verv beginning of the country.

lire had a big controversy in this country in the early pait of the
19th century involving Clay and Lincoln among others, as to whether
the Federal Government was going to become involved in internal
improvements, the railroads and the internal waterways and the road-
ways. Even then. there was never any doubt that it was a Federal
responsibility to do the ports.

What happened, of course, is that we finally cleared the track so
that we could move on the Baltimore Harbor project; we now have a
proposal for a complete reversal of policy. This proposition to go to
user fees is a very complicated proposition-not only how we would
do it if we adopted it. but the whole equity of doing it, and how that
interrelates would bear on the port's relationships among themselves.
and so forth.

So we now face a total change-an effort to achieve a total change-
in policy. I am hopeful that it won't happen, because I don't think
that's the way to go, and that provides another delay in that area.

I think some of these problems have to be solved in a very practical
and pragmatic way. Thatfs the attitude I took when we confronted the
problem at Westvaco, and we got a good solution for that one.

Mr. PETERSON. I was very surprised at the hearing that you held
in Baltimore, at the Trade Center-I don't know whether it was the
president or the executive, or whoever, of the National Coal Diggers
Association, took the very positive attitude that they did, that they
were willing to pay.

Senator SARBANES. Sure; but what they figured was going to hap-
pen-and this was said to me afterward-was that the ports would
cut one another's throats, and in the end they won't he paving very
much: the ports will be absorbing it in a competitive push for the
traffic.

Mr. PETFRSON-. According to some of the articles that have been
iiblished latelv, that could happen. All the ports at one time are mak-
ing moves to improve their facilities, and there's a great deal of
chance, I would think, in looking at the figures in the articles that I
read, that they would end up with a great deal of overfacilities. Right
now, none of them are capable of taking care of the superearriers and
what not. In 5 or 10 years. if they all are successful in carrying their
improvement programs forward, they are all going to be able to.

Whether that additional business will be there, I'm not sure. Per-
hans that's something that you need to look at.

Senator SARBA-NES. It's like an area trying to attract a business. It
makes more and more favorable concessions to the business; then the
business turns around and says. "This county down the river is going
to give us twice as many concessions as you are," so the business just
sits there and bids them off. one against the other.

Mr. PETERSON-. ITnquestionablv. How you handle that, I don't know
if anybody has ever really solved.

I had hoped that when the users of the facility had decided that
they couldn't pay for it, for the user fee. that that might be the answer
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to the whole problem. And that was before this present reversal of
thilnking in *Washington came about. I -would have thought, that that
might have solved the problem, but apparently, in your mind, it
hasn't.

Senator S.ARiu.ANES. Well. what's happening is: First of all. we don't
have a policy which impedes us froim moving ahead in any event.
Second. it seems to me that if you go to a full user fee policy and
reveise this whole national approach, you wNill greatly favor certain
areas of the country. AWe are regionalizing the country in a way that's
making it very difficult, I thinkN for the Northeast and the Midwest to
compete.

Mr. PETERsoN\. You don't think the extra fee would make it prohibi-
tive, to use a port? Is that what you're telling me?

Senator S.ARB.5N-ES. No; what I'm saving is we could move ahead
now. I think we ought to make it as a national decision that will affect
where the deepwater ports are going to be. Clearly the Port of B3alti-
more is at the top of the list.

If you go to the user fees, you're going to have ports bidding, one
against the other, to get the traffic, even tliouhli it miilmt not make full
sense. The next thing, that minght happen, or the danrger, is that the
State of Maryland wil l)e called upon to underwrite the projects in
order to compete with some other State thiat is prepared to do that.

So, the coal industry's indication that they v-ould take the uiser fee
was pretty smart from their point of view, because I think that they
perceive that in the end you're going to get a lot of conmpetitive bidding
going on, which may leave them either with no fee or a pretty reduced
fee, the extra tab then being picked up by the locality or the State,
in an effort to compete and attract that traffic.

Mr. PETERSON. I guess I was naive in listening to the conversation
that day.

Senator SARBANES. That was Carl Bagge. Yes.
Mr. PETERSON. I thought the reasoning( was the fact that it wvas cost-

ing them much more to lay it out on the ground than it was to pay for
the transfer and the dredging and the smaller ships, and it was groing
to pay off on both sides if somebody paid to get that port dredged.

Senator SARBANES. That's rigrht. But there are some ports that are
prepared, I think, with their State people. to go in and pay for it
themselves in order to attract the traffic. And we may end us; in that
same position, which is not a position to lhe desired, at least as I see it.

Mr. PETFRSON. Like you, I feel that deepwater ports are a function
of the Federal Governiment.

Senator SARBANES. We were ready to move on that thing. That's a
little bit like the freeway. I want the private sector to go ahead and go
to work, but some of this infraestructiire, you kno-v, the national free-
way and the dredging of the ports, in somie way or another, are going
to be done by public authorities of one soi't or another.

Mr. PETERSON. I didn't mean to convey that I evei thought anything
different. Those two projects are Federal projects.

Senator SARBANES. Well, thanks very much. Nice to see you. Nice
to have you here. And I appreciate your patience in staying with us.

The subcommittee is recessed.
[W17hereupon, at 4 :35 p..m., the subcommittee recessed, to reconvene

at 10 a.m.. Thursday. January 14.1981. in Salisbury.]



EFFECTS OF THE RECESSION ON MARYLAND
COMMUNITIES

THURSDAY, JANUARY 14, 1982

CONGIESS OF THE UXITED STATES,
SUBCOMrXIMnrFE ON INVESTMENT, JOBS, AND PRICES

OF THE JOIN-T ECONwOMrC COirn'IirEE.
WVashington, D.C.

The subcommittee met, pursuant to recess, at 10:15 a.m., in the
Wicomico County Council Chambers, Government Office Building,
Salisbury, Md., Hon. Paul S. Sarbanes (member of the subcommit-
tee) presiding.

Present: Senator Sarbanes.

OPENING STATEMENT OF SENATOR SARBANES, PRESIDING

Senator SARBANES. Today the Subcommittee on Investment, .Jobs,
and Prices of the Joint Economic Committee is continuing a series
of hearings in the State of Maryland to review and document the
effects of the recession on Maryland's communities and their citizens.
In four hearings this week, on Monday in Baltimore, on Tuesday in
Cumuberland, today in Salisbury, and tomorrow in Silver Spring. the
subcommittee will hear from more than 70 knowledgeable witnesses
al)out the severe clhallenge posed by current economic conditions to
eml)loymnent, business and business investment, home ownership. and
to community economic development.

These hearings are being held at the request of Congressmnan Helnr-
Reuss, chairman of the Joint Economic Committee; and are being
held in connection with the comprehensive hearings which the full
committee will undertake beginning next week and continuing
througl the month of February. The Joint Economic Committee
holds such hearings on the state of the economy every year in accord-
ance with the provisions of the Employment Act of 1946, which
directs the Joint Economic Committee to make a continuing studv of
matters relating to the economic report lwhich the President, pursuiant
to that act, submits annually to the Congress.

While the hearings of the .Joint Economic Committee on the state
of the Nation's economy in WAashington will receive testimony fromn
cabinet secretaries, other administration witnesses and prominent
witnesses from the public sector, these subcommittee hearings will
focus on the local impact of the recession in communities across the
State of Maryland.

The testimony received in the course of these hearings will con-
stitute a valuable contribution to the work of the Joint Economic

(177)
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Committee in developing the policy recommendations that the com-
mittee. in its annual report will make to the Congress. It. was Chair-
mtian Reuiss' thoughit. wvith which I concurred, that it wolld be helpful
to have in the committee recor(l hearings that actually brought testi-
nionv from people who were at the very end of the line and receiving
tihe impact with respect to many of these economic policies that are
now being p)lluSIsed.

Theo subcoommittee hearings come at a critical time for local econo-
mie; and communities in this State. The recession. which last fall
began to spread beyond certain interest-sensitive sectors of the econo-my that were already in recession. p)ishled the national unemployment
rato up to 8.9 peicent, aecording, to the figures presented last, Friday
at our hearing in Washington by the Bureau of Labor Statistics. The
November ulleml)loment rate for Maryland was 7.9 percent-the
December figires will not be available for another 2 weeks. Frank
Heintz, head of the State's employment administration agency, testi-
fied on Monday that that figurie w-as the highest it, had beei in the
posttwar period. This 8.9-percent national unemployment figure re-ported last Friday is the highest monthly unemployment filzrie sincethe end of World War II with one exception, in May of 1975, when
the. figure reached 9 percent. We wvere 10 months into the 1975 reces-
sion when we reached that 9-pereent figure. This time we are only
5 monthis into the recession but we have already reached 8.9 peiceit,and we are quite concerned about the economic indicators which seeni
to forecast a continuing decline in economic activity in the coming
months.

Here on the lower shore wvlere unemployment is a chronic problem,
the recession has aggravated the situation. The unemployment mate
is nowV in double-digit figuries in both Worcester and Somerset Coun-
ties an(l is rapidly ap)proacliing those levels in Wicomico and I)or-
cihester. There has been a concerted effort here to address the plolilem
of unemployment in a construetive and longr-term fashion bv attract-
ing new businesses, thereby creatinm new job op1ortunities. Local de-
velopment efforts may now be undercut by the recession and bv thereduction in certain important Federal programs which had helped
to move forward local projects.

In recent years a number of communities on tho shore have made
very good use of the Economic Develonment Administration i)rogram.
the FDA program, to work closelv with the Farmers Home Loan Ad-ministration. The private industry council in this area has w-orked aspart of the CEFT.TA program and attracted national attention for itsefforts and successes. Farmers on the shore face low prices for their
crops and has continued high interest rates. The interest rate situa-tion continues to be verv serious since hearings were held on this
subject earlier in the fall.

At that. time, I remarked that it iq no exagrgeration to say that theploblems create(d bv continuing hiffli interest rates are apiwoaellinscrisis prolpotions. That statement conmtinues to be true todav. While the)rime rate has fallen from 201,/9 percent in September to its currentlevel of 1534 o )ercent. the d(o1) has not been effectivelY translated intosig nificantly lower interest rates for home buvers. homebuilders. autodealers or the simall business community. Indeed, the Federal Home
Loan Bank Board reported just. last week that mortgllage rates had de-
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dined in early December only from 18.16 percent to 17.54 percent na-
tionwide, which still places homes far beyond the reach of all but a few
Maryland families.

N third factor in the current recession is the sudden and dramatic
reduction in Federal programs which, in recent years. have enabled the
pil)iC and private sectors in M\aryland communities to undertake
important economic development and employment programs which
would otherwise never have been undertaken. We will be fortunate to
be able to explore this matter today with witnesses who are very
knowledgeable about these problems.

Thel purpose of the hearings is to document across the State with
testimony from those directly affected, the conditions to which rising
unemployment, continuing high interest rates and other adverse eco-
nomic indicators attest. These urgent issues will be examined at length
on a nationwide scale in the hearings which begin in the Joint Eco-
nomic Committee shortly. It is my expectation that the record of the
MAaryland experience established by these hearings will make an im-
portant contribution to the commnittee's work and to the response which
policyinakers must undertake as they address the great economic chal-
lenges now facing the Nation.

We are very pleased that so many people have been able and willing
to come and participate with us this morning. We will start with testi-
mony from the farm panel, so if Joel IBoren, the general manager of
the Federal Land Bank Association would come forward; Roger
Richardson, Bill Guy, and Tom Boutnds, we would be happy to hear
from you gentlemen.

STATEMENT OF JOEL A. BOREN, GENERAL MANAGER, FEDERAL
LAND BANK ASSOCIATION OF SALISBURY, AND PRODUCTION
CREDIT ASSOCIATION, SALISBURY, MD.

i~1r. BOREXN. I hope you will bear with me today. MIy throat's a little
out of sorts. I don't know whether it's the weather or the interest rates.
I think the two coupled together.

Senator, in my testimony in Septenmler 1981. I stated that costs
were up and interest rates were high. Tile 1)elmarva farmer would
like his cattle bought across the country, but he's experiencing difficult
times. How difficult was 1981 ? Overall, the monthly farm price index
in 1981 did not rise once. For4 months the index price held steady and
for 8 it dropped. The average farm expense index was 4.2 higher
than any previous year. The national farm debt has more than
dolubled from 1976 levels to $180 billion, and as you mentioned
earlier, the priime peaked to 201/2 and dropped to a low of 153/4 percent
in l)ecember. Alany farmers are hanging on by a very thin thread.
These. farmers, in order to continue to provide their operating funds
for 1 more year, this coupled with better income will let them survive.

Leet us compare prices for a moment from 1980 to 1981. Corn, in
1)eeember of 1980. wvas $3,..60 a bushel. In 1981 it was $2.51. The cost
per acbe was $2999 an(l the income was $300. So that's $1 income per
aere, and these are lenders fignures. And wve use these figures as the
average. Some farmers get more than 10 bushels and we estimate 100
busihels to an acre at $3 a bushel for corn.
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Soybeans were $7.56 in 1980, were $6.50 in 1981. Cost per acre, $241;
income was $245. This is based on 35 bushels of beans per acre at $7.
Ilogs averaged 45.25 cents. This year, 40.4, and to break even we esti-
mate it's between 43 and 45 cents. Broilers range between 48 and 51
cents in 1980; 1981, 41 to 44.5. To break even we are estimating around
46 to 47 cents. You may say you cannot compare these 2 years. 1980
was a year with poor yields and higher prices; 1981 for the most part
was poor prices and good yields. If the weather doesn't do you in, the
market will. High interest rates will help.

Farm production credit has just reduced our markup of funds down
to three-fourths of 1 percent. That is, we are only charging out mem-
ber borrowers three-fourths of 1 percent over what money actually
cost us. Let me tell you, that is a tight margin. An increased number of
farmers are on the edge of foreclosure and/or of filing bankruptcy.
These farmers are in two categories: Those that are undercapitalized
who started out with 100 percent financing, and those who expanded
their operation within the last 18 months to 2 years with borrowed
capital. Projected profits from their operation did not meet their debt
obligations.

We try to work with our member borrowers. The last thing we want
to do is sell their farm. Some of the ways we try to work with our
borrowers are extensions where there are viable means of repay-
ment; reamortizing the loan; refinancing; counseling. We suggest
that members get their cash flow in line with their debt level.

I firmly believe that 1982 will be the year that we will see many
farmers get tired of fighting, singing the blues, and take one of the
following alternatives: Sell out and take their equity, if there is any;
file bankruptcy, deeding the property over or chattels to the lenders,
in lieu of the lender marking that obligation satisfied.

Interest rates must be curtailed and commodity prices stabilized at
a reasonable level. There are those farmers who have good equity and
who can continue to operate for the time being. How long they can
continue is difficult to say. Net worth is good, however, assets do not
generate cash flow. They have to be liquidated. Today's farmer not
only has to be a good agronomist but has to be a wise and capable
financial planner along with marketing. He must have marketing
skills to help him sell his products or he will not be a farmer tomorrow.

[The prepared statement of Mr. Boren follows:]
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PREPARED STATEM4ENT OF JOEL A. BOREN

DURING MY TESTIMONY ON SEPTEMBER lst, 1981, I STATED THAT COSTS WERE UP AND

INTEREST RATES WERE HIGH. THE DELMARVA FARMER, LIKE HIS COUNTER-PART ACROSS

THIS COUNTRY, WAS EXPERIENCING DIFFICULT TIMES.

JUST HOW DIFFICULT WAS 1981

I) OVERALL, THE MONTHLY FARM PRICE INDEX IN 1981 DID NOT RISE ONCE. FOR

4 MONTHS THE INDEX HELD STEADY AND FOR 8 MONTHS IT DECLINED.

2) THE AVERAGE FARMER EXPENSE INDEX WAS 4.2 HIGHER THAN A YEAR EARLIER.

3) THE NATIONAL FARM DEBT HAS MORE THAN DOUBLED THE 1976 TOTAL TO A RECORD

LEVEL OF $180 BILLION.

4) PRIME PEAKED AT 20.507. AND IN DECEMBER DROPPED TO THE LOW FOR THE YEAR

AT 15.757..

MANY FARMERS ARE HANGING ON BY A VERY FINE THREAD. THESE FARMERS, IN ORDER TO

CONTINUE, NEED A LENDER TO PROVIDE THEIR OPERATING FUNDING FOR 1 MORE YEAR. THIS,

COUPLED WITH BETTER INCOME, WILL LET THEM SURVIVE.

LET US COMPARE PRICES FOR A MOMENT

1980 1981 Cost/acre Income/acre

Corn 3.60 2.51 $ 299 $ 300

Soybeans 7.56 6.15 $ 242 $ 245

Hogs 45.25 40.40 Break-even 43C-450

Broilers 48-51 41-44.50 Break-even 46C-47C

YOU MAY SAY YOU CANNOT COMPARE THE 2 YEARS. 1980 WAS A YEAR WITH POOR YIELDS AND

HIGH PRICES. 1981 FOR THE MOST PART HAD GOOD YIELDS WITH POOR PRICES. IF THE

WEATHER AND MARKET DOES NOT DO YOU IN, HIGH INTEREST RATES WILL. MARVA PCA HAS

JUST REDUCED OUR MARK-UP OF FUNDS TO 3/4 OF 1%. THIS IS A VERY TIGHT SITUATION.
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AN INCREASED NUMBER OF FARMERS ARE ON THE EDGE OF FORECLOSURE AND/OR ARE FILING

BANKRUPTCY. THESE FARMERS ARE INTO 2 CATEGORIES:

1) THOSE WHO ARE UNDER CAPITALIZED - WHO STARTED WITH 1007. FINANCING.

2) THOSE WHO EXPANDED THEIR OPERATION (WITHIN THE LAST 18-24 MONTHS)

WITH BORROWED CAPITAL. PROJECTED PROFITS FROM THEIR OPERATION DID NOT

MEET THEIR DEBT OBLIGATION.

WE TRY TO WORK WITH OUR MEMBER/BORROWER. THE LAST THING WE WANT TO DO IS SELL

OR OWN A FARM.

SOME OF THE WAYS WE WORK WITH OUR BORROWERS ARE:

I) EXTENSION - WHEN THERE IS A VIABLE MEANS OF REPAYMENT.

2) REAMORTIZE THE LOAN.

3) REFINANCE.

4) COUNSEL/SUGGEST MEANS TO GET THEIR CASH FLOW BACK IN LINE WITH THEIR

DEBT LEVEL.

I FIRMLY BELIEVE THAT 1982 WILL BE THE YEAR THAT WE WILL SEE MANY FARMERS GET

TIRED OF FIGHTING A SEEMINGLY ENDLESS BATTLE AND TAKE ONE OF THE FOLLOWING

ALTERNATIVES:

1) SELL OUT AND TAKE THEIR EQUITY, IF THERE IS ANY.

2) FILE BANKRUPTCY.

3) SUGGEST DEEDING THE PROPERTY OR CHATTLE OVER IN LIEU OF LEGAL ACTION BY

THE LENDER.

INTEREST RATES MUST BE CURTAILED AND COMMODITY PRICES STABILIZED AT A REASONABLE

LEVEL. THERE ARE FARMERS WHO HAVE GOOD EQUITY AND WHO CAN CONTINUE TO OPERATE

FOR THE TIME BEING. HOW LONG THAT CAN CONTINUE IS DIFFICULT TO SAY. NET WORTH

IS GOOD; HOWEVER, ASSETS THAT DO NOT GENERATE CASH FLOW MAY HAVE TO BE LIQUIDATED.

TODAY'S FARMER NOT ONLY HAS TO BE A GOOD AGRONOMIST BUT A WISE AND CAPABLE

FINANCIAL PLANNER WITH MARKETING SKILLS TO HELP SELL HIS PRODUCT OR HE WILL

NOT BE THE FARMER OF TOMORROW.
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Senator SAInBAXES. Thank you very much, Joel.
MNr. Richardson, please proceed.
Gentlemen, I think we will hear from everyone and then I will have

some questions, and we can have a discussion with the entire panel. So
Roger, why don't we go on to you?

STATEMENT OF ROGER LEE RICHARDSON, REPRESENTING
EASTERN SHORE FARMING INDUSTRY, EDEN, MD.

MNr. RICHARDSON. Thank you, Senator.
As we meet today to discuss the state of our agriculture economy here

on Delmarva, it might be helpful to briefly look at the past and what
has happened. During the 1960's and 1970's many of the crops and
livestock enterprises in this region wvere diminished and in some cases,
all but eliminated as other sections of our country began to be able to
grow and ship their product in cheaper than we could. Therefore, a lot
of our farms, corn, soybeans and small grains, and our best-known
agricultural enterprises, the broiler industry, is also under pressure
from other areas as other areas came in and tried to undercut what we
could sell chicken for.

But in the last few years, with energy costs the way they are and our
proximity to the Northeast and the high population area, this has
somewhat helped. During 1980, for example, and these are figures from
the U.S. Department of Agriculture-I disagree with some of them,
but I'll use those anyway. It shows that cash farm receipts rose only 3
percent while expenses went up 9 percent. During 1981 they are sup-
posed to have risen 4 percent, and the expenses again are 9 percent up.

As an example of that, last year, in January, we sold corn at $4.22 a
bushel. This year, $2.92 is the best price so far that we've been offered.
There's a $1.30 a bushel difference, and if you grow 60,000 bushels of
corn, there is quite a bit of money involved. And that all comes off the
top, before we pay expenses. And the very real problem is that in order
for farmers to stay up to date and keep equipment that he can farm
with, a tractor that 4 or 5 years ago cost $25,000-and this would be the
amount of money he would have to depreciate-this year, if you were to
replace that tractor, it would probably run you $60,000. The point here
is you've got $25,000 in depreciation that you had to use to pay for
the new tractor. The difference between that and the new tractor is
$35,000. You already paid income tax on it, so you end up going to bor-
row money again to make up the difference.

These constantly higher investments in periods of such low profits,
when there are any profits at all, of course, force farmers to borrow
money. Then we get into the interest picture which has been very
brutal for the last 2 years. One example that I have, quoting costs and
going costs on corn in 1981, the interest cost would be $40 an acre,
where in 1980, the interest cost was $21 an acre. This supports some of
the things that Joel said.

Possibly the only bright spot in the farm picture is the fact that for
the past two decades, the value of the real estate that we use to operate,
with inflation, has gone up tremendously. This has also given farmers
the opportunity to borrow more money because of the inflated value
of their land, but it also creates a much heavier debt burden on them.

Another thing that I feel very strongly about that this subcom-
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mittee and any other governmental agency could do something about,
is the threat of embargo as well as the actual embargo. Some time back
when the Polish crisis came about. wve lost about 70 cents a bushel out
of the market for corn, and also soybeans. There was no embargo. But
the threat of this embargo caused a reaction in the marketplace that
severely affected all of us.

Above all, we must all join in making sure that both the inflation
rate and the interest rates are forced downward considerably from
their present levels, if we are to continue to have a strong agriculture
on Delmarva.

Thank you.
[The prepared statement of Mr. Richardson follows:]
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PREPARED STATEMENT OF ROGER LEE RICHARDSON

As we meet today to discuss the state of our agriculture economy here on
Delmarva, it might be helpful to look briefly at the recent past.

During the sixties and the seventies many of the crops and livestock enter-
prises in this region were diminished and in some cases all but eliminated as
other sections of our country began to compete successfully for our markets. Our
small fruit production, once a mainstay for many small'farmers faded badly as
products from the south and southwest replaced us in the marketplace. Both
fresh and processed vegetables suffered pretty much the same fate. As our
alternatives disappeared most of the commercial family farms, which is what we
have here, settled into a program of corn for grain, soybeans and small grains.

Our dairy and livestock enterprises likewise yielded to the economic pressures
and became of minor importance to most farmers. In the seventies a counter trend
seemed to begin as a rather significant number of confinement type swine enter-
prises appeared, especially here on the Lower Shore.

Even our best known agricultural enterprises, the broiler industry, labored
under pressures from other areas. However in the mid seventies rapidly rising

transportation costs caused by the energy shortage began to give us an edge because
of our proximity to the high consumer demand here in the northeast. Lately however
in the last couple of years this huge industry has suffered from the same cost-
price pressure which has adversely affected all of us.

During 1980, for example figures from USDA's Agricultural Outlook show that
cash farm receipts rose only 3%. In 1981, according to this source, arm receipts
rose only another 4%. During the same period cash expenses for 1980 were 9%;
for 1981, another 9%. Net cash income on farms declined 20% in the last two years.
If we adjust this figure for inflation we have a gloomy - perhaps one might even
say frightening - situation. My personal observation leads me to believe that
many of our local farmers fared even worse than these national figures indicate.

Another very real problem is that in order for our farmers to stay efficient
and competitive, we are forced into a rising spiral of ever higher costs for all
of our farm assets. For instance, if we purchased a tractor three or four years
ago for $25,000 and if we now have to replace it, we will find that today's price
for the same work capability is at least twice that amount. In a period of de-
clining net incomes such as we are in, a farmer cannot possibly meet his actual
depreciation costs let alone pay for the inflationary rise.

These constantly higher investments in periods of such low profits, where
there are any profits at all, of course force farmers to borrow money. That in-
terest rates are brutally high needs no documentation. In fact the proportion
of interest costs to total cash costs has almost doubled in recent years. From
my own knowledge, there are cases where over 20% of all cash farm costs are
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interest costs. Such a burden is very difficult for us farmers to live with.

Possibly the only bright spot in the farm picture is the fact that for the
past two decades, or more, farm assets - particularly real estate - have continued
to rise. Probably this rise in assets has been the factor which has allowed
farmers to secure the credit with which they kept going while they looked for
brighter days~ahead.

However, the serious cash flow problems especially over the past few years
have forced many to borrow heavily against this equity increase. We have seen
farm equities increase by 25%. At the same time farmer's debt servicing burden
has grown even faster.

There are some indications that we might, in this area, begin to see some of
the trends I mentioned at the outset reversed here on Delmarva. Rising trans-
portation costs for farmers who are a long way from our concentrated consumer
population here in the northeast could possibly return to us some of the economic
advantage we lost in past years. If this situation continues we might see some
fresh vegetable farmers increase. We could see some fruit production, especially
small fruits for the market. Our livestock, poultry industries would be strengthened
somewhat also.

However we are still faced with the fact that changes in enterprises are
capital intensive and difficult in low profit times. In my opinion the great
majority of our area farmers will have to stay with their corn, soybeans and small
grains cropping systems.

If this committee and other similar powerful groups could assure us that we
will be free of government manipulation, as in the case of the recent embargo for
example, we would be a little more confident of success. If we can stop being
harassed by some of the federal and state regulatory agencies and also by groups
and individuals who join them in implementing many of what to our minds are un-
necessary, illogical and ill conceived programs - philosophies, we could go about
the difficult business of trying to cope with the cost-price squeeze.

We must somehow master production and marketing concepts, techniques, and
strategies which will help us discipline ourselves and our industry to produce
for the market rather than blindly repeating past programs.

Above all we must all join in making sure that both the inflation rate and
the interest rates are forced downward considerably from their presentlevels
if we are to continue to have a strong agriculture industry here on the Eastern
Shore.
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Senator SARBANES. Thank you.
Mr. Bounds, nice to see you, please proceed.

STATEMENT OF THOMAS BOUNDS, FARMERS BANK OF MARDELA,
MARDELA SPRINGS, MD.

Mr. BOUNDS. Nice to see you, Senator. I feel sort of out of place
among these heavyweights in the farming industry simply because,
as you probably know, we are among the smallest banks in the State,
even thouwzh we're the Farmers Bank in Mfardela. There was a time.
maybe, when you could service farmers' money but this is not even
reasonable anymore. We will lend up to the capacity of what we have
to offer, but this is not even a, drop in the bucket.

The high interest rates which farmers now have to pay, we try to
pare down as much as we can. All our loans are but a small, minute
part of what the picture is. I know it will never get back times when
first base wasn't so far away, but it seems like I can remember when
there were many more small farmers that could take over the family
business or continue from year to year. I don't think this is possible
anymore.

I recently asked a farmer friend of ours, I asked him how long his
father-not that old-could have farmed on the money that he spent
in 1 year. He replied that his dad probably never expended that much
in his whole lifetime, and I firmly believe this.

It was quite a shock when I entered the banking business to see the
deposits that these people that I grew up with would make. I would
inwardly say, "I've been living all this time among a bunch of wealthy
people." But invariably, 3 or 4 days down the line. their checks would
come in for their expenses and I found out that they handled a lot of
money but not much of it stuck. This has been accelerated, I think.
through the years and it certainly is in a much worse state than it
ever was.

To get back to the size-largeness again-we're primarily agricul-
tural in Mardela. One thing that disturbs me is that I think it's physi-
callv impossible and financially also, for a vooung man coming out of
high school or college if he does not have, first of all. a familv farm
or the land somewhere else, to engage in farming. A six-figure invest-
ment is practically nothing.

Once again, I'm not a farmer but it amazes me the outlay that these
people have to put out for what is not anymore a large farmingi opera-
tion. This does two thinrs: It discourawres the young Teople from
entering because they're financially unable to. Second, if there aren't
that many industries around, and we don't have that many. then they
have no alternative but to leave the area and of this, we can stand very
little.

Other than that. that wvould be about our picture. All T can sav is,
for a small bank serving farmers as well as we can, we will hel) them
out to the limit that we can possibly do but then of necessity they have
to qo to people like Joel or someone else.

Thank you very much.
Senator SARBA.NES. Thank you very much.
'Mr. Guy. please.

95-758 0 - 82 - 13
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STATEMENT OF WILLIAM 0. GUY, REPRESENTING EASTERN SHORE
FARMING INDUSTRY

Mr. Guy. Thank you, Senator.
I thought Mr. Bounds was going to bat cleanup here. I see he got out

of this one. So, I hope it won't be too repetitious.
Senator SARBANES. I use(l to play ball against him. He was a tremen-

dous cleanup hitter.
Mr. Bou.Ni)s. You were vely kind not to bring the box scores out.

[Laughter.]
MIr. G(uy. As has already been mentioned, the farm community, like

a lot of other businesses, is hanging on a thin line between bankruptcy
and remaining solvent. AWith 2 years of adverse weather, high interest
rates, poor yields in 1980, poor prices this past year, these have all com-
bined to make many operations thought to be soun(l, wondering if
they're going to reemain in business.

The only real, viable operations at this time are the ones that are able
to generate enough cash flow to basically finance tlemselves. And these
are very few and far between.

The use of borrowed money has created in the past 2 years, with the
extreme high interest rate, has created the problem of not being able to
break even in a lot of circumstances. This is one of those times that the
larger the operation, possibly the more in trouble it is because of its
capital requirements.

Using so much borrowed money, it has just eaten into it. They are
probably having more trouble to remain solvent than some of the
smaller farms.

Some of the additional costs for those of the larger size, and I'm
thinking some of those in the vegetable industry that require a lot of
capital and a lot of employment, there are some additional regulations
that were required over the last 5) years that have increased costs tre-
mendously. Having to comply with workmen's comp re-gulations and
various other things, a minimum wage person at this time will cost
these operations $4-plus an hour.

The Government, with its continued deficit spending over the years,
probably has helped create some of this interest problem that we're in
today. It seems that all administrations of recent years can't decide
whether USDA is going to set farm policy, or the State Department or
someone else in the administration.

A good example was just this past weekend. In an article that I read
in one of the trade magazines, Secretarv Block was talking to a farm
group, expressing that the last thing they wanted to do was impose
another embargo. A Deputy Secretary in the State Department was
making a speech someplace else and was saying- that possibly we miight
have to use food as a sanction against Russia. Just Monday in the
Daily Times, Senator MIathias had an article in there, that food was
the only item that property we could use to really hurt them.

This gets back to what Roger said a inuinite ago about the embargo.
W1'e've had two; basically, we have one now. The one that the Carter
administration imposed in 1980 caine at a time when the farm com-
munity was caught puuely off guard. The prices were comparatively
(rood at the time, but the day after it was announeed, the market started
into a nosedive and it has continlme(l ever since. It has never recovered.
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This creates, even though we say that we buy up some of these com-
modities, it creates a false market situation and agriculture operates
under a demand and supply situation.

The sanctions recently announced by Reagan against Russia, though
not an embargo for agricultural products, will work the same way. It
will have the same effect. If they can find commodities someplace else,
that's where they're going to buy them rather than buv them through
this country or buy them through a Third World nation.

These three have combined to create poor trading policies in com-
modity markets with other countries. They have begun to doubt this
Nation as a trustworthy exporter.

The most recent came at a time -lwhen the market was glutted with
a large grain supply and the market has been selling, all this market
season, at below cost figures. The outlook for 1982 doesnt look good.
We have large surpluses still.

All indications are a continued spiral of production costs; a very
dull market. While our interest rates have dropped some, they're still
extremely too high. A lot of operations are goin- to have a lot of trou-
ble having enough equity to borrow the money for financing their
operations.

I just sat on the board of directors of a company here in Salisbury
where they had their audit report this week, and I think this will reflect
a lot of business and, I know, a lot of farm operations. The auditor
pointed out that 92-percent increase in cost of interest money during
1981 from the previous year, at a 36-percent higher accounts receivable.
He said this is not unusual in the audits that they're doing.

I think that in talking to a representative from Farm & Home, they
said that their funds for operating money will be reduced considerably.
Joel and Tom have pointed out their positions. They said that they
would have 40 percent of their allotted funds. And I don't know just
what this means. They have quite a number of clients, as Joel has men-
tioned, who are in the same problem. They're up to 100 percent of
equity with problems to stay solvent or to borrow any more money,
and some of these loans are not current at this time so there will prob-
ablv he some foreclosures.

This is something that is of great concern to me. As we're seeing in
the paper more recently in both business and home foreclosures, I think
you're going to see the same thing in the ag community. The hand-
writing is on the wall, and my worry is a snowballing effect. When you
see one lending institution start to foreclose and they make two or
three, it will make the others start to think, well, maybe we ought to
be doing the same procedure.

The properties that have been selling in the near future or recently
have, been dropping off. There is only so much money here to purchase
these properties. As this starts to get more on the market it will also
lower their sale value, creating a double problem of these people not
being able to pay off the money they've got borrowed even after they've
sold it. plus the fact that the market is goin g to come down and most
of the farm community operates on their property being their capital
equity.

This is their borrowing power, so if you have a piece of property that
was worth $1,500 or a few thousand dollars an acre a couple of years
ago and it goes down to $1,000, these lending institutions are going to
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go back and look dramatically at, well, you've got your equity here way
too high and that will have to be adjusted.

This worries me quite a bit because I think it's going to make a lot
that were in the market borrowing money really be marginal. This
business is just-especially when you get into the vegetable aspect of it.
has pressures galore.

This summer when we were working, I had a lady helping me pack-
ing some cucumbers, and tlings hadn't been going well that day. I
walked by her and she stopped me and she said, "Did you ever think
about walking out of here and not comning back?" I said, "Yes, I did."
She sai(l, "I don't know how you stand it."

The pressures don't get any less. Demands get greater. And I think
we all wonder if we're going to hang on.

Thank you.
Senator SARBANiS. Thank you. I thank all the panel for some very

perceptive testimony.
Mr. Guy, I want to add one thing. I think one of the embargoes on

agricultural commodities that we tend to forget took place long ago.
I think it was probably as significant as any of them-the one Nixon
put on soybeans to Japan. That was not a country with which we have
difficult international relationships but is, you know, one of our closest
allies and one of our closest trading partners.

Mr. Guy. And our largest trading partner.
Senator SARBANES. And our largest tradingr partner. And the reason

for imposing it was not that there was an international crisis in our
relationship, but simply a short supply. And therefore, we were pro-
tecting our own consumers from higher prices by forgoing our commit-
ments abroad in terms of supply.

Their reaction was, "Well, if you're not going to keep vour contract
to us because you're protecting your own people, we're going to go else-
where." Which is exactly what the Japanese have done. They're gone
to Brazil. They've put in their own capital and their own people into
Brazil, as a matter of fact, to help Brazil develop now a very signifi-
cant soybean production, at our expense.

That embargo really intervened in a direct line of trade with a very
close ally and this point you make. which I think is a very rood one,
there has to be a sense of trustworthiness or reliability of the United
States as a food supplier. There's nothing more important to another
country than its food supply.

They don't want to be caught in such a situation, particularly in
an instance where there is in question the nature of an international
relationship as exists, for instance, between ourselves and the Soviet
Union.

Let me ask you this question: I am increasingly concerned about the
trend I see taking place toward growing concentration of economic
powel. It's been given great emphasis in recent months. reflected in the
industrial sector by major mergers. There were $30 billion in lines of
credit available for the Conoco takeover at the same time that we were
being told there just wasn't enough credit around to enable small
business and small farmers to meet their immediate needs.

What changes are taking place, as you see them, in the structure
of farming on the Eastern Shore? Do you see significant changes
occurring? What do you anticipate in that area?
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AlM. RICIIARDSON. Senator, I feel that in the future, the thing we're
going to end up seeing here on the shore is a few moneyed people that
will own most of the land. Now. when I'm talking about moneyed
people, I'm talking about foreign countries, other governments, for
the simple reason that there's no way a young man, if something
happened to hill and his farm came on the market, there's no way
that young man starting out can buy-for instance in 1971 it took 61/,
lblushels of soybeans an acre to pay the interest for maintaining his
own land. In 1981 it takes 38 bushels of soybeans to stay on that land.
just to pay the interest. And your optimum yield most of the time is 3.5
to 45 bushels.

So, you know, there is just no way that a young person is going
to be able to come in and buy a farm and operate it. This is saying
nothing about equipment costs. You don't have to have a very large
operation to have $250,000 invested in equipment which has to be
paid for.

Mir. Guy. I think you get right back to the same comment I made a
while ago about the snowballing effect. I know in this county, recently,
of one or two sales of property of pretty large magnitude that are
gone to out-of-area buyers, supposedly offshore. But with the amount
of money we're talking about, I'm wondering whether it is offshore or
out of the country, if a lot of these aren't using some fronts and so
forth to nurchase a lot of this land.

And if a large number of farms come on the market, this will be
the only way that the resale of that property will bring anything be-
cause there is not the local interest in it to buy it. A good example I
was given just before Christmas of an operation-I think it was in
Cecil County, but it wvas up along the Pennsylvania line, a dairy oper-
ation that started to exuand about 4 or 5 years ago and had to make
high investment capital improvement costs, and then it got to the
point to meet their commitments they had to increase some more. In
doing this, in the last 2 years they had to refinance twice. In this
refinancing their interest rate went up 2 to 4 percent each time. And
their last financing about a year ago was prohibitive. They could not
beat interest costs. And this operation was sold, I think about 900
acres of farmland was sold that had been in the family for more than
two generations, just to cover the indebtedness.

A developer bought part of the land and only paid probably half
of what it would have brought 12 or 15 months earlier, so I think the
same thing pertains right here.

Mr. BoUNDs. When I made the comment and lamented the fact that
bigness seems to be taking over, I must admit it was objective as far
as farmin- but it has to be a little subjective in my case because if the
small farmers go out of existence small banks can do it also. Small
businesses can do the same. So, this is not peculiar to one industry.

Senator SARBANES. Let me ask you this: I talked to an administra-
tion policvmaker who said to me, "A lot of people got into farming
who shouldn't have been in it. They don't have enough capital; they
didn't really know what they were doing: it just looked like good
times and they jumped into it." iHe argued that all that is going on
now is squeezing what he called "marginal operators" out of business
and that's really good, he said, because it's just going to leave the
strong people who ought to be there in it.
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Ife didn't reflect the same level of concern that I have about what's
happening. It is my perception, frankly, that to the extent there's
anything to that point about marginal operators, they went by the
board a long, long time ago and the people being squeezed out now
are able and effective producers.

*What's your perspective on the situation?
Mr. BOUNDS. I can add just a little bit on that. Two years or 3 years

ago, some people got into farming because the Aields were good and
commodity prices were up--"We're going to make a million dollars."

They event in, had overcapitalized themselves buying the best equip-
ment and the largest equipment possible. AWhen the interest rate in-
creased, commodity prices dropped and that income was not there
to service the debt, and they have fallen by the wayside. Some of them
are still hanging in there, so to speak, but they're rapidly falling.

I think today's farmer is still hanging in there slightly. The 15/4
percent we're on no'.v is the lowest possible we can cut the cost to our
farmers, as opposed to 1974 at 8 percent or 71/2 to 9 percent, that'q
almost twice. So. the farmer can't hell) it.

Some of the farmers, as Bill and Roger know, when you've got a lot
of land at $1,000 or $2,000 an acre you 'je wvortli a lot of money. But
today, if you go out and try to liquidate that land, the lending is not
available at a reasonable interest rate so you can capitalize that invest-
ment andl obtain a profit on it. There's no way that you can farm
$2,000-an-acre land to grow corn and soybeans and make a profit on
that.

The only way today's farmer can make a profit on $2,000-an-acre
land in grain farming is that he has a capital base of $300 to $400-an-
acre land that he accumulated 8 or 10 years ago or longer. Then he can
average his costs per acre out and then make a profit.

Senator SARBANES. Do any of the others want to address this point?
Mr. RICHARDSOxN. Not that. But there's one point I'd like to be

brought out. If you read history, so many tintes in many of your vari-
ous civilizations over a long period of years, as long as they had a
strong agricultural economy, they had a stable economy. One of the
first steps in the procession of recession to depression and on down is
the failure of the agricultural economy. I think this needs to be ad-
dressed and get some people in the proper places to realize this.

Senator SARBANES. I think we've taken agriculture much too much
for granted in this country. The incredible success in agriculture pro-
ductivity means that the percentage of the work force involved in
agriculture has gotten smaller and smaller. We're now to the point
where less than 5 percent of our work force in this country cannot only
meet our own food needs but is also outr principal earner of export
earnings and therefore the largest contributor to our balance of
payments.

A really small fraction of the work force is making this enormous
contribution. It's in sharp contrast to most other countries, where at
least the large agricultural producers have a much larger percentage
of their work force involved in agriculture.

It's a tribute to the effectiveness and the efficiency and the produc-
tivity of American agriculture that they're been able to do that. But
one of the consequences, I think, is that fewer and fewver people are
connected with the agricultural sector. The rest of the society just
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takes for granted the existing state of affairs, without any apprecia-
tion of what's being done.

We've been wasteful in the way we've allowed agricultural land to
be shifted out of agricultural production. In California, I think, in a
10-year period, they lost 2.5 percent of their best class of agricultural
land into development. Once it's lost, yvou know, the chances are you're
never going to get it back.

To what extent are the high interest rates precluding farmers from
making decisions that would increase their efficiency, particularly with
respect to the purchase of equipment ? D)o you see that as a serious
problem yet?

Mr. RIcIAnRDsoN. In our own instance, we had certainly considered
getting a new piece of equipment, but we abandoned the idea because
of interest. We can make out with what we have another year. We'll
try that.

Senator SARBANES. Will you be as efficient? I mean, are you sort of
trading off a little bit in your operation by holding off ?

Mr. RICIIARDSON. We're trading off a little something, because most
of the time, if you've got a piece of equipment 7 or 8 years old, you've
got to have more downtime and breakdowns. But we feel that that's
the best alternative we have. We have to live with that.

Mr. Guty. I would say the same thing. I don't intend to make any
expenditures that I don't have to. With the cost of money, probably to
some degree our ability to borrow it, we'd better try to see if we can
finance our owvn operation and stay away from new purchases.

I've heard comments from other areas, up in Delaware and so
forth-I think you're probably going to see a shift, as we get into
spring, according to what the market is at that time plus what their
cost for operation is going to be.

Some of the fellows who have been on somewhat of a rotation wvith
corn and so forth, they can utilize growing costs for at least 1 year.

So I think-in fact, I just saw in an article this weekend in a soy-
bean publication that some of the Southern States have a large in-
crease again in acreage of wheat, and a counle of the Southern States
are recommending that farmers not double-crop any soybeans this year
after wheat, that the price does not justify it.

Air. BOREN. We're seeing a lot, too, wlien they cut back-when they
go to a 3-year land rotation or something, if they skip an extra year,
as far as applying different insecticides and clhemicairs and fertilizers.
Also, some of our farmers have been on an annumal basis of clearing
50 acres or 25 or 30 acres. And due to the inereased costs, they arc not
clearing the land they normally would and could clear.

Senator SARBANES. Gentlemen, we th ank you verv much. It's been
a very helpful panel.

Mr. Barnes, from the Employment Secllrity Administration, I think
we'll hear you next.

Then, after that, wve have two economic dcl-elopinent panels that we
will go to.

And if there's any witness who's under a real time constraint, let
Mrs. Murdock know.

Let me take Mr. Barnes. Then we'll go to vour panel. Then we'll do
the Pocomoke panel. Is that all right witlh the people from Pocomoke?
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I want to acknowledge the presence of the mayor of Salisbury,
Mayor Ruark. We're very pleased to have you with us here this morn-
ing, Mr. Mayor. We appreciate the opportunity for you to be here
with us.

Mr. Barnes, why don't you go ahead. Just aive your position, right
at the outset, for the benefit of the reporter. We'd appreciate that.

STATEMENT OF ROBERT BARNES, LABOR MARKET ANALYST, MARY-
LAND EMPLOYMENT SECURITY ADMINISTRATION, CAMBRIDGE,
MD.

Mr. BARNES. I am Bob Barnes. I'm a labor market analyst with the
Employment Security Administration for the State of Maryland.

I have prepared a general overview of employment problems and
prospects on the Eastern Shore. Now, it is the Eastern Shore area in
general. Each county has a problem in manufacturing and retail trade.
Each county would have its own unique extent of that problem, such
as Caroline County is heavily agricultural, Dorc'hester is heavily
manufacturing, and Ocean City, of course, heavily tourist-related
services.

The Eastern Shore has traditionally been considered an agriculture
and seafood-based economy. However, in terjims of the number of per-
sons employed, the past several decades have witnesses much growth
in the light manufacturing industry and in the retail trade industry.
Also, the service industries-health and medical service-related indus-
tries and the tourist-related service establishlnents-have shown vig-
orous employment growth in the past.

This should not be taken to diminish the importance of agriculture
and seafood to the economy of the area. There is still an enormous
number of employees working in businesses which are directly related
to agriculture, such as poultry processing. food processing. supply com-
panies, and the lending institutions, which are all dependent to some
extent on agriculture.

Due to this direct relation to agriculture, the unemployment prob-
lems in the Eastern Shore have historically been seasonal in nature.
*With the growth of the manufacturing, retail, and service industries,
the area's emplovment picture is not as dependent upon the seasons
as in the past. However, this is a palt of our heritage, and we will
always have a seasonal unemployment problem.

The past decade has witnessed healthy growth rates on the Eastern
Shore in terms of population, labor force, and the number of people
employed.

During 1981, employment growth slowed dramatically. The outlook
for 1982 points to a retienchment of the labor force and employment.
The prospect of a continued slow economy, high inflation costs, interest
rates, and lessened consumer product demand overshadows any growth
of new jobs for 1982.

The current recession problems in specific industries such as manu-
facturing, light manufacturing. has become an important share of our
economv. Manufacturing accounts for about 20 percent of the area s
employment. The employment growth of the past is temporarily
affected by the recession. And in 1982 it is expected to be a time of
retrenchment for the light manufacturing industry. Retail and whole-
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sale trades have become increasingly important on the Eastern Shore,
currently accounting for over 20 percent of the area's employment.

However, a leveling off of growth and employment expansion of
past years has occurred. The dampened economic outlook has slowed
consumer purchases as a result of the differences between personal
income and the inflation rate.

The construction industry suffered a downturn during 1981 and will
continue to be a cause for concern during 1982. Fewer large-scale
Dublic construction projects and the downturn in residential home-
buving markets have taken a toll on employment and construction.

The same high interest rates which have dampened business ex-
pansion, along with the inflationary price of housing, severely limits
construction opportunities, also affecting the finance, the insurance,
and the real estate markets.

In (rovernment, the recent hiring freeze, coupled with the tight
Maryland budget, has halted the government growth of the past. At
the same time the teachers are being laid off. there have been budget
cuts in CETA, the employment service, vocational rehabilitation, and
elimination of CETA public service employment program have com-
bined to half growth in government employment.

The service industry may prove relatively stable. Workers will still
be needed in the medical and health service related industries.

Also, the rapid growth rate of the travel and tourist industry is not
expected to show employment losses. People from the metropolitan
areas have foregone long, expensive vacations, substitution several
closer-to-home trips to the Eastern Shore's recreation areas.

The ever-increasing length of the tourist season and the desirability
of the short weekend trips may help to forestall employment losses
in the service industries.

Transportation, communication, and public utilities should show
steady employment through 1982. The need for these services is ever
present.

Also, trucking is the key industry to the Eastern Shore in moving
in both the majority of inbound and outbound goods.

Overall, the employment growth of the past slowed considerably
during 1981. It can be expected that the number of unemployed per-
sons will continue to be high, the number of persons filing unemploy-
ment insurance claims at the Maryland Employment Service office
has increased dramatically above this same time last year, especially
among blue-collar workers. At the same time, job openings listed at
the employment service office have shown significant declines.

We are currently in the period of our annual season unempT~loyment
problem. And in 1982, the area will be hit doubly hard with the un-
employment caused by the recession.

Normally. unemployment, peaks several months after a recession has
ended. So even if the recession ends next spring or summer, the un-
employment problem wvil persist beyond the recession, and by that
time we will be headed directly back into our wintertime unemiploy-
ment problem again.

The entire year of 1982 and beyond will present unemployment
problems for the Eastern Shore.

In addition to the seasonality and the recession. the unemployment
rate is affected by the number of new people entering the labor force,
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especially youth and women reentering the labor force who cannot
find jobs. The economy is just not growing enough to absorb these
new people into jobs.

For the short term and seasonal unemployment problems, my
agency will be processing unemployment insurance claims to help
forestall any economic devastation to the workers covered by the UI
law. However, many of these people will exhaust their current 26-week
limit of benefits. They'll be faced with dim job prospects, the loss of
income. They will be severely hard hit. And it will also present a
further economic loss to the area for the long term.

There has been witnessed a combined and renewed effort of economic
development for the area. The area did experience a healthy employ-
ment growth rate over the past decade.

With the strengthened economic developments that have been
undertaken, the area may show a long-term employment growth over
the coming decade. However, it's certain there will be no current em-
ployment growth and the unemployment problems will continue
through 1982 and beyond for the Eastern Shore area.

Senator SARBAN ES. Thank you very much, Mr. Barnes. That's a very
thoughtf ul analysis of the situation.

Frank Heintz announced yesterday major layoffs within his own
department because of the cutback in Federal support. Of course,
that comes at the very time that the burden on the department is
increasing because of the rising unemployment generally in the
economy.

Do you know yet what impact that will have on the operations of
the Employment Security Administration on the Shore?

Mr. BARNES. There will be a 35-percent reduction in the employment
service staff. I believe I heard on the radio that it was from 274 to 177.
There's a 41-percent reduction in the WIN program staff. I'm con-
cerned that my office will have problems delivering the service that
-we are mandated to provide.

Senator SARBANES. If someone comes in and files an unemployment
claini-in other words, someone has been laid off and now faces the
problem of hoiw to support himself and a family-how long does it
take before the first unemployment check arrives?

Mr. BARNES. Normally, it takes approximately 3 weeks.
Senator SAIRBANES. Three weeks?
Air. BARNES. Yes.
Now, we are trying to keep the staff, the people that process the

unemployment payments, the claims. I have a feeling that before
the year is out, our budget is going to be exhausted.

Senator SARIBANES. So, for the 3-week period, that person has some-
]how to find money somewhere to carry over in terms of just meeting
current expenses: is that rivrht?

Mr. BARNES. Yes, sir. And with the current long unemployment
lines, it's going to take longer.

Senator SARBANES. It's going to take longer is your expectation?
Mr. BARNES. Yes. sir.
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Senator SARBANES. Meanwhile, who in your office s being laid off?
The job counselors and the people who would be there to try to help
them find a job?

Mr. BARNES. These are the people that are there to assist them to find
another job. These are the people who are getting laid off.

Senator SARBANES. So that help is simply not going to be available
to them?

Mr. BARNES. We'll have a minimum staff.
Senator SARBANES. The other thing, of course, is that the adminis-

tration reduced the length of the unemployment period down to a base
period of 26 weeks.

AMl. BARNES. Yes, Sir.
Senator SARBANES. So once that is exhausted, there's no support.
Mr. BAR-ES. I asked the Ul expert yesterday if there was any chance

of us tacking onto that extended benefits period the additional 13
weeks. She says w.-e are currently nowhere close to that point. We are
still going to continue with the 26-week number.

Senator SARBANES. The retail trade, which you noted has become an
increasingly important sector throughout the economy-retail and
wholesale trades on the Shore-is dependent, is it not, on the manu-
facturing sectors. And if the agricultural sector goes soft, don't the
retail trades automatically go soft as well?

Mr. BARNES. Yes. Any employment expansion in retail trade is over.
There's also a tendency to hire two part-time workers to fill one full-
time job. While there may be a high number of OE's, they're not earn-
ing high wages.

Senator SARBANES. That was a point made to us in Cumberland on
Tuesday, that the layoffs are coming disproportionately in manufac-
turing, but the manufacturing workers are by and large the best paid
wage earners in the community. Therefore. Ihe ripple effect of their
being laid off is much greater than would be the case if the layoffs were
even proportionate through the working population or more concen-
trated toward the lower end of the income scale.

Mr. BARNES. It is mostly the blue collar workers who are laid off.
They come from manufacturing and construction. even though the
service industries are showing stable employment. By "service" I mean
hotels and restaurants. They don't earn high wages either.

Senator SARBANES. In a sense, given the location of the Shore. when
we go into a slowdown like this, in the short run, we get, paradoxically,
we benefit a little bit. I take it your point is that a lot of people who
otherwise would have planned long trips out of the nearby metro-
politan area can't afford them in this economic climate, and therefore
they take short trips, weekend trips or a few days, to the Shore. That
then helps to hold up our tourism as at a time of worsening economic
conditions.

Mr. BARNES. Yes, sir. It seems people are not willing to deprive
themselves of recreation time, so they substitute these weekend trips.

Senator SARBANES. We thank you very much for a very helpful
statement. We appreciate your coming.

If we could have Bob Cook and Mike Abercrombie and Charlie
Massey.
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STATEMENT OF CHARLES E. MASSEY, SOMERSET COUNTY ADMIN-
ISTRATOR, AND EXECUTIVE DIRECTOR, ECONOMIC DEVELOP-
MENT, SOMERSET COUNTY, MD.

Mr. MASSEY. Senator, it is a privilege to be here. I am the county
administrator of Somerset County, Charles E. Massey, also acting in
the capacity of the executive director of economic development.

As far as Somerset is concerned and how the recession is affecting
it. I guess you sum it up by saying, "In Somerset you take a bad
situation and make it even worse."

For a few minutes here, I'd like to give a picture of the depressed
situation which I'm sure you are aware of, Senator, within Somerset
County, one of the poorest in the State of Maryland. I pulled some
unemployment figures for a 9-month period, 1980 versus 1981. I'm
going to run through those because I think it paints a typical picture
of what's happening in this depressed county. A little later I'll get
into what we are trying to do ourselves, locally about that situation.

In January of 1980 the unemployment rate was 221/2 percent, and
in 1981, 271/2 percent. In February of 1980 it was 227/1o percent and
in 1981, 25%4/o percent. In March of 1980, 22 percent, and in 1981.
246/1o percent. In April of 1980 it was 166/1,A percent and in 1981, 19%o
percent. In May, 146/, percent in 1980 and in 1981, 2 1 5/o percent. In
June, 156/lo percent in 1980 and 157/jo percent in 1981. In July it
was 155/lo percent in 1980 and 147/lo percent in 1981. In August it
was 172/1o percent in 1980 and 18%3 percent in 1981. In September
it was 15%lo percent in 1980, followed by 141/2 percent in 1981. And
in October, it was 14 percent in 1980, followed by 137/1o percent in
1981.

That is the 10-month period. You can see that the 1981 figures in
three cases were lower and in some cases higher. The average for those
10 months, if you add those figures up for 1980, would be 18.98 per-
cent; and in 1981 it would be 19.58 percent.

That paints a typical problem with unemployment in Somerset
County. Now, let's take another look, which I think is a real indicator,
and look at the 1970 census when we had a recorded figure of 18.827
people. The 1980 census only shows 19,188. This is trulv an indication
we're losing our young people. Our population is getting older. The
ability for taxation is getting less.

So now, let me turn-I think those two facets paint the picture. Let
me turn to what we have done at the countv level, the local level, to
try to attack the position that I've just outlined. In July of 1980 the
Board of County Commissioners appointed a planning committee to
organize and recommend an aagressive economic development pro-
gram for our county, realizing that we were primarily agricultural
and seafood oriented. Both are reasonal in nature. We probablv can
look at figures such as I've given you and see some seasonal fluctations
that happened in July of 1980.

For the first time in this same time frame. the county budgeted the
largest amount of money for economic development in the history of
Somerset Countv. We moved from basically a $3,000 budgret to a
$30.000 budget. We hired a professional consultant, still realizing a
very bad situation, which was to assist with planning and the orga-
nization of our Economic Development Commission. As a matter of
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fact, we still have him on board assisting with this effort at the present
time.

In September of 1980 the commissioners passed a resolution on the
basis of recommendation of the planning committee, creating a 15-
member commission known as the Somerset County Economic Devel-
opment Commission, and a Committee of 100, which really exceeds 200
citizens of the countv.

Senator SARBANES. 111hen was that?
M r. MAssEY. That was in September of 1980.
Alembershlip on the economic development commission comes from

citizens of the county appointed by the board of County Commis-
sioners. The economic development commission has established a
$50,000 budget, yearly budget, that wve would need to try to answer
this service problem.

Forty percent of that budget is coming from the private sector: pri-
vate industry, citizens and individuals in that county are contributing
40 percent. Sixty percent is budgeted from the board of county com-
missioners. Hopefully, that can continue into the new fiscal year.

The economic development commission's efforts are being directed
to assist and expand existing industry, what few we have in the county,
as well as create an aggressive program of searching and trying to
locate new industry, industry that is compatible with what I just men-
tioned, agriculture-oriented, as well as seafood-oriented communities.

Senator, at the local level we have taken a real, bold step forward to
improve what is one of, I guess, the worst depressed areas in our
Nation and that's Somerset County. 'We will need both Federal and
State support to assist us in changing our economic situation.

In order to improve our economic posture, we realize that the Fed-
eral and State government must reduce spending and that a balanced
national budget can be an asset to any economic endeavor. Therefore,
in order to assist our local effort, we and the economic development
commission would particularly request that you and your committee
consider some of the following, if not all of the following steps:

One, retain the availability of the industrial revenue bonds as a tool
for local economic development. For the short time that I've outlined
that we've been into organizing ourselves for economic development,
we have already approved two industrial revenue bonds for two pres-
ently located companies within Somerset County. We need that tool.

When the need may arise, if in some way we could have the Army
Corps of Engineers available, probably both physically and finan-
cially for dredging of areas to accommodate what may be new water-
oriented industries. As you know we're in an area where we do have
water available, perhaps not in the depths that would be necessary, and
we will be searching for water-oriented industry as well.

Three, in some way provide economic development through some
Federal agency both for planning for economic development and pro-
viding for construction of support facilities to accommodate economic
development. For instance, we may locate a very worthwhile industry
but without the sewer and water that may be necessary for that indus-
try, we could have a bottleneck.

Four, support legislation that will assist, and this is the heart, that
will assist and start the national industries growing and expanding.
If those industries are not moving, it makes it very difficult for one
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subdivision to seek new industry with little expansion going forward.
And this one in particular, I might say, has been of the greatest

value to the county. *We have never used it in economic development
but it has been a great asset to the count+. That is revenue sharing. I
think without a doubt, it has proven that it takes less administration
to move these Federal dollars forward to the local government and it
has a history of a considerable number of years in that area.

We would say that in consideration of block grants, maybe they
need to take a look at how revenue sharing has been administered.
This won't be creating bureaucracies at either the Federal or State
level, to use up those needed dollars.

Senator, our depressed area, we feel, is organized locally to try to
proceed with expansion of light industry within Somerset County, to
improve our assessable base for this jurisdiction, lower that unem-
ployment rate we talked about, stop the outward migration of our
young people who must go to search for jobs, and improve the average
family income.

I don't have these figures from the recent census, but I'm sure they're
not improved in light of the information I've already introduced.

Yes, Senator, we just may need and probably will need some assist-
ance to move what we consider a bold local effort to improve a very
poor situation. Thank you.

Senator SARBANES. Thank you, sir, very much.
Mr. Abercrombie, please proceed.

STATEMENT OF MICHAEL G. ABERCROMBIE, PRESIDENT, CATO, INC.,
SALISBURY, MD.

Mr. ABERCROMBIE. Yes, sir. My name is Mike Abercrombie, president
of CATO, Inc., which is a local wholesaler and retailer of textile
products.

I have some general comments I'd like to address to the wholesale
trade and the retail trade in this area. One point that I would like to
make, which came up earlier already, has to do with Ocean City and
tourism in this area. It is a helpful buffer to some of the effects of the
recession but the effect can be highly localized.

And in Salisbury, as I'm sure you're going to hear in detail, the real
estate situation can be likened to a disaster but Ocean City is on the re-
bound, enjoying one of the best years they've ever enjoyed. Some of
that has contributed to construction activity at Ocean City, and it
does trickle back and help ease the situation for the firms that are
located in this area supplying services in that area. As far as retail
figures, I think they can be generally characterized as up to a degree for
the first three (ll-rters, ierhaTas level in the final quarter. Underlying
that are tremendous pressures on the margins and profitability of
firms that will be affected by this. It leaves the businessman in a char-
acteristic situation. He's got to reduce his costs.

Some of this, unfortunately, is the human element. It triggers lay-
offs and cutbacks in personnel. It also affects the discretionary spend-
ing they're able to do.

By and large the sentiment seems to be, it's no fun, it's tough, but
ve're going to make it through the situation. We can do it.
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Probably the major item other than concern about the sales, retail
sales was, you already noted when you have a recession you have a lay-
off of people and the income is not there to spend. Other than that, the
major item of concern is the inflation and the effects it has.

That's been much discussed over the years but it's an ongoing prob-
lem which in the presumption of the business community, has been
brought about by the Federal policies of spending and budget deficits
in Washington. When you generate inflation, you're going to trigger
in force high interest rates. In order to beat the inflation, so to speak,
you drive the interest rate up above that.

Small business is going to be dramatically affected by that, more so
than firms such as DuPont and Conoco. And the capital considerations
you've noted earlier, small business typically pays a higher rate. The
prime rate goes to the best, most credit worthy.

Small businesses are the ones that are starting out. They're more
risky. They're individual proprietorships and they have greater need
for capital, and they're more vulnerable because they're borrowing to
the hilt and their borrowing costs are typically tied to several points
over the prime and it floats. You run the prime up to 20 to 22 percent,
you find some of these people paying 25 percent for their money.

I think many times where that might be considered a loan shark-
type situation. The reason they're borrowing, to carry their receivables,
carry their inventories, is to capitalize the business and have it in there.
That is the major single item that the business community is concerned
about.

The recession brings on another worry, and that's in the area of bad
debt. We have Federal bankruptcy laws which were liberalized several
years ago. There has been much discussion over the merits of that. I
think the record shows that that there has been a rising, in fact a very
rapidly rising number of bankruptcies. That is a matter of great
concern.

Certainly it is difficult for people to have to make that decision, but
the circumstances surrounding personal bankruptcy have been liber-
alized to the point that it's becoming, not that "I'm going to try to dis-
charge my debts," but it's a real easy way out that will leave everybody
else holding the bag.

I know personally, in my own business, I've seen a great increase in
something that you virtually never saw. Now, they come through one
or two a month, almost routinely.

Again, small business does not have the sophistication or the amount
of time that a bank making a home loan would be, to check that out.
They're more vulnerable to being taken in that situation, or to be
affected in that situation of an individual being driven into personal
bankruptcy.

So, I'm just pointing out that the recessionary times and the pres-
sures are pushing more people to do that and the Federal laws, in fact,
are making it perhaps too easy to do that which then brings the effect
on small business, that the bad debt is soaring at the time they can least
afford it. That concern is expressed by a number of people.

So, perhaps as an overall summary, I would say that the greatest
concern is inflation. That is the problem. And the perception is that
Government spending and the consequent borrowing to cover the debts
is the cause.
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The various steps taken in 1981, the Economic Recovery Act, is
viewed as a step forward, but these are difficult times and you certainly
can't get into the siutation that the country got into, to get out of it
overnight with no pain and anguish.

By and large we would say we think we're heading in the right
direction. It's just difficult and it's going to be difficult and we hope
that the Federal Government is not going to simply say, well, we have
a problem, drop it, and go radically in another direction and throw
away the gains that we pel'llaps have reached at this point, trying to
control inflation which will bring the interest rates down.

Thank you.
Senator SARBANES. Mr. Cook, please proceed.

STATEMENT OF ROBERT W. COOK, DIRECTOR, GREATER SALISBURY
COMMITTEE, INC., SALISBURY, MD.

Mr. COOK. Thank you, Senator. I have copies of my prepared state-
ment available. A couple of brochures accompanying that are being
distributed.

Senator SARBANES. You can either read it in full, abridge it, or do
what you wish, sir.

Mr. CooK. I'll go through it, but try and summarize and shorten it
up a little.

For the record, my name is Robert Al. Cook. I am director of the
Greater Salisbury Committee, an organization governed and funded
by 55 of the top business leaders in the community. They try to
identify problems of the community and region and help find good
solutions to these. This organization has served the community for
nearly 15 years.

I also serve as chairman of the private industry council which serves
the nine counties of the Eastern Shore and the three in southern
Maryland. This is an organization established under the CETA
amendments of 1978. The council was appointed by the Governor.
The responsibilities of the private industry council, or PIC, are to
seek new and better ways to train economically disadvantaged people
and find them permanent. productive jobs in private business.

One of the spinoffs of both the efforts of the Greater Salisbury
Committee and the private industry council is the Chesapeake County
Economic Development Corporation, a new organization which has
as its responsibility the creation of a regional identity for the 12
count-es surrounding the bay on the Eastern Shore and southern
Maryland, and by selling that new regional identity in the worldwide
marketplace in order to attract new business and industry to the
region, thereby expanding job opportunities and improving the
quality of life for all the people. Like -Mr. Massey said earlier, the
need is great.

I intended to start my statement today by reviewing the unemploy-
ment data of the counties in this area, but the unemployment data
which I obtained from the Employment Security Administration in
my judgment, grossly understates the level of unemployment for the
region. Just for example, the unemployment rates shown for Wicomico
County are virtually unchanged from November 1980 to 1981 and my
observations and commonsense tell me that the state of the economy
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and the level of unemployment is far more severe now than it was a
year ago.

I think the figures that Charles Massey used in his statement of 20
percent plus are appropriate for some of the surrounding counties
and certainly I think Wicomico County's situation is much worse than
the data would indicate.

I have not had the opportunity to research what to me is an obvious
discrepancy, but I don't believe any useful purpose can be served
by understanding the level of unemployment or the gravity of the
economic situation. Accurate data are required to make sound judg-
ments and decisions to find proper remedies to alleviate these high
levels. To understate can only lead to complacency, which can result
in wrong solutions.

I am an economist. I don't know whether I should admit that in
these times, but I am one. Maybe that's why I'm particularly sus-
picious of the data. And this is no reflection on Mr. Barnes, of whom
I share a very high opinion as an analyst here in the area.

Having concluded that the economic conditions and levels of unem-
ployment are much worse than indicated, the remainder of my state-
ment will address ways in which these organizations that I'm con-
nected with are attempting to help solve the problems.

Before doing so, I believe it must be said that the very serious eco-
nomic problems are national in nature. And while we are regional
organizations can attempt to solve our own problems, it's not likely
that we can meet with complete success until the national economy
takes an upward turn. And these national problems of a continuing
decline in productivity, with a consequent loss of jobs to foreign na-
tions who are having improved productivity levels, the conquering of
inflation, the reduction of high interest rates, the high levels of dis-
saving, and an invasion of capital by small firms, like Mike has been
talking about here, is taking place all over the place.

And the pressures on the credit markets and monetary institutions
by the Federal Government and their large borrowing is causing a
severe problem and driving business out of the marketplace for the
reasons Mike previously mentioned.

Having recognized that the strength of the local and regional
economies is dependent on national conditions, let me emphatically
state that I believe it is vitally important that every effort be con-
tinned at the local and regional levels to devise new and better means
of helping to improve economic conditions through manpower train-
ing I)rogramns. education, productivity improvement efforts. manage-
ment improvement methods, and a host of methods which can be
initiated either by local governmental bodies or by private sector
leadership, but which I believe are much more effective if conceived
and implemented by government and business working as a team.

I mentioned earlier the Greater Salisbury Committee is a private.
nonprofit corporation which attempts to identify problems in the
community. The presidents or other chief executives making up this
conimnittee represent. directly or indirectly, about 80 percent of the
imlior employers in this area, in this community.

These business leaders stated. in a carefully designed survev last
vear. that the most serious problem confronting the community is
the area's economy. Having identified the state of the economy as

95-758 0 - 82 - 14
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this most critical problem, the committee determined that the best
approach was not a community-level or even a county approach, but
a regional economic development approach.

We began holding a series of meetings with business leaders and
economic development officials-like Charles at the table here-from
a number of counties in the Eastern Shore region. This attempt to
create a multi-county, regional body, with the Greater Salisbury's
Committee serving as the catalyst, was first viewed with suspicion but
soon received an enthusiastic endorsement from all the counties.

At the same time that this was taking place, the private industry
council which serves these 12 counties decided-in a very frustrated
way, we decided it was futile to conduct training programs for un-
employed people when there were no jobs in sight for those people.
It's a very demoralizing thing to train for a job when there isn't one.
And, by the way, both the private industry council and other CETA
agencies in this area are conducting outstanding training programs
in conjunction with our community colleges, public schools, and skill
centers.

So that private industrv council, with the cooperation of the
Greater Salisbury Committee, established and provided this initial
funding for this Chesapeake Country, which you have a brochure
about.

Incidentally, you have a brochure describing the private industry
council as well. We created this as an activity which was authorized
as an employment-generating activity under the CETA Act.

As I stated earlier, our ultimate goal is to create new jobs and a
stronger economy, which, in turn, improves the quality of life for
the people in this region.

Our means of accomplishing this are, first, to create a regional iden-
tity by capitalizing on the well-known name of "Chesapeake," which
has been enhanced in no small way by Michener's book. Having estab-
lished an identity like that, we are then attempting to sell Chesapeake
Country as a good place to locate business and industry, and we plan
to sell it in the world marketplace.

Third, we plan to enhance and assist the efforts of the county eco-
nomic development agencies throughout the 12-county region by a
marketing effort which would be difficult or impossible for them to
achieve as individual counties and by helping people like Charles
Massey in the other counties to improve and professionalize their own
county development efforts.

The initial funding for Chesapeake Country was provided by the
private industry council, but the reaction from business and local and
State governments has been very enthusiastic. As a matter of fact, a
lot of our new private funds have already started coming into our
coffers, and we've recruited the chairman of the board of one of our
largest corporations in the region to serve as the budget and finance
chairman to help raise the funds.

We believe that Chesapeake Country will obtain the necessary funds
from a variety of private as well as public sources to continue its
efforts as long as necessary, even thouirll Federal funding to the pri-
vate industry council muight discontinue, althomgh that would be
unfortunate, I believe. In fact, we at the private industry council have
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made it a top priority to seek ways to continue as many of our valuable
employment and training and job-generating programs in the future.

Even though Federal funding might cease or be drastically reduced,
we believe the work of the private industry council and the innovative
ways we have found to improve the employment and training situa-
tions are absolutely essential and must be continued in order to provide
job opportunities and to train and educate people to meet those
opportunities.

We don't know where the funds are going to come from yet, but
we're going to make every effort possible to keep these programs going.

I have mentioned the private industry council has initiated a num-
ber of innovative training and employment programs, and so far the
only one I've described is Chesapeake Country. But I would like to
tell you a bit about some of the other programs we believe are
exemplary.

Incidentally, the private industry council, as you mentioned, Sena-
tor, has been recognized on two or three occasions for its superior per-
formance and has been cited as one of the best PIC's in the United
States by the Department of Labor.

But in something of a chronological sequence. the first thing our
PIC did was to mount a massive effort to win the business community
over and convince them that CETA was a four-letter word, as For-
tune magazine said several years ago, that four-letter word, in our
territory at least, is good.

I'm confining my remarks to the training aspects of CETA and not
the now-expired public service employment or income maintenance
programs. I believe very strongly that if such programs become nec-
essary they should be governed under completely different, separate
laws than the training and employment aspects.

Businessmen understand and relate to training for jobs and are sym-
pathetic to that. On the other hand, the public service employment, no
matter how necessary it might become in a very severe economic time,
is a program that business tends to view as a giveaway program. Con-
sequently, it is universally unpopular in the business community. To
mix the two almost inevitably results in hurting the training and em-
ployment efforts in private business and industry.

To return to the programs of our private industry council, our sec-
ond step was to establish a business counselor program. To be a busi-
nes counselor in our private industry council, you must have been a
business executive, either the president, owner, or other senior execu-
tive of some firm.

All of our business counselors are retired company presidents who
work for a fraction of what they're really worth and who have worked
for large corporations or owned their own firms. Each of these busi-
ness counselors fills a number of needs:

First, they have the ability to reach and communicate with the top
executives in our business and industry. In this way, they bridge the
gap between the CETA training programs and the businessman.

As experience(l lilc ess e'-peitives. outr counselors do provide advice
and help solve problems of the businessmen in the region. If more ex-
p2rtise is needed, we have a working relationship with the SCORE
chapter, the Service Corps of Retired Executives, or we actually have
gone out and employed other retired people to serve as consultants.
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In a number of cases, our counselors have made recommendations
which have resulted in savings or earnings to the firm of millions of
dollars, which, of course, leads to a more viable firm, a stronger econ-
omy, and ultimately more jobs.

Our business counselors are also salesmen for on-the-job training
programs and the targeted Jobs' tax credit profprams, as well as other
programs which we have de'vised, which we believe will help the local
businessman and strengthen the economy in this region.

One of these new programs which we have advocated is a productiv-
ity awareness and improvement program. Our business counselors
help sell this program in this region. As a result we have, with the help
of the Maryland Center for Productivity and the Quality of Working
Life, sponsored more than 40 seminars which have reached over 600
people to convince them of the importance of productivity improve-
ment and tell them how to start a productivity program in their own
firm.

We have only three business counselors, one for the lower shore, one
for the upper shore, and one for southern Maarvland. These counselors
serve under the direction of the PIC executive director, who is also a
retired company president; and they have made over 2,100 visits to
business firms in our area in the little more than 2 years they've been
working and have placed over 600 economically disadvantaged people
in permanent and productive jobs in private business in these adverse
times. I think that's remarkable.

Another program which has met with marked success is something
we call our preemployment training prog-ram. This is a highly struc-
tured and carefully disciplined program of 6 weeks which we operate
at four points, three community colleges, at the CETA Skill Center in
Snow Hill, Md.

The object is motivational and attitudinal training. not specific
skills. We take people in who were considered unemlployal)le. After an
intensive nionthlon- trainini- pro-ram, they go to job practice with a
real employer, under real working conditions, for further evaluation
and experience. The employer is not required to keep them, only
evaluate them. But remarkably, this mrogram has resulted in a 50-per-
cent placement rate for people who have never previously held a job
in their life. In these difficult times, we believe this is a remarkable
success record. This program, by the way. is being studied and emula-
ated by a number of communities in the United States.

We are developin . in conjunction with our Maryland State Depart-
ment of Vocational Education and local school districts, entrepreneur-
ship programs in which experienced business people go into classrooms
and discuss various facets of the American economy. This has met with
marked success on a pilot basis. and we Dlan to expand it thloughout
the 12-county region.

Another part of our entrepreneurship progtram includes a nonprofit
foundation which will work with the vocational centers in the area to
give students an opnortunitv to do all those things involved in build-
ing, selling, and desiznin~ra house.

Members of the business community serve as advisers in each of
these phases, but the students do all the work and learn reallv how
thin gs are carried in enterprise.
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We're experimenting in a similar way with rebuilding automobiles
and selling them at low cost to poor families to provide transportation
to work.

I mentioned earlier we have a number of skilled training programs.
Perhaps the most sophisticated of these is a machine tool program
operated by Wor Wic Tech Community College here in Salisbury to
meet not only a local crisis but a national crisis for highly skilled
machine tool people.

We believe it is essential that efficient and productive training and
employment programs be continued in spite of the difficult economic
times. Perhaps it is more essential and more timely than ever to con-
tinue to improve work skills during the depth of this most severe reces-
sion. At least by doing that we will equip people with skills they didn't
previously have so they can move into the job market and become a
productive member of the labor force when economic conditions
permit.

I hope that Congress will recognize the vital importance of business
participation and leadership in any employment and training program
which may be enacted next year. After all, 80 percent of the jobs in
the private business world, and it is only natural that the business
community would want a voice in carrying out training and employ-
ment policies which affect their business.

If would be tragic to create a Government agency and program to
attempt to carry out these goals which did not promote close coordina-
tion and team work between government at all levels and the business
community.

Thank you for the opportunity, Senator.
Senator SARBANES. Thank you, Mr. Cook.
Gentlemen, I thank all of you for some very helpful testimony.
Mr. Cook, I am eagrer to get into the record something about the

work of the Private Industry Council in this region. because it has
been recognized as one of the very best in the country. I think spelling
out some of these programs is important.

I wanted to ask whether you have done any follow-up on the 600
economically disadvantaged people to see how they have worked out
over time?

Mr. COOK. Those are the ones that are still in place, Senator. That
is the number who, as of right now, are still in those jobs.

Senator SARBANTFS. *What do the employers say about their
performance?

Mr. B3ARNES. Generallv, they are more than satisfactory. They're
very pleased with what's happening, particularly those who come
throuhli that pre-emplovment training program.

Senator SARBANrS. That's the program where you are trying to
change attitudes and motivation there; is that right?

Mr. COOK. The importance of being to work on time, courtesy, neat-
ness, right down to the basics of good behivior. to he a good worker.
Emplovers think that's vital. Thev are telling us: "W11e'd rather have
someone of that profrram and train them to the skill ourselves than
have someone with skill training who doesn't know the importance of
this kind of work and job discipline."
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Senator SARBANES. Let me ask you this: You make the point that it's
perhaps more essential and more timely now than ever to continue to
improve work skills as we move into this recession. How difficult is it to
get people to appreciate the need to do that when they're in an environ-
ment where people are losing jobs and they don't see any work being
immediately available?

In other words, you've got to have an ability to sort of look ahead,
to be highly motivated in that circumstance. How much of a problem
is that?

Mr. Coox. Well, Senator-you probably know this-there are Euro-
pean countries who have a model that we could look at. When they have
a downturn and a high unemployment rate, instead of paying an in-
(lividual unemployment compensation to sit at home, he stays right in
that plant and that unemployment compensation is paid out through
the firm, and the firm shifts from producing goods to upgrading skills.

I think that's a situation we might look at as something we could do.
Don't just waste our time and that unemployment money by having
p-oole doing nothing. Have them do something which will enhance
their skills and upgrade them and get them ready when the situation
turns upward so they can be more productive and move into a better
job.

Senator SARBANES. That's a very helpful suggestion.
Charles, let me ask you this question-and also Bob-what is the

working relationship with the Maryland State Department of Eco-
nomic Development that your "Committee of 100" and others are
engaged with and the Chesapeake Country Economic Development
Corp. ?

Mr. MASSEY. I think probably in our case, not being fully organized,
in my opinion, for economic development, we probably weren't orga-
nized well enough to take advantage of the State's help in bringing
prospects through, as we should have been.

I think Bob will elaborate on that, when you move from Somerset,
that you may find that the shore itself was being looked over at some
time with prospects. Maybe Bob would want to elaborate on that.

Mr. Coox. I've heard that to be true. But to speak directly to the
relationship of our new Chesapeake Country-of which Charles is an
enthusiastic member. I might add-the Secretary of the Department
of Economic Development, Jim Robertson, has been extremely sup-
portive.

We had a big kickoff meeting in Easton less than a month ago. He
Nvas on the platform with us, and be made some very, very strong state-
ments of support. And I've got them on tape.

Mr. MASSEY. I would say one thing. Senator. With respect to assist-
ance from a State department to existing industry in the county, we
found them more helpful in that area, maybe because we weren't well
organized to receive new prospects.

Senator SARBANES. I think sometimes there's a tendency in economic
development to think of it too much in terms of getting new people
and not enough in terms of helping the employers you already have
to expand. I've had testimony from some existing employers who feel
that if not discriminated against, they are sort of overlooked in this
economic development thing. They say, we've been here; we've been
providing jobs; we're ready to do more, but everyone seems to be
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racing around the countryside trying to find a new person to come in.
Obviously there are two sides to that point.

Air. COOK. Our State does a good job on that though, Senator.
Senator SARBANES. With existing employers?
Mri. COOK. Yes, sir. They have an office of business liaison and they

have field people. They've got one-two on the Eastern Shore, one in
Southern 1Maryland. and these people call on business on a regular
basis and provide them advice and help and avenues for financing.
And these are with existing businesses.

I'd like to get in the record, too, one other agency that I think is
outstanding in this State and the cooperation is really good; that is
the State Training and Employment Office, which comes under Buzzy
Hladelman and their director, a guy by the name of Jim Callahan,
the State director of training and employment, and very innovative
and a tremendous person who just breaks down that barrier of bureau-
cratic versus business. We have a very wonderful working relation-
ship. That's one of the reasons our PIC is so successful, whereas
throtughl much of the United States those prime sponsors and the
private business people who make up the private industry councils are
butting heads all the time. We overcame that very early.

Senator SARBANES. I think that's very important. I'm coming more
and more to the view that the antagonism that seems to prevail in
a lot of the relationship between labor and management and business
is something we just can't afford any more in this country. If you look
at other countries and what they seem to be doing successfully, one is
working out a partnership amongst those three elements. They don't
regard one another as the enemy, and they're prepared to sit down
around a table and just figure out practically how to solve a problem.
We always used to be pragmatic and practical in this country. Now we
seem to get caught up in fixed ideological views about things.

Mike, let me ask you about bankruptcy declarations. You say now
that you find people taking individual bankruptcy almost as a matter
of course in some instances?

AMr. ABERcRomBIE. Yes. In fact, Senator, it was remarked to me that
we're running into cases where you put pressure on a debtor that
you're behind, that you're past the terms agreed. you have to get this
paid, and he uses the bankruptcy as a threat to get you to back off. It's
one of the situations-it's a tradeoff, but there is a widely prevailing
view that the pendulum has gone so far in favor of the debtor that it's
out of balance. You can look at the statistics, and it's just an alarming
rate of increase, and there aren't that many stigmas andl penalties asso-
ciated with it. And it's too easy just to walk away from your
obligations.

Senator SARBANES. I also wanted to say that it seems to me that the
high interest rates put in place to help check inflation are, in fact, hav-
ing the opposite effect. Now I know this is a fine line, and I don't antic-
ipate interest rates so low that we would simply be opening up the
floodgates, but it seems to me we're at such a high level that a couple of
things are happening. One, the high cost is obviously passed on and
becomes another factor in price increases and, therefore, in inflation.
Two, and perhaps more important. the high interest rates are stifling
economic activity and, therefore, contributing to the recession and
worsening unemployment.
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The deficit then automatically goes up markedly. Each 1 point rise
in the unemployment rate nationally means about $25 billion in Fed-
eral deficit, about $19 billion or $20 billion in lost taxes. Those people
are simply sitting idle; they are no longer earning and another $5 bil-
lion or $6 billion in payments go out of the Treasury to support them,
in the form of unemployment or medical care or whatever the various
programs are that serve to keep them and their families afloat. We
don't want interest rates so low that vou're triggering excessive eco-
nomic activity and fueling the fires of inflation, but on the other hand,
there is a point where they're so high that economic activity is so
dampened down that we have a recession. Then many of the problems
we've been trying to address get wvorse, not better.

That's been my view about the current situation wve're in. The other
point goes back to Bob Cook's testimony about making some distinc-
tions and judgments about Federal programs. I think we need to prune
the tree. I don't think we want to tear it up by its roots. And that
requires looking carefully. Charles made the same point. You have a
list of recommendations here, some of wvlhich require the Government
to be prepared to spend some money in order to move things along.
What you've got to do, though, is look carefully at what program
you're talking about. If you get a good proiect and you need the corps
to dredge it, just as you did here with the Wicomico River, the private
sector can't move forward if the corps didn't come and do what it was
supposed to do.

The IRB's are now under some attack, as you know. I think there
have been some abuses, frankly.

Mr. MASSEY. That's probably the case.
Senator SARBANES. I'm not for throwing the program out. It's been

used, for instance, by some communities for retail outlets. which
weren't needed. In those cases thev're just getting a windfall. That dis-
credits the program for the kind of use that you and others want to
make of it.

Gentlemen, we thank you very much. It's very helpful testimony.
We appreciate it.

Mayor Clarke, we're delighted to see you and to have you here.
Ladies and gentlemen, we're ready to hear from you in whatever order
you care to go, so please proceed.

STATEMENT OF HON. J. DAWSON CLARKE, MAYOR, POCOMOKE CITY,
MD., ACCOMPANIED BY RUSSELL BLAKE, ADMINISTRATOR

Mayor CLARKE. My name is J. I)awson Clarke, mayor of the city
of Pocomoke City. We thank you very much for the opportunity to
present this statement concerning the effects of the current economic
recession on the city of Pocomoke City. Md.. its residents. businesses,
and industries. Pocomoke City is a full service, independent commu-
nity of approximately 3.800 1)eople on the lower Eastern Shore. As
you probably know, we're only 5 miles above the Virginia line. The
town's economy is diversified with major industrial emnloyers such as
the Campbell Soup Co. and the Chesapeake Plywood Co.. and over
100 small to large commercial businesses engaged in retailing and
services.
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Recent statistics indicate that the unemployment rate in and around
Pocomoke City has averaged 16.06 percent over the past year and is
increasing. In the past few months, we have seen many signs of the
recession in Pocomoke City, including the following: Reduction-in-
force of the Campbell Soup plant due to reduced product sales. In
other words, late last summer, they closed this plant for 3 weeks. One
week the employees received their pay, the other 2 weeks they did not
get paid. Reduction-in-force at the Chesapeake Plywood Co. due to
slowdowns in the construction industry. Who needs plywood if they're
not doing any building, due to the high price of money? Drastic re-
duction in the number of building permits issued for new homes or
businesses, due to the high interest rates. Failures and closing of
several small and large businesses, including a downtown printing
shop, gun repair and sale shop, a pizza restaurant, a chain drugstore,
the A&P supermarket, and a wood stove sales center.

I might add, Senator, I've lived in Pocomoke City 54 years. There's
always been an A&P store, but as of today, they are holding a going-
out-of-business sale. We will no longer have one.

Increased numbers of applications for city jobs. They're coming in
every week, and a decrease in income tax revenues returned to the city
by the State. Increased requests for section 8 housing. Rental subsidy
applications. Increased number of delinquent water and sewer utility
bills. Increased incidence of thefts and breaking and entering crimes,
and this has increased more recently than ever before. Delays in pay-
ments of property taxes from local property owners.

To correct these problems, the mayor and council have increased
their commitment to stimulate and promote economic development in
many ways over the past few years. One of their earliest decisions was
to acquire and develop vacant industrial property on Broad Street, to
be able to compete with other areas in attracting new industry. Using
funds from HUD's Community Development block grant program, the
Economic Development Administration, Worcester County General
Revenue Sharing, the State of Maryland, and local sources, the city
has acquired over 65 acres of ideally located property. constructed
water and sewer lines, a new water tower, access road, railroad siding,
public loading dock for rail shipments and a 15,000-square foot indus-
trial building. We have also annexed the entire 65-acre industrial area,
including nearby property already owned by the city, and cleared two
other wooded sites for subsequent industrial development.

In 1981, the city was awarded another grant by CDBG to subsidize
high interest rates and thus provide additional incentive for new
industry to locate in the city shell building. In late 1981. these efforts
paid off when the city signed a 5-year lease agreement for the use of
the building by Bill Muller-The Toymaker, Inc. Mr. Muller, who
will also testify before you in just a moment, plans to employ up to
60 persons in his wooden toy manufacturingi shop within the next
2 years. I might say, if you look at national television, you've seen him
manv times, including a spot on the "Real People" show.

Although this is not a large number of jobs that this gentleman will
be offering, the city is hopeful that other industries will follow Mr.
Muller's lead and locate in Pocomoke City. In fact, Senator, we have
the rest of this industrial park, whereby we are offering an acre of
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land at $4,000, including sewer and water on-site-that's to the first
applicant.

The new industry will help to reduce unemployment; diversify and
stimulate our local economy and general additional tax revenues for
the city, State and Federal governments; however, it is clear that with-
out Federal assistance to the city for industrial park development, this
industry would have located elsewhere, as Mi. Muller will tell you
in just a moment.

Another major commitment bv the mayor and council was to stimu-
late the economy of the downtow+n business district, in order to reduce
the number of vacant storefronts and maintain the viability of the
heart of the city in competition with other area shopping centers. I
am sure that you have heard all around the shore and across the coun-
try the trouble that towns and cities are having with the downtown
shopping areas.

To accomplish these objectives, the city has removed all downtown
parking meters, constructed new parking lots and planted sidewalk
trees in the sidewalk and minipark landscaping. Plans this year call
for additional landscapping, pedestrial level lighting, brick walk-
ways, and downtown street resurfacing, all funded by a development
grant from HUD.

The other major element of this program is the unique 6-percent
interest subsidy incentive for new or expanding businesses in the down-
town area. Pocomoke was lucky enough to offer the 6 percent. Since
these funds were approved 5 months ago, two new businesses have
taken advantage of this program and announced the opening of a new
office machines business in January 1981 and a new shoe store coming
in July. Both businesses have stated that they would not have opened
new businesses at this time at prevailing interest rates for bank loans
of up to 20 percent. So they took advantage of our 6-percent subsidy;
however, with the city subsidizing the interest rate down to 6 percent,
they decided to take the risk and open these businesses in two vacant
downtown buildings. There are still several vacant storefronts in
Poconmoke City's downtown area, but we are hopeful that our innova-
tive efforts will result in additional new businesses downtown.

In Pocomoke City e'nd the immediate area, the current economic
downturn and record high interest rates have resulted in unemploy-
ment rates up to twice the State average and have contributed to the
failure of several businesses of various sizes.

On the positive side, our communitv's economy is diverse enough so
that it will still be healthy despite these setbacks. We have recently
seen such developments as the construction of a new Pizza Hut, the
major expansion and relocation of an auto parts distribution outlet,
construction of 28 new apartments now underway, right at this mo-
ment, foundations are being laid, two new businesses in the downtown
area and the first industry in our industrial park.

We also understand that the Navy will soon expand its operations
at nearby Wallops Island Flight Center, which would be very bene-
ficial to our economy. Senator, I might add, we'll probably need your
help, because this is a high priority. The Congress has got to give the
word "go." It's been told to us that within the next 5 years about 200
Navy people would move into our area, if this goes through.
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It is ouI opinion that economic development in the near future can
be stimulated and encouraged by an effective partnership between the
Federal Government, cities, and private enterprise for the mutual
benefit of all. As you were talking about, over in Europe and the for-
eign countries, they have done such things. To that end, we would en-
courage your support for the continuation of such successful programs
as I UD CDBG and the UDAG programs, EDA,. general revenue shar-
insr. and GNAMA-assisted mortgages.

Thank you very much for the opportunity today to present this
statement to the subcommittee, and we have Mr. Afuller, the "Toy-
maker" here, who at the present time has a small factory on route 13,
south of Pocomoke City in Accomack County, Va. And why is he
coming to Pocomoke City? You'll have to let Mr. Muller tell you.

Senator SARBANES. Mr. and Mrs. Muller, we're delighted to have
you with us, and we're anxious to hear from you. Ralph Waldo Emer-
son, I think it was, once said that if you build a better mousetrap,
people will beat their way to your door. I think you're toy business
is proof of Emerson's observation. People are, indeed, beating their
way to your door. We've been delighted to hear from you.

TESTIMONY OF BILL AND ANN MULLER, BILL MULLER-THE TOY-
MAKER, INC., OAK HILL, VA.

Mrs. MULLER. I'll do the talking for the family. He interrupts a lot.
[Laughter.]

Senator SARBANES. That's like my family.
Mrs. MULLER. I feel out of place here. I can explain an awful lot

about wooden toys, but I don't know an awful lot about what we're
talking about today, except what I know from personal experience.

Mr. MULLER. Please don't mention those percentages, will you?
Mrs. MULLER. We were looking at industrial park property in Ac-

comack County, Va., where we're now located, then we were told of
the Pocomoke City industrial park. That just happens to be a sample
of what we make. And we went up. There was a shell building, 14,400
square feet, to be exact. We got total cooperation from Mayor Clarke,
from Mr. Blake and the city council. The building came with the
subsidized interest loan, which was a big factor in our deciding to
take the building, because of the high rate of interest. At least in
Virginia, the expansion loan would have run at least any place from
18.5 to 20 percent. We just felt we were a small business, growing fast.
but we couldn't afford to pay that kind of money for money.

As I sav, we had absolute total cooperation from the city of Poco-
moke and from everybody involved. Granted. we are not in our nice,
pretty great big new building yet, but we're working on it. The target
date looks to be about March 15.

All of this sounds real great, except for a few things that aren't so
great. We've had over 400 applications for jobs, and initially when
we first move in, we will have to take some of our key personnel, and
maximum. we will have, say, 25 jobs openings. We have been ap-
proached by the Vrirginia Employment Commission, the Maryland
Employment Commission. the Marvland Rehab Commission, the on-
the-job training people and representatives from about three minority
groups, as to who and how many we're going to hire.
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That's an awful lot of people. We get resumes in the mail as well,
from phone calls from people personally, from people who are willing
to work in a shop, in a woodshop, who have degrees in engineering.
There's a manual arts teacher right there from this city, who, because
of school cutbacks, needs a job. We hire mainly women, not that we
discriminate, it's just that women have an easier touch, and they also
don't get as bored as men on repetitious jobs like sanding and drilling.

Mr. MULLER. They're prettier, too.
Mrs. MULLER. And a lot of our women-we call them girls, most of

them are under 30-have children, and most of them don't have a hus-
band. And with the cutback in ADC funds, most of them have to have
two jobs now. It's winter. They have to pay rent and buy fuel, and on
one salary it's a choice of whether you keep the house warm or whether
you eat.

Mayor CLARKE. Would you tell the Senator what the woman said to
you ?

Mrs. MULLER. An elderly colored woman who lives in the neighbor-
hood-she doesn't work for us, but she comes in every so often and
maybe somebody will have a little odd job for her to do or-she takes
in ironing, and this and that. She got her-her medicare was cut, and
her social security-they call it the Gold Check. She lost that. She
didn't have money enough to buy oil, and she was breaking up her
furniture and putting it in the wood stove in order to stay warm. And
this day it was 5°.

Mr. MULLER. This is only one case.
Mrs. MULLER. And that night on the radio we heard about the ter-

rible tragedy of people snowbound in California who were having to
burn their furniture to keep warm until they were rescued. Who's
going to rescue this woman? There's nobody coming with dogsleds or
anything else.

As I say, the title 20 funds were cut that was subsidizing the baby-
sitting programs. Some of our girls have to pay as much as $40 and $50
a week for a babysitter. That's maybe two-thirds, not two-thirds,
mavbe a third of their income or a little bit more.

What we're noticing, as I say, we're getting approached by everyone
to make more jobs. and we're feeling the recession, too. Onr business
has increased considerably. We not only manufacture, we wholesale. as
well as we sell retail. We have seen a very definite trend of the retail,
not falling off, but the character of our retail business changing, par-
ticularly with the summer tourists. Where a family would buy three
$10 toys, last summer they still bought three toys. but they would buy
three $5 toys. It just so happens that our wholesale is picking up,
which is the reason we need larger quarters. We're also going to
expand the line and diversify the line more, which we have not in the
past had room for. And hopefully, we will be able to create as many
jobs as people come knocking on the door for. But we couldn't do this
without the building and the cooperation of the citv of Pocomoke and
the interest-free money.

You have to be an idealist to be a toymaker. and what my husband is
beatinu me on the arm about, we have little or no dav care. We don't
have a dav-care center. There are one or two private day care in this
sector. taking a page out of. I think. Olivetti in Italy and Japan also
does it. Bill's dream-I'm not saying we're going to do it, we would
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like to do it-is to set up a day-care center in the building, so that the
women that work for us could know that their children were being
taken care of on a nominal-fee basis. And they could be with their
children.

Mr. MULLER. It makes a big difference in a woman's mind.
Senator SARBANES. It sure does. That's the kind of program there

ought to be some public money for, Federal money to help you on, I
think. You say they're doing it in other countries?

Mrs. MULLER. They'd doing it in other countries; it works. A woman
is much happier if she knows-OK, so maybe the baby had a little
bit of a cough in the morning, well, instead of calling her babysitter
20 times, if the day-care center is right there, she can go and check
on the baby herself.

Mr. MULLER. You wouldn't believe how we run our business.
Senator SARBANES. No, I believe it. I've heard about it. [Laughter.]
Mr. MULLER. We're not always happy, but we're still a family.
Mrs. MULTLER. It's not a Pollyanna thing. We happen to care very

much for the people who work for us and for their families. If we
didn't, we couldn't build toys.

Mr. MULLER. We couldn't do it. We want to help everybody. Some-
times we do, I think.

Mrs. MULLER. And I think that covers all the points. We miss the
CETA program quite a bit, because that kept a lot of our people
working, but CETA funds were totally cut off in northern Accomack
and the shore and almost everyplace else. So-

Senator SARBANES. Mr. Muller, did you want to add anything?
Mr. MULLER. No. I have a question, Senator.
Mr. Reagan, who is our President, and I respect him just for that,

that's all. Why did he get in there and say he's going to cut taxes, and
he's going to balance the budget? I personally think he can forget
about that. Why does he keep picking on the working man and the
poor people and the kids? W1hy don't he get on the rich man?

Senator SARBANES. I've been asking the same question myself. I
think that's a good question. You know, we've had tax cuts for the oil
companies and for the very wealthy. We're cutting programs, some
of which should be trimmed, but some of which go to help people who
really need it, to make them more productive. This building you're
moving into would never have been there if it hadn't been for the
Federal ED)A program to help make it possible. I've worked closely
with the officials of Pocomoke to help bring it about, and that's a wvay
of moving the country forward. All of that's being set back.

Mr. MULLER. He keeps cutting all this stuff, putting people out of
work, and they don't pay taxes. What are we going to use for money?

Senator SARBANEs. That's right. I think you're asking a funda-
mental question.

MaYor CLARKE. Senator, I always thought prosperity meant every-
body having a job and a pay check to pay their bills. One President
I remember years ago, said "a chicken in every pot" and "a car in
every garage." I remember that well. So you have the CCC camps,
the WPA. and we had CETA, which was a good program. It's taken
advantage of, yes. but you've got to put these people to work. Instead
of that. we're working in the opposite way. We're putting people out
of work.
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Senator SARIBANES. That's right.
Mayor CLAREIU. After the 26 weeks which you spoke about awhile

efro, what's going to happen? How are they going to eat? How are
they going to pay for this heat? I don't know.

Senator SARBANES. I want to thank you all for your testimony.
I want. again. to congzratulate the Mnullers on their superb product
an(d the superb attitude with which they have grone about d(oing it.
It's really a model. I really want to underscore that.

And AlMl. Mayor, I want to thank you for a very, very thoughtful
an(l perceptive statement. I want simply to underscore that working
with vou and Russ Blake an(d other officials of Pocomoke has been a
pleasu re. I think we've been able to work well together. I have a soft
spot for Pocomoke. AMy unicle had a restaurant there for mnny, many
years. You all have tried to (1o the best you can to move thinngrs for-
war(l, I think with some considerable success, and we're pleased to
have the 'Mullers in Maryland, at least in terms of where their
operation is.

Mrs. AITTL1R. The Millers are both Marylanders born and bred.
Senator SARBANES. Where from?
Mrs. MULLER. Baltimore.
Senator SARBANES. Whereabouts?
Mrs. MULLER. West Baltimore.
Mr. MULLF11. St. Martin's Parish.
Senator SARBANES. Yes, sir. I live there now. and I was born and

bred down here right in this town, as a matter of fact.
Mayor CLARKE. Thank you very much.
Sonator SARBANES. We thank you all.
FPause.]
Senator SARBANEs. Gentlemen, that was a success story. Now we're

going to housing. [Laughter.]
At least we got a little upbeat here. Have you worked out an order

or anything amongst yourselves to start?
Please identify yourselves for the reporter and then we'll move along

here. Then we have the panel of the college people, which we will take
next. I appreciate everyone's patience in staying with us. Hursey, go
ahead.

STATEMENT OF R. HURSEY PORTER. JR., PRESIDENT, HURSEY MAN-
AGERIAL CO., SALISBURY, MD.

Mr. PORTER. Senator, I'm Hursev Porter, president of Huirsey Mlan-
arrerial Co. here in Salisbury, also immediately past president of the
MIarvlartd Association of Realtors. I'm currently serving as chairman
of the Maryland Association's task force on mortgage finance. This is
the. third time I've had the pleasure of appearing before this commit-
tee. I testified back in December and recently as September before the
full committee in Washington.

Senator. I findl it interesting to see how our theme has changed. The
last hearings were on the impact of high interest rates. Today we're.
here to discuss the effects of the recession. I think it tells a story in it-
self. Tbe effects of the high interest rates. ves, do lead to a recession.
I hone that if I have to come back before this subcommittee again that
we (lon't have to go into a deeper description of the effects, the effects
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of the recession as far as the housing industry is concerned, and I'm
sure. that my cohorts here this morning on this panel reflect the same
feelings. I find it interesting that the administration is finally today
acknowledging the fact that we are in a recession. This has not been
news to housing. W e've been in one since October of 1979, at which
time the Federal Reserve took its monetary policies to task.

I'll be showing you some statistics in a few moments that I think
will reflect the effects of the recession on our local economy and hlow
it has been fitted in with the housing sector. I'm not here today to call
out the plight of housing, but I am here today show h]ow that plight
has now, as we have warned it would, affected the entire economy. in
particular our local economy, also, unfortunately, the demoralizing
effect it's having on all the citizenry of this area, as well as this country.

Back in August we first testified in Annapolis that the high interest
rates had reached a crisi s stage, and we also stated at that time, Sena-
tor, that it would, in a matter of a very short time, affect the entire
economy. Since then we have seen no improvement in interest rates.
They were 16 to 17 percent at that time. Today they're 17 to 19 per-
cent, as it relates to housing mortgages. There is very little difference
between the 15 and 20 percent. For one thing, most people can't afford
either one.

Yet we have seen a decline in the prime. AVe have not felt the effects
as far as home mortgages are concerned. Ninety percent of the mort-
gages that are available to the home consumers today are of the varia-
ble rates for the short-term nature, which is frightening at best to the
consumer. Ninety percent of our citizenry still today cannot afford to
purchase and most could not afford to refinance if they had to do so.
Thus we're seeing a higher delinquency and foreclosure rates on those
that have existing mortgages.

Now what has happened locally, as far as the impact on our local
economy as it relates to housing. I offer vou these figures which come
from our multiple listin g service, which I think clearly represents the
decline in home sales over the last 3 years. In 1981 there were 385 resi-
dential units sold in the Wicomico County area through the multiple
listing service. That represented 17 million dollars' worth of property.
These are homes only. In 1980, we had 522 transactions, residential
transactions. Therefore, we've seen a 24 perrent decline in just resi-
dential units in 1980 through 1981. In 1979, there were 71 8 units sold.
That's a 43-percent difference between 1979 and 1981. 1978, which
was supposedly our last normal year in housing, we had 841 residential
units sold in the county. We're 46 percent frlom that figure today. That
represented 41 million dollars'worth of hoimes.

In terms of total real estate sold in the Wicomico Countv area in
1978, this is commercial, residential, lots, farms. you name it. There
were 1,158 total transactions through the multiple listing service,
which is a good general guide. In 1981, that figure declined to 620
units. That is a 59-percent difference. Why? I think we can observe for
the record and the trends of interest rates since 1978, and verv clearly
see the pattern that's taking place. Interest rates have radically gone
up, continually gone up. Home sales and general real estate sales have
declined. This same average of loss of sales in units is not just in
Wicomico County. This is throughout the State and throughout the
country.
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Having last year as serving as president of the Maryland Associa-
tion, I had the opportunity to talk to the presidents from all over the
country of their State associations. You find that the figures are going
to be within a matter of 3 to 4 percentage points anywhere you look. So
we're off about 45 to 50 percent from what the demand itself is out in
the marketplace.

Back in September in Washington, I offered some figures which up
until I'd been given them, I had not really thought about as far as the
impact of a home sale in a community. I'm speaking of existing home
sale, not a new home sale. A new home sale, as you'll probably hear
from Mr. Gillis today, is five or six times this impact figure. On an
existing home, each one that is sold, there is between $7,500 and $10,000
pumped back directly into the economy within 1 year of the sale. It's
very simple to be able to see where they're coming from. People spend
between $500 and $1,000 on their homes in fixing them up prior to the
sale, the painting and the necessary repairs to have it marketable. Be-
tween $2.500 and $3,500 is paid out into the local economy at the time
of sale. This represents such things as the necessary legal fees, closing
costs, transfer taxes into the local and State government, surveys, fur-
nishing, moving expenses, and, yes, real estate commissions.

We in the real estate industry spend our commission dollars back in
our local communities. We do not put them out in foreign investments.

About $2,000 to $2,500 is aftersale expenses. When people buy a
home, they at that point begin to make it their own by means of capital
improvements. They go out and buy furniture. They buy carpet, they
buy wallpaper, paint, to make it into their home. That's $2,000 to
$2,500.

We can add it up and you can see $7,000 to $10,000 average
transaction.

Is it any wonder in the local community, that we're hearing local
business people cry hard times that are not necessarily in the housing
business but are reflective of the housing industry, by the products
and the goods and services that they may offer. If we take the figures
of $7,000 to $10,000 per transaction and use the local loss of sales
against that, we will find that over the past 3 years, this community,
Wicomico County, Md., has lost at least $4.5 million directly back
into the local economy just on the items which I have gone through.
not considering the loss of jobs and, of course, the increased unem-
plovment which we've already heard about here today.

There has got to be a new direction in monetary policy from our
Federal Government and from the Federal Reserve and it's going
to have to be done shortly. Senator, as you will recall I made this
remark back in September, that we were at a crisis level and that we
were going to see an extreme crisis and a very severe recession unless
something was done soon.

I offer several things which I simply want to get into the record.
No. 1. Senator. I do feel that there's goinr to have to be new revenues
brought back into the Federal budget. We're looking at a $109 billion
deficit, at least that's the projection for this coming year. Back in
September they were projecting a $42.5 million deficit which we
thought was bad enough, but now we're looking at $109 billion.

There's got to be new revenues whether it be done through deferral
of the tax cuts or excise tax. or a value-added tax. I don't know. but



219

it's got to be done because this is not the time to cut taxes when we're
in a severe deficit.

No. 2 is a continued reduction in Federal spending.
No. 3 is, I hope., a total review of the deregulation of the depository

institutes and a total review of the monetary policies as far as money
market funds are concerned. We are no longer dealing with Main
Street and the local bank. We are dealing, unfortunately, today with
Main Street versus *Wall Street and it's something that the average
American public is not capable of dealing with.

Last, I hope we can see a less restrictive-and I know, Senator,
you share this thought-a less restrictive monetary policy on the part
of the Federal Reserve System. We have said it before: A tourniquet
around the throat is not the cure to a bleeding finger.

That doesn't mean we have to open the floodgates in order to bring
interest rates down, but if Mr. Volcker has in fact tried to bring a
recession about in order to curb inflation, he's done a masterful job at
it. And I think now is the time for the Federal Reserve and the Con-
gress itself to take a hard look at the Federal Reserve and the makeup
of that particular body. If one controls any particular segment in our
Government, that controls the economy, it will control the destiny of
this great Nation.

Finally, I simply want to close by saying that, Senator, I do ap-
preciate and I know the housing industry appreciates very much your
deep concern and understanding about the problems that we have been
going through and I do hope that in the coming year that the Con-
gress, this Congress that's in session now, will have this first and
uppermost on their minds as far as getting the economic problems
looked at.

Thank you, Senator.
Senator SARBANEs. Thank you, Mr. Porter. Of course, we just had

to beat the OMB back on the Ginnie Mae problem. Apparently they
have at least deferred it, but that's just another onslaught on the hous-
ing industry.

Mr. PORTER. If I may add one more thing, please, for the record.
I had a long conversation this past week with the president of the

National Association of Realtors, Mr. Julio LaGuarda. I will read if
I may into this particular testimony his remarks concerning the Com-
mission on Housing which has been set up by the administration in
Washington. I quote:

The essential thrust of the President's Commission on Housing report on
financing housing for the future was to effectively remove thrift institutions
from their traditional role in home financing, something that could devastate an
already battered housing industry for the longer run. The Commission has
demonstrated that It would be more appropriately called the President's Com-
mission on Financial Institutions rather than housing. The leadership and the
membership of that commission represents the thrift industries rather than the
housing Industries.

Unfortunately, sir, we have been separated. The thrifts and the
housing industries have been separated through deregulation over the
Iast several years. I did want to get that into the record, and I hope
that you, Senator, can take a look at this because we do not have rep-
resentation of housing on that Commission as it should be. It is pri-
marily that of the financial institutions.

Thank you, sir.
Senator SARBANES. Mr. Adams, please proceed.

95-758 0 - 82 - 15
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STATEMENT OF GEORGE F. ADAMS, VICE PRESIDENT, LOYOLA FED-
ERAL SAVINGS & LOAN, SALISBURY, MD.

Mlr. ADAMS. My name is George F. Adams. I am vice president of
Loyola Federal Savings & Loan, with lending division responsibilities
for the, Eastern Shore. I'd like to address also, my remarks today to the
high interest rates an(l low they affect people here on the Shore.

In August of 1981 a senior vice president, Thomas Alarvell, with our
association appeared before your committee, Senator, and discussed
with you how industry changes have affected our industry and hlow we
have gotten where we are today with respect to high rates.

I don't think it is necessary or beneficial at this time for me to go
back over that material that he pointed out. I would simply point out
that there have really not been any major changes since the August
hearing today, in the overall picture. We are still very much affected
by the competition of the money market funds for our savings dollars.
Our savings base has not been strengthened, and in actuality it has
eroded since the August hearing.

The All Savers Certificate did accomplish a certain amount of suc-
cess in stopping the erosion of the base, but it's still money that we have
for less than 1 year, money that we cannot put out for long-term real
estate loans. If we did that, we would simply compound our problem in
12 months to some extent that the all-savers money, a large portion of
it, did come from other higher certificates.

High interest rates have caused a great deal of problems locally as
well as across the Nation in qualifying potential buyers. Obviously
rates of 18 percent as compared to 11 percent can do nothing else. Buy-
ers simply can't afford to buy houses at the same pr-ice range that they
recently sold, and definitely they are not able to move from one level of
house to another.

As an example, an annual income necessary to qualify for a $50,000
mortgage at the above stated 18 versus 12 percent rates: at the 18
there's a difference of approximately $10,000. In other words a $50,000
mortgage at 18 percent interest rate would require approximately
$32,000 of annual iriccme. That same $,50.000 at a 12-percent rate
would require approximately $22,000 annual income.

This takes many people in our marketplace out of the market when
you consider that according to the Greater Salisbury Chaiuber of
Commerce figures, less than 17 percent of our population makes an in-
come in excess of $25,000.

Finally, in reference to delinquency rates, we have seen a gradual
increase in our 30-day delinquencies over the past year. We are still as
our 30-day delinquencies over the past year. We are still as our asso-
ciation, we are still well below the national average. But we have wit-
nessed a montli-ly-monlth creep in that rate. Our 60-day, our 90-day,
and our foreclosure rates have not witnessed the same increase. We are
also below the average there.

Thank you, sir.
Senator SARBANIES. Tlhank you.
Mr. Hanna, you may go next please.
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STATEMENT OF HENRY HANNA, PRESIDENT, AHTES & HANNA
REAL ESTATE, SALISBURY, MD.

MIr. IAN-NA. M\y name is Ilenry 1lanna. I am president of Abites and
Hanna partners, a real estate brokerage company here in Salisbury,
and past president of the Coastal Board of Realtors.

I have with me today all of the statistics on what's happened to sales
in our market area, some of which Hursey has reviewed. But I don't
believe listening to all those mnmbcrs can really give a feel for what's
going on in this community. That seems to be what were interested
in today.

In the dollars and cents figpures, the number of houses, every way
you measure it they're down 40 to 54 percent. But if you look at the
number of people who were working in the real estate industry who
are in the sales portion of that. that is down by 41 percent, the number
of people who who are sales associates. And those people didn't leave
this industry easily or quickly. They've hung on for the past 2 years
and they've continued to work hard, do the best that they could to try
and find creative, new ways to solve problems.

For the most part I'd say they used their personal savings first to
sustain themselves with the belief that hard work and problem-solving
attitudes would find the proverbial light at the end of the tunnel. But
they have not, and they are now seeking work in other areas.

Unfortunately, for the most part they have not been able to find
other jobs. Numerous people that are in the sales end of the business,
they've soi lht other worV and hia ve not been able to find it.

I think that one way that I might be able to relate the impact in our
c-)mmunity is to relate about our company. Our firm has fared far bet-
ter than the average industry statistics. This year our percentage of
the. market is stronger and larger than it was 2 years ago. Someone,
mentioned earlier the concentration of power in farming and finance.
T take no pleasure in the fact that our share of the market is greater
todlay because it's a market that's shrunk so that it's not good for
anybody.

A lot of small businesses, real estate businesses, have closed their
doors or if they haven't closed their doors, they're really out of busi-
ness and the broker is trying to pick up some other line of work. I
think we. have not seen the worst of it yet because these people really
are independent and they'll stay in there until they are absolutely
forced out of it.

'We have a construction division within our company and we were
building 20 homes a year with an average price of $50,000. That was $1
million in new improvements that would have been added to our local
tax base. We have been forced, as a management decision, to shut that
portion of our business down because there were not qualified buyers
for those homes.

That took an additional number of people who were laid off, sal-
aried people and subcontractors that are out of work. Aost of them
we've. kept pretty close ties with. They're driving 30 miles to Ocean
City looking for work, or an hour or more in other directions, trying to
stay in work, but they're really not finding it.
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So. I think that the good people who have worked hard and have
been laid off, probably one of the most severe impacts is what it does
to their sense of values in the sense that they felt that hard work and
the right attitude and being an optimist would give you results that
you want.

Over 2 years of this market hasn't really shown us that we're any
closer to a solution, and we don't have any solution to offer.

I'm trying to give you a feeling for the impact locally. I might add
that the lost income is not only significant to those of us in the real
estate industry. Those people who were secretaries, and the accounting
and advertising people that are related to us-that maybe if you have
an opportunity to ride around Salisbury, travel down 13 or go to any
of the other retail shopping areas and look at the empty store fronts,
they're not all directly related to our problems but they are part of the
overall problem.

If you have a chance to have a cup of coffee at any place where you
see a lot of pickup trucks parked out front, most mornings you can get
a real feel for what the contractors and subcontractors are dealing
with. I think if you have a chance to go any place that has a shuffle-
board after 4 p.m.. mu-i can probably hear the real problems and the
real impact on people in the housing industry that are out of work.

They are good people, hard-working, and intelligent. They're not
looking for any special handouts or help. They just want a chance to
work.

Senator SARBANEs. Thank you.
AIr. Gillis, please proceed.

STATEMENT OF DONALD GILLIS, W. T. GILLIS & SON CO., AND
PRESIDENT, LOWER SHORE HOME BUILDERS ASSOCIATION,
SALISBURY, MD.

Air. GILLIS. Senator Sarbanes, I'm Don Gillis, president of the
Lower Shore Home Builders Association. I have been in construction
for 23 years.

In the Lower Shore Home Builders Association, we are a branch
of the National Home Builders Association. We have about 73 mem-
bers. We have been very fortunate in what few members we have lost.
we have picked new members up.

We are not an organization of big contractors in the way of com-
mercial work, the ones that would build high rises and this type of
thing. Wle. are basically homeowners' builders. We have some members
that do commercial work but it is not on a giant scale.

The organization, everyone you talk to. business is off. There again,
it's a repeat of what AIr. Hanna, and all what he has said. We had one
of the bigger builders in Salisbury; he told me that they had averaged
two settlements a month. Last year that has dropped to 12 settlements
for 1981. And he said eight to nine of those settlements were presold.
before they were started they were presold homes.

He said at this time he hasn't laid anyone off of his crew. In other
words lie's trying to work as manv men with half of what he was
doing, now. But he said the way things were, it was inevitable that
we'd have layoffs coming up. He said he was doing some figuring. but
here again. everything that we're looking at right now. we're looking
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at March and April, which does not help the situation. He was not
that encouraged at what he had coming up.

Ocean City helps. That's a completely different market over there.
We have people in that area who are on a fixed salary on the higher
end of the income scale. They are people that the recession they feel
but it doesn't hurt them like it does the local people. Ocean City can
only accommodate so many builders from this area because they
already have a certain amount of subcontractors and commercial
people who do work in the Ocean City area.

Part of our subcontractors, I know, are doing some work in the
Ocean Pines-Ocean City area that they haven't done in the past.
Again, as Mr. Hanna said, it's a matter of driving that 30 miles to
try to keep things going.

I have reduced my staff as of the 1st of January. I've consolidated
the two businesses, which is Wilson, Teague, Gillis & Son and the
Gillis Solar Center, into the solar business. I am now president of that.
That at this time is my salvation.

Ninety percent of my work right now is people who are willing to
spend money to save. The people-the homeowner has become a
do-it-yourselfer. He's not even doing that much in the way of addi-
tions. It's a mitter of "fixing iun what I have to keep on going." If
he put an addition on, he's looking at an additional payment; he's
looking at an additional real estate tax, and he's looking at additional
utility costs.

The average man and below, he's just struggling now to hold what
lhe has. The interest rates are the thing. Until something is done to
gret the rates down to where people can afford the loans, I don't
foresee any relief.

I am not an economist. I wish I had the answers. I don't. I have been
doing some work with the poultry industry on the solar side. I know
for a fact, working with them, that the poultry industry-the same
thing, it's down. The chicken houses or the boiler houses are not being
built.

I've worked in commercial work, the small end of it, for the last 3
years, more so than I ever have. As the housing starts to drop off-
that's down. Here again, the merchant, his sales are down. He's cer-
tainly not going to spend to expand now or upgrade what he has-
trying to make do with what he has.

We're going to see a change in our housing. Mr. Banks talked earlier
about the young farmer; if he didn't inherit it from his father he
couldn't make it. What worries me is the young couple that's got mar-
ried or getting married now. If they don't have some outside help
there's no way that they'll be able to afford a home unless both are
working. He'll be in a jam even making rental payments at this time.

Mr. Porter brought out that if a homeowner today lost his home due
to fire or something like this there's no wav he could put that home
back and make the payments. Can't do it. So, I think 2 years ago in our
business-January, February, and March are always bad. fiWe know
it's going to be bad.

Two y ears ago when things got bad we said, well, we ll tighten the
belt and we'll make it. Last winter came and vou tighten the belt again
and you say, well, we'll continue somehow. Wh,7en this fall came and we
had to tighten it again-you've only got so much belt to tighten and it
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becomes a thing where most of the contractors are making it now with
a reduction in their crews, on home improvements. That's basically
what's there.

It's not good. Most of us are doing the best that we can to make it.
All I can say is, I thank you for coming here.
Senator SARBANES. Thank you., gentlemen. It's really a very compre-

hensive statement.
I only have a coul]e of questions. First. Mr. HIanna. let mie ask you

and Don Gillis: We have had testimony to the effect that one of the
contributing factors to the higher cost of housinmz is that those in the
construction end of it-and you had a construction division at one time
as I recall your testimony-are constantly disbanding the work force
that they've put together. Later, they can't always get back the best
people. In any event, even if they can thev have to fit it all back to-
gether again and that results in inefficiencies in your own operation
which could translate into higher costs for housing.

Is that your experience? Do you perceive that is happening?
Mr. I-ANNA. I think it's accurate.
Mr. GILLHs. The main thingr with most of the contractors, the good

men that we have had we hold on to. And only up until-well, with
a lot of the real well established contractors, only until the last year
have they had to let part of them go. You do anything you can to
hold the men that you have. I've had to let a man go that has been
with me over 6 years. I hated it.

But now, if things were to start again, yes, I think you're absolutely
right, it would be a drawback for me to go back and come up with
good, qualified people to start again.

Senator SARBANES. You have to put a full crew together again.
Mr. GILLs. To go again. That's right.
Senator SARBANES. Of course, flursey knows, from the previous

hearings, that we've been trying to get the Fed to ease their policy,
not open the floodgates, just ease it, so people can do business.

If they did that, it would help to achieve the goals that they talk
aboiit achieving, not impede them from achieving.

We are encountering this assertion by some administration people.
that the prime rate has come down from 201/2 to 1.53/4 percent. w]]hich
is, of course, true. But then if you look at the mortgage rates, they've
hardly come down at all, from just 18 percent to about 171/2 percent.
What rate do you need, where you could at least sort of do business
again? 12 to 13 percent?

M\fr. IPTER. That would open the door. It wouldn't open the flood-
trates. But in our local economy, it would certainly open the door.
But I think it's going to have to change.

Senator SARBANF.S. What are people doing here for housing under
these circumstances? They can't afford to build a house. Normally.
that's what they would have done. Where are thev going for housing?

Mr. PoRTn. Locally, the rental market-it's put an extreme
pressure on all the rental markets.

Senator SRBAN--ES. Of course. Then the rents go ip.
Alr'. PORTER. So the rents definitely go up. So you're only taking

the pressure off of one segment and putting it. on another. And it's
iiist like the testimony that was given here a while ago. Unless there's
two people working within the household, many times they can't
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even afiord to pay the rents that are being received today, which
again, to me. puts a demoralizing situation upon the citizens. Parents
are not able to lhe home with their children during the day, as they
should be, an(l it's a vicious cycle.

Senator SARBAxEs. I was interested. Henry, in your observations
about the impact of this on people thrown out of work. This week's
Time magazine has an essay right at the end, entitled "The Anguish of
the Jobless," and it's a very perceptive piece about the psychological
and emotional impact of unemployment on people. I think unemploy-
ment is destroying certain basic attitudes.

There is a problem with people who are playing the system and not
wanting to work. I recognize that problem. Obviously, we ought to
address it. I think that's, to some extent, probably overexaggerated.
But in any event, to the extent it's there. you have to deal with it as it
is. Those are people that are trying to rip off the system, and I don't
have any sympathy with them.

Then you have other people who are just caught by the system. They
want to work; and when they get the chance, they do work and they
do a good job. And they're just being bounced out of the system and
all of the problems that are connected with that.

Thank you very much, gentlemen. We appreciate it.
Now, we hear the concluding panel, the college panel-if they'd

come forward and take their places.
Gentlemen, we appreciate your patience in staying through the

morning. Maybe it was helpful to you to get the feel of what's happen-
ing out there.

Mr. Nadelman, please proceed.

STATEMENT OF MARTIN H. NADELMAN, DIRECTOR, STUDENT SERV-
ICES, WOR-WIC TECH COMMUNITY COLLEGE, SALISBURY, MD.

Mr. NADELMAN. My name is Martin Nadelman. I come here today
having served as director of student services at Wor-Wic Tech since
its inception in August 1976. Our community college serves the citizens
of the lower Eastern Shore of Maryland by offering vocational-techni-
cal programs. Our current enrollment is approximately 650 students
in the credit courses and 1,100 students in our continuing education
courses.

Our student population exhibits characteristics which are typical of
other community colleges, average age about 28, the majority attend-
ing part time. About one-third are trying to upgrade their skills from
present Iobs.

Wholly 99 percent of our students are from Maryland, with 80 per-
cent coming from our support counties of Worchester and Wicomico.

Upon completion of their studies, over 90 percent remain in the
support area to work.

What does this 90 percent have to look forward to? A job market
filled with uncertainty, disappointment, or jubilance? The answer is
any of these possibilities, depending upon the program of study.

As you may or may not be aware, prior to the initiation of any pro-
gram at the college, the State hoard of community college requires
surveys to determine sufficient local program interest and, more impor-
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tant, sufficient local job opportunities to warrant program approval by
the State board of higher education.

We have been fortunate in having begun seven new programs within
the past 6 years. Solemnly, we have deactivated two of these for lack
of local job opportunities, carpentry, and wholesale and physical
distribution.

A third one, automotive apprenticeship technology, is clinging by a
thread, with only three apprentices in a program designed to handle
60.

The reasons for the deactivation is obvious. A sharp downturn in
the economy has left the housing and automotive industry on the
lower Eastern Shore in the same shape as the national, very slug-
gish. Apprentices and trainees are the first to get let go in times of
retrenchment.

Just this fall we began a new machinists' program with the help of
tens of thousands of dollars from the State and Federal sources. Al-
ready, with our initial class, we are finding placement very difficult.

Even with Federal and State incentives of Dartial reimbursement
for wages, employers still seem unable or unwilling to hire apprentice-
intense industries. Unemployed individuals with years of experience
are looking for work anywhere, even at entry-level positions, just to be
able to work. This leaves the newly educated machinist in a very dif-
ficult position in which to compete for a job.

Though the picture I have thus far painted looks bleak, there are
many high points. Even through the difficult last 2 years, we have man-
aged to place over 90 percent of our graduates or have seen them go on
to further their education. In some instances, our graduates had to
settle for less than ideal job opportunities within their field of study,
and others have even had to take positions in other occupational areas.

What can we do to help assure job opportunities for graduates on the
lower Eastern Shore of Maryland? The college will need to continue
to meet the needs of local industry. The community leaders will need
to continue to strive to encourage industry to come to the area. And
the State must provide incentives for large firms to locate within the
State.

The Federal Government must take greater steps to stimulate the
economy and lower unemployment. If these initial steps are taken,
I can see the local economy recovering, thus leaving entry-level
positions for graduates of 1- and 2-year programs.

I thank you for this time to speak. I trust the leaders of Govern-
ment are listening.

Senator SARBANES. Thank you very much.
Mr. Franklin, please proceed.

STATEMENT OF HERMAN FRANKLIN, VICE CHANCELLOR, STUDENT
AFFAIRS, UNIVERSITY OF MARYLAND EASTERN SHORE, PRIN-
CESS ANNE, MD.

Mr. FRANKLIN. Thank you, Senator.
I'm Herm,,n Franklin. vice chancellor of student affairs at the

University of Maryland Eastern Shore. The University of Maryland
Eastern Shore, of course, is located in Somerset County.
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As you've already heard testimony related to the present economy
and its effect on employment. I could talk about the university's
inability to maintain its building because of high inflation, I could
talk about the possibility of having to lay off personnel because of
restrictions on budgetary availability. I could talk about the effect
that the economy is having on the students and their parents. But
because there's so little time allotted, I have chosen to essentially
enumerate the concerns as students have expressed them.

The students at the university, of course, are concerned about the
economy and the impact that the economy has on their present and
their future goals. We understand, of course, that minority students
in particular and low-income students in general are frightened by
the feeling of helplessness which they see coming upon them. They
feel that we are moving toward even harder times, that they would
be victims of the political machine.

With the wave of excessive unemployment that we see coming
across our Nation, the unemployed, those persons who have expe-
rience, are competing, of course. for those jobs which young people
just coming out of college have been trained for in the past four
years.

In enumerating the concerns, as students are making them known
to us, which you have before you, also, I have enumerated quite a
few of them. I would simply. read through them rather quickly:

Our students are concerned about the scarcity of part-time jobs,
as well as f tll-time job opportunities for them when they leave sehool.

They're concerned about the dismal future for summer employ-
ment-"What am I going to do once school gets out?"

They're concerned about the scarcity of entry-level jobs in the
community in this area.

They are concerned about the low salary scales for entry-level posi-
tions for graduates who opt to stay in the local community.

They are concerned about the absence of significantly large numbers
of industries in the area and the current reduction in the present work
force.

They are concerned about the need for teachers-or students, rather,
who are trained as teachers who have to accept alternative job offers.

They are concerned about the need for graduates to stay in the area
to accept second jobs in order to make ends meet.

They are concerned about the absence of significant numbers of
interships in the local area to give students experiences in their chosen
major.

They are concerned about the absence of strong affirmative action
programs.

They are concerned about the State's freeze on hiring.
They are concerned about the real effect that block grants will have

on them.
They are concerned about the rising crime rate due to the increased

unemployment.
They are concerned about the status of social programs.
They are concerned about the possibility of the need to raise prop-

erty and other taxes that will have a drastic effect on their parents.
They are also concerned about the political changes that seem to
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benefit the rich and harm more drastically the poor and the lower-
income.

Those are the concerns that I wish to put on the record that students
are expressing as it relates to the direct effect that the economy has on
them and their chosen community.

Senator SARBANES. That's very helpful, Mr. Franklin.
Mr. Lackie, please proceed.

STATEMENT OF JAMES C. LACKIE, DIRECTOR, CAREER DEVELOP-
MENT, SALISBURY STATE COLLEGE, SALISBURY, MD.

Mr. LACKIE. My name is James C. Lackie. I am director of career
planning and placement at Salisbury State College here in Salisbury.

WVe are a multipurpose, fully accredited State college, offering li-
beral and professional educational programs at both the unldergradui-
ate and graduate levels. The college draws its student body primarily
from the State of Maryland, with a 1.5) percent out-of-State population.

Essentiailly, my responsibilities fall into two primary areas: The
first is career counseling for undecided majors, freshmen, and transfer
students. The second area is job placement for our graduating senior
and recent alumni.

I'd like to focus my remarks on the problems our students face in
access to the job market following graduation and for part-time em-
ployment while still in school.

Speaking for our graduates, uneml)loyment is not the lprimary prob-
lem. Salisbury State graduates have incurred the lowest unemploy-
ment rate of any of the State colleges and universities, with the sole
exception being the professional schools of the ITniversity of AMary-
land Baltimore.

The real problem our graduates face is underemployment. That is a
nationwide problem for college graduates. The impact of underem-
ployment is much more severe for those with nontechnical majors,
such as the traditional liberal arts.

If unemployment is suffered, it is most likely to result from a com-
bination of patterns in the labor market and some employment cut-
backs resulting from the sluggish economy.

L~et me cite an example. Currently teachers. notwithstanding a few
critical shortage areas, are facing layoffs. Needless to say, a marked de-
crease in new hiring is also widespread.

However, one should not totally blame these layoffs and hiring cut-
backs on the present economy. The problem has been brewing for over
7 years, primarily as the result of demographic chances.

The present economy has, to a degree. accelerated layoffs and re-
duced new-hires and numbers of school districts. But those cutbacks
have already been going on and would have continued anyway. The
pattern seems to indicate that. if a full recovery occurred tomorrow,
teacher layoffs and the slowdown of new hires would continue.

A recession is generally measured in terms of several quarters. while
hiring patterns in the 'professions are responsive to more gradual
and nebulous factors.

Given the professional training cycle of 4 to 8 vears of college, a
freshman student entering what appears to be a high-demand career
field can. upon graduation, find that the market for his or her skills
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has deteriorated during the period of training. Consequently, he or
she may be forced to consider taking less than what they had expected
to receive.

I should also point out that the reverse case can and does often
occur.

There are some immediate social and economic ramifications for
some students graduating from Salisbury State College during the
midst of a slumping economy. If the graduating senior wishes to avo
underemployment, he or she is often forced to seek employment in
another geographic location.

Another effect is thau tne starting salary offers tend to decline as
suL)l)ly and demand factors change. Having to accept less than a fully
professional job leads many students toward feelings of frustration
:n(l resentment.

Some student faced with a depressed job market turn towards
graduate school, hoping to improve their lot or at least defer their
job search in an improved job market in the future.

For our college's students. the impact on the local economy is most
often felt in the loss of part-time and summer employment oppor-
tunities. The majority of our students work, and that work is essential
to their ability to finance their education.

Additionally, as unemployment increases, some students' parents
lose their own jobs and the final base for those students is further
eroded.

Interest rates for student loans are having a severe financial impact
on our college students.

In summary, it is my observation that following graduation our
graduates are most adversely affected by the regional economy, which
causes more increases in underemployment than in unemployment.
And while they're still in college, a sluggish economy, such as the
present one, coupled with program cutbacks, impacts most severely on
i-he students' ability to finance their education.

Senator SARIANES. Thank you very much.
Gentlemen, let me ask you this question: Howf much of an impact on

the learning environment in the college does the fact that we're in a
recessionary environment have? Is that discernible? If so, what is the
nature of the impact that it has?

Mr. FrtNxKLIN. Well, if I understand the question, you would notice
it most in the reduction in enrollment, because everything that hap-
pens to the student in terms of his inability to plovi~le for himself to
g-et to school and pay for the education once he gets there-or if he
comes, and You get himn into schools somehow andl he doesn't have the
funds to pay for the education, then it has an adverse effect in the
classroom. There is a direct relationship to the availability of funds to
sustain oneself.

Senator SARBANES. Assuming that's not the plol)letll, what about
their attitude, which sort of says, "Well. there's not much out there
after I get out of here. So, in a sense, what's the purpose of all of this?"
D)o you get much of that ?

Mr. FRANKLIN. I don't see that at my place.
Mr. TLACKIE. We get some of that. Interesting. college students. being

rather bright people. have neat defense mechanisms. One of them is an
unfortunate one that we're seeing. V number of students. for want of a
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better term, prostitute their long-range career goals for the short-term
job market. So we see much more "vocationalism" built into the mental
processes as one looks at career considerations. That's undoubtedly
why our school of business administration is the largest within the
college.

Clearly, that did not happen because in those students' development
processes which occurred back in the 1960's, when they probably
should have been developing social mentalities-you know, that desire
to be entrepreneurship, I saying, was not part of that development
process. And now, all of a sudden, it's emerging. Clearly, it's because
they're looking at the economy and saying, "Gosh, things are really
bad. I'd at least better get into accounting or business or something
that's going to be an income-yielding area." And I have some concerns
about that in the long range.

Mr. NADELMAN. We see it from the other end. We see a shift in the
students. Again, they're bright people. If there's no jobs out there in
automotive apprenticeships. why should I enter that program? So
they go into something else.

Senator SARBAN-FS. I'm interested that you dropped carpentry from
the curriculum, but I think anyone will tell you that we need skilled
carpenters in this society, if one projects out our needs. You don't need
them if you're only going to build 800,000 houses a years, but 800,000 a
year doesn't begin to meet the Nation's demand. 'We need to build 21/2
times that many houses a year to house our people properly. And if
you're at that kind of level of production, you're going to need a lot of
skilled carpenters, yet we've not produced them.

Mr. NADELMAN. Well, again, community colleges are here to meet the
local needs. The local needs just don't have that right now. And it's
also an apprenticeship-type program. If the local contractors aren't
hiring carpentry students and preapprentices, there's nothing we
can do.

Mr. FRANKLIN,. One other point with my school, too. Students do see
education as an alternative to unemployment. Many of my students,
90 percent plus are on some type of financial aid. They come with the
idea of talking about alternatives to unemployment, and then the aid
that they thought was going to be available is also being cut. and they
bring with them very little personal financial resources. So we can see
reductions in the finance aid section of the campus. and we find the
available student who would like to come to the college but needs every
available financial aid he can get, so the result is reduction.

Senator SARBANES. Shrinking opportunities everywhere, so that
options which previously would work aren't even working now, be-
cause the possibility of that option is taken away.

Have you experienced an impact yet on your enrollments? Do you
anticipate that happening?

Mr. LACKIE. Ours has gone up. I don't know what that means.
Mr. FRANKLIN. The enrollment is going up. but it's not that signifi-

cant. I think it would be more significant if the financial resources
that I mentioned, at least my own perception is that the enrollment
increase is for the most part those people who are seeing education
as an alternative to unemployment. The problem, when the students
leave to go home in the summer. they go in anticipation of finding
employment to help to pay their expenses when they come back. When
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they come back, we expect them to bring x number of dollars as a
personal or parental contribution to their education, and they don't
have that money.

Mr. NADELMAN. As a 2-year school, I see it definitely. Our students
are community students. Two-thirds of them are already working.
They don't have to worry about being unemployed. They're trying to
better their skills to get a better job, and we have a lot of women com-
ing back to school to try to get into the work force. So our enrollment
is also increasing, and the students can see a greater opportunity to go
out to work. Here's a 1-year program; here's a 2-year program.

Senator SARBANES. There's an immediate payoff.
Mr. LACKIE. Senator Sarbanes, there may be one thing that we'll

have to watch and see how it develops. At the State college level we are
getting some initial feeling that maybe what's going to be supporting
the enrollment, in fact, could possibly accelerate it, is that as the
economy does decline, parents who previously had sent their students
to a more prestigious private institution with a very high tuition cost,
are now turning to the State colleges as a viable alternative. I'm look-
ing at essentially what we feel is a good solid education at a heck of
a lot less.

Senator SARBANES. Gentlemen, you've been very helpful. We ap-
preciate your testimony, and I appreciate your patience in staying
with us.

Thank you all for participating today.
The subcommittee will stand in recess until tomorrow at 10 a.m.
[Whereupon, at 1:30 p.m., the subcommittee recessed, to reconvene

at 10:00 a.m., Friday, January 15, 1982, in Silver Spring, Md.]
[The following information was subsequently supplied for the

record:]
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STATEMENT OF WILLIAM I. WINGATE, PRESIDENT, BOARD OF COUNTY

COMMISSIONERS, DORCHESTER COUNTY. AID.

The County of Dorchester is still in a high percentage of
unemployment. This has been a factor the County lived with for years.
The facts contributing to this seem to be,

(a) Seasonal employment due to the agriculture and water industries.
(b) An over load of unskilled labor.

We have taken what we believe to be positive steps to help turn
this situation into a stable economic trend for our County and its
citizens. The steps taken are as follows:

1. Have purchased and will have completed by the end of 1982
a 47 acre industrial park complete with roads and utilities.

2. Taken over the local airport, by the end of this year will
have spent approximately one half million dollars to modernize and
upgrade to help with transportation plus open the area for a site
to house light industry.

3. The biggest step was in creating an Economic Development
Committee through the Dorchester Chamber of Commerce. This is being
supported with funds from the local banks and businesses, City of
Cambridge and Dorchester County. This committee has now hired a full
time Director who has priorities and accomplishments to meet. They
are,

(a) Assist existing businesses in the area to maintain balance
and to expand.

(b) To help establish job training programs between business
and Community College.

(c) To make contact and try to relocate new business to the
area.

(d) To be a liaison with the County Government to help with
financing and tax concessions when applicable.

(e) To advertise the benefits of the County internationally
through our own efforts and the facilities of the State.

The State of Maryland has been in the last few years very cooperative
in assisting with these goals by putting Economic Development in the
State a top priority.

4. The City of Cambridge and Dorchester County are progressing
with the Cambridge Creek project which is a housing and retail business
complex.

We as local government in cooperation with the State continue
to keep our doors open for ideas of working with our existing businesses
and entice new business to our area.



233

The Federal Government has been of valuable help to the local
governments with grants and assistance through EDA and EPA.

With the new economics being pursued by Washington, I feel there
are certain directions that the Federal Government must take to improve
the economic stability of our nation.

These are only two, but I feel they are important:

1. Industrial Revenue Bonds must be kept intact, however, I
feel that they should only be used to assist existing and new industries
to expand or relocate with this financing assistance only when it
means new employment or the retaining of existing employees.

2. I strongly feel that the Federal Government must get its
own financial house in order to show our nation and the world that
this county is once again a stable and industrious nation.
The high cost of operating money I feel is being caused by the Federal
Government buying up such a high percent of available monies in order
to meet their deficits. The tax structure cannot be restructured
to improve our economy as long as we need the third largest percentage
of our tax dollar to pay off the interest on our National Debt. The
tax structure must be changed to give industry and our private citizens
the incentive to forge ahead.

My strong feelings of correcting this problem would be to put
a special tax (such as a percentage sales tax) on all manufactured
goods and all imported goods within the nation.

This over a short period of years would free us of our National
Debt and cut this years budget by approximately 90 billion dollars.
I feel this would once again replace the confidence of our own people
and the world in the United States Government. We must have this
confidence and initiative to meet a clearand progressive future
for our nation.

Thank you for allowing me to submit this report.



EFFECTS OF THE RECESSION ON MARYLAND
COMMUNITIES

FRIDAY, JANUARY 15, 1982

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON INVESTMENT, JOBS, AND PRICES

OF THE JOINT ECONOMIC CoMMIrrEE,
Wa8hington, D.C.

The subcommittee met, pursuant to recess, at 10:05 a.m., in the
Maryland National Capital Park and Planning Commission Audi-
torium, Silver Spring, Md., Hon. Paul S. Sarbanes (member of the
subcommittee) presiding.

Present: Senator Sarbanes.
Also present: William R. Buechner, professional staff member.

OPENING STATEMENT OF SENATOR SARBANES, PRESIDING

Senator SARBANES. Today the Subcommittee on Investment, Jobs,
and Prices of the Joint Economic Committee holds the fourth and final
in a series of hearings in the State of Maryland to review and document
the effects of the recession on Maryland communities and their citizens.
Earlier this week the subcommittee heard from knowledgeable wit-
nesses in the city of Baltimore, in Cumberland, and yesterday in Salis-
bury about the severe challenge posed by current economic conditions
to employment, productive investment, homeownership, and commu-
nity economic development.

Today, of course, marks the 53d anniversary of the birth of Rev.
Martin Luther King, Jr., and I think in a very real sense this hearing
can be regarded as being held in his memory. Rev. Dr. King had a pro-
found understanding of the fundamental importance in our American
society of a self-respecting job at decent wages. As we all know, one
of his great commitments was to jobs for all Americans. It is worth
recalling that Rev. Dr. King was in Memphis to be at the side of people
seeking a living wage when he was so tragically killed. I am aware that
there is a march taking place this morning on the Mall in honor of
Rev. Dr. King, in support of the efforts in which I and others have
joined to make his birthday a national holiday. But I think in many
ways it is an equally profound tribute to his memory that hearings of
this sort, focused on the recession and on people being thrown out of
work, should be held.

These hearings are being held at the request of Congressman Henry
S. Reuss, chairman of the Joint Economic Committee, in connection
with comprehensive hearings which the committee will undertake
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beginning the week of January 18 and continuing through the month
of Februarv. The Joint Economic Committee holds such hearings on
the state of the economy every year, in accordance with the provisions
of the Employment Act of 1946 directing the committee "to make a
continuing study of matters relating to the economic report" which
the President, nursuant also to provisions of the Employment Act,
submits annually to the Congress. While the hearings of the Joint
Economic Committee on the state of the Nation's economv to be beld
at the capitol will receive testimony from cabinet secretaries, other
administration witnesses and prominent witnesses from the private
sector, the subcommittee hearings will focus on the local impact of the
recession in communities across the State of Maryland. The testimony
received in the course of these hearings will constitute a valuable
contribution to the work of the full eommittPe in de-eloping the
policy recommendations that the committee in its annual report v-
mn ke to the Congress.

The subcommittee hearings come at a critical time for local
economies and communities in the State. The recession, which last
fall began to spread bevond certain interest-sensitive sectors of the
economy which were already in recession, pushed the national un-
employment rate up to 8.9 percent in December. A week ago this
morning, in fact virtually at this very time, Janet Norwood, the
head of the Bureau of Labor Statistics. reported to the Joint Economic
Committee at a hearing on Capitol Hill that the unemployment rate
for December had gone to 8.9 percent, the highest monthly unemplov-
ment figure we have experienced in the country since World War II,
with the exception of Mav of 1975 when it stood at 9 percent. That 9
percent figure came at a time when we were 10 months into the reces-
sion. This 8.9 figure comes at a time when we are only 5 months into
the recession. and when the economic indicators seem to be forecasting
a continued deterioration of economic conditions.

The situation in Montgomery and Prince Georges Counties differs in
certain significant respects from other parts of Maryland. There are
indications that the Washington metropolitan area, which has long
been considered relatively immune to cyclical patterns of economic
activity, may now face many of the problems of economic recession
which confront communities all across the State. As public sector
employment declines, a private sector in the midst of a severe recession
cannot offer alternative job opportunities to citizens in local com-
munities.

Unemployment is a reflection of and a contributing factor to reces-
sion. It is not the only factor in recession. however. When the Sub-
committee on Investment, Jobs, and Prices held hearings in Maryland
just before Labor Day, I remarked that "It is no exaggeration to say
that the problems created by continuing high interest rates are ap-
proaching crisis proportions." The statement remains as appropriate
today as it was over 4 months ago. The prime rate has fallen from a
high of 201/9 percent in September to its current level of 15.75 Dercent,
but that drop has not been effectively translated into significantly
lower rates for home buvers, homehuilders. autodealers or the small
business community. Indeed, the Federal Home Loan Bank Board
reported just last week that mortgage rates declined in early Decem-
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her only from 18.16 to 17.54 percent nationwide. rates which remain
far beyond the reach of all but a few Maryland families.

The purpose of these hearings, as I indicated, is to document with
testimony from those directly affected the conditions to which rising
unemployment, continuing high interest rates and other adverse eco-
nomic indicators attest. These urgent issues will be examined at length
on a nationwide scale in the hearings which begin in the full Joint
Economic Committee next week. It is my expectation that the record
of the Maryland experience established by these hearings will make
an important contribution to the committee's work, and to the re-
sponse which policymakers must undertake as they address the grave
economic challenges now facing the Nation.

To open we will have a panel from the State government, Dolores
Paunil who is the labor market analyst with the employment security
administration; and Thomas Saquella who is executive assistant to
the secretary of the Maryland Department of Economic and Commu-
nity Development. If you will come forward and take seats here, we
would be happy to hear from you.

Senator SARBANES. As you begin your testimony, and I say this for
the other witnesses as well, if you could give your name and your posi-
tion for the reporter it would be very helpful and we would appreciate
it.

Ms. Paunil, I think we will probably hear from you first.

STATEMENT OF DOLORES PAUNIL, LABOR MARKET ANALYST, EM-
PLOYMENT SECURITY ADMINISTRATION, MARYLAND DEPART-
MENT OF HUMAN RESOURCES, COLLEGE PARK, MD.

Ms. PAUNIL. My name is Dolores Paunil. I am a labor market
analyst for the employment security administration's research and
analysis division. I am involved solely in research providing infor-
mnation to the public on labor market conditions in the Washington
suburbs. I am happy to be here this morning and have the opportunity
to speak to you about the labor market conditions in the Maryland
suburbs.

Much has been written and said about the economic distress that has
been experienced by the State of Maryland throughout the past year.
For most of 1981 the State's unemployment rate has remained at over
7 percent with November's rate of 7.9 percent equaling the high re-
corded in November 1976.

Maryland's Washington suburbs-Montgomery, Prince Georges,
and Charles Counties-while experiencing some stagnation locally,
have continued to demonstrate a resistance to cyclical instability. Un-
employment levels have been higher in 1981 than in 1980, but have
remained well below State and national levels. A preliminary 11-
month rate for 1981 indicates that unemployment averaged 4.4 percent
in Maryland's Washington suburbs compared to a rate of 7.1 percent
statewide.

Historically, the Maiyland portion of the Washington area has en-
joyed a prosperous, stable economy, bolstered by its proximity to the
Nation's Capital. This location has resulted in the availability of a
large number of Federal jobs for the area's labor force and has helped
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attract many private firms who do business with the Federal Govern-
ment.

Close to 30 percent of all jobs in the suburbs are to be found in local,
State, or Federal Government agencies-jobs generally unaffected by
economic declines. Only about 4.5 to 5 percent of unemployment in
these counties is to be found in the cyclically sensitive manufacturing
sector-and industry division which accounts for roughly 14 percent
of jobs statewide. In addition, the high level of personal income in
the Washington area can sustain consumer demand for a longer period
while elsewhere it may be declining. The result of these factors has
been a stable economic climate which has been fairly well insulated
from national recessions. Unemployment rates are consistently below
State and national levels during all phases of the business cycle.

Ironically, the presence of the Federal Establishment has in recent
years served to encourage growth in the private sector, primarily
among businesses in the service industries. This major industry divi-
sion now accounts for more than one in four jobs located in Mary-
land's Washington suburbs. Consultants, research and development
firms specializing in Federal contracts, high technology defense-related
manufacturers, and associations and law firms seeking to represent
members' or clients' interests with the Federal Government have been
relocating or expanding existing facilities in and around the Washing-
ton area. The resulting growth in the services sector, coupled with con-
tinued expansion in wholesale and retail trade, has caused a substantial
increase in the private economy and a relative decline in importance
of the Federal Government. This has proven to be a fortunate turn of
events.

Last summer, unemployment began rising in the District of Colum-
bia area counties. Much of the rise was due to the normal seasonal in-
flux of students into the labor force. However, unemployment failed to
decline at the end of the summer as would be expected. In October,
the unemployment rate in Maryland's District of Columbia suburbs
bad increased to 4.8 percent, about 37,000 persons. It remained at that
level in November. While this is not an intolerable rate of unemploy-
ment, at least when compared with the State and national rates of 7.9
percent, it is above the level usually experienced by this area.

A number of factors, almost all occurring during the latter part of
1981, caused the rise in joblessness. Several major employers, includ-
ing a grocery chain, a printing/publishing company, and a food proc-
essing firm closed permanently. Some cited economic reasons for
closing; others did not. Over the past year a moderate decrease in non-
durable goods manufacturing has been noted as well as a more sub-
stantial weakness in the construction industry. Prince Georges and
Charles Counties have borne the brunt of the job losses. There has
been a relatively small effect in Montgomery County, although very
recently indications are that unemployment insurance claims are up
even there.

Cutbacks in Federal spending have resulted not only in Federal job
losses but also in layoffs of some local and State government workers
employed in federally funded social services and employment and
training agencies. More layoffs in those programs are expected.

The much publicized Federal reductions in force have resulted in a
notable decline in the number of Federal jobs in the Maryland suburbs,
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but relatively few actual layoffs. Several affected agencies, informed
well in advance of anticipated RIF's, were able to assist in placing
most of their workers in other Federal jobs. Other workers found jobs
in the private sector or retired. However, it appears that Federal job
losses in the District have resulted in a larger proportion of actual lay-
offs than among agencies in the Maryland suburbs. Some of the af-
fected workers, of course, are Maryland residents.

In summary, it appears that the current recession has had some nega-
tive impact on the Maryland portion of the Washington metro area,
albeit a rather moderate one compared with the serious, prolonged
economic distress present throughout the rest of Maryland. Some local
industries have experienced losses; in others, employment has not
grown as strongly as it might otherwise have.

What may have a greater effect on the Washington suburbs is the
recent change in Federal fiscal policy. While the dire predictions of
massive Federal layoffs and large-scale unemployment have not mate-
rialized, it is probable that future cutbacks will be more difficult to
absorb. Displaced Federal workers who find other employment reduce
the number of job vacancies wh.ch would otherwise be available to job-
seekers. The lesser skilled, less experienced workers, whether RIF'ed
Government personnel or new entrants or re-entrants to the labor
force, will have increased difficulty in finding suitable work. Moreover,
Government agencies which were created to provide assistance to these
persons are now being curtailed.

In the next coupie of months unemployment is expected to increase
in the Washington suburbs. While this is a normal occurrence at this
time of year, jobless levels are expected to be above those of a year ago.
Still, the Washington area counties should continue to have the lowest
unemployment rates in Maryland.

Seasonal increases in construction are expected in the spring, but the
industry has a long way to go to reach full recovery. Longrun growth
is anticipated in service industries: computer software and manage-
men. consuitant%, high tech .ology researcl1 and development, and com-
munications equipment/electronics manufacturing.

In the short run the recession will slow the rate of business expan-
sion. If history is a good predictor, the Washington area should be
able to withstand the present business decline relatively well. However,
a concurrent reduction in the public sector will affect this resiliency.
This area has never experienced a significant cutback in Federal em-
ployment or grants. The longrun effects of the current Federal fiscal
policy on the Washington area are unknown.

[The prepared statement of Ms. Paunil follows:]

PREPARED STATEMENT OF DOLORES PAUNIL*

Much has been written and said about the economic distress that has been
experienced by the state of Maryland throughout the past year. For most of 1981
the State's unemployment rate -has remained at over 7 percent with November's
rate of 7.9 pereont equ 'ling the h'gh re-orded in November 1976.

Maryland's Washington suburbs-Montgomery, Prince Georges, and Charles
Counties-while experiencing some stagnation locally, have continued to demon-
strate a resistance to cyclical instability. Unemployment levels have been higher
in 1981 than in 1980 but have remained well below State and National levels. A

*Coauthored by Pat Arnold. Director. Research and Analysis Division, Frank 0. Heintz,
executive director, Employment Security Administration, Maryland Department of Human
Resources, Baltimore, Md.
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preliminary 11 month rate for 1981 indicates that unemployment averaged 4.4
percent in Maryland's Washington suburbs compared to a rate of 7.1 percent
Statewide.

ECONOMIC BACKGROUND

Historically, the Maryland portion of the Washington area has enjoyed a pros-
perous, stable economy, bolstered by its proximity to the Nation's Capital. This
location has resulted in the availability of a large number of federal jobs for the
area's labor force and has helped attract many private firms who do business
with the federal government.

Close to 30 percent of all jobs in the suburbs are to be found in local, State, or
Federal government agencies-jobs generally unaffected by economic declines.
Only about 4.5 to 5.0 percent of employment in these counties is to be found in the
cyclically sensitive manufacturing sector-an industry division which accounts
for roughly 14 percent of jobs Statewide. In addition, the high level of personal
income in the Washington area can sustain consumer demand for a longer period
while elsewhere it may be declining. The result of these factors has been a stable
economic climate which has been fairly well insulated from national recessions.
Unemployment rates are consistently below State and National levels during all
phases of the business cycle.

ANNUAL AVERAGE UNEMPLOYMENT RATES

Maryland portion
of the Washington State of UnitedYear metro area Maryland States

1981 - -44 1 7.1 7.61980 - -3.8 6.4 7.1
1979 - -4.1 5.9 5.8
1978 - -3.9 5.6 6.0
1977 - -3.3 6.1 7. 01976- 3.9 6. 8 7. 7
1975 - -4.4 6.9 8. 5

1 Preliminary 11-mo average.

Ironically, the presence of the Federal establishment has in recent years served
to encourage growth in the private sector, primarily among businesses in the
services industries. This major industry division now accounts for more than one
in four jobs located in Maryland's Washington suburbs. Consultants, research
and development firms specializing in Federal contracts, high technology defense-
related manufacturers, and associations and law firms seeking to represent mem-
bers' or clients' interests with the Federal Government have been relocating or
expanding existing facilities in and around the Washington area. The resulting
growth in the services sector, coupled with continued expansion in wholesale and
retail trade, has caused a substantial increase in the private economy and a rela-
tive decline in importance of the Federal Government. This has proven to be a
fortunate turn of events.

CURRENT SITUATION

Last summer unemployment began rising in the D.C. area counties. (Statewide,
unemployment levels had been above 1980 rates all year.) MIuch of the rise was
due to the normal seasonal influx of students into the labor force. However,
unemployment failed to decline at the end of the summer as would be expected.
In October the unemployment rate in Alaryland's D.C. suburbs had increased to
4.8 percent (about 37.000 persons). It remained at that level in November. While
this is not an intolerable rate of unemployment. at least when compared with the
State and National rates of 7.9 percent, it is above the level usually experienced
by this area.

A number of factors, almost all occurring during the latter part of 1981. caused
the rise in joblessness. Several major employers. including a grocery chain. a
printing/publishing company, and a food processing firm closed permanently.
Some cited economic reasons for closing: others did not. Over the past year a
moderate decrease in nondurable goods manufacturing has been noted as well as
a more substantial weakness in the construction industry. Prince Georges and
Charles Counties have borne the brunt of the job losses. There has been a rela-
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tively small effect in Montgomery County, although very recently indications are
that unemployment insurance claims are up even there.

Cutbacks in Federal spending have resulted not only in Federal job losses but
also in layoffs of some local and State government workers employed in federally
funded social services and employment and training agencies. More layoffs in
those programs are expected.

The much publicized Federal reductions in force have resulted in a notable
decline in the number of Federal jobs in the Maryland suburbs but relatively few
actual layoffs. Several affected agencies, informed well in advance of anticipated
RIFs, were able to assist in placing most of their workers in other Federal jobs.
Other workers found jobs in the private sector or retired. However, it appears
that Federal job losses in the District have resulted in a large proportion of
actual layoffs than among agencies in the Maryland suburbs. Some of the affected
workers, of course, are Maryland residents.

In summary, it appears that the current recession has had some negative
impact on the Maryland portion of the Washington Metro Area albeit a rather
moderate one compared with the serious, prolonged economic distress present
throughout the rest of Maryland. Some local industries have experienced losses;
in others, employment has not grown as strongly as it might otherwise have.

What may have a greater effect on the Washington suburbs is the recent
change in federal fiscal policy. While the dire predictions of massive federal
layoffs and large scale unemployment have not materialized it is probable that
future cutbacks will be more difficult to absorb. Displaced federal workers
who find other employment reduce the number of job vacancies which would
otherwise be available to jobseekers. The lesser skilled, less experienced workers,
whether RIFed government personnel or new entrants or re-entrants to the
labor force will have increased difficulty in finding suitable work. Moreover,
government agencies which were created to provide assistance to these persons
are now being curtailed.

OUTLOOK

In the next couple months unemployment is expected to increase in the Wash-
ington suburbs. While this is a normal occurrence at this time of year, jobless
levels are expected to be above those of a year ago. Still, the Washington area
counties should continue to have the lowest unemployment rates in Maryland.

Seasonal increases in construction a-re expected in the spring, but the industry
has a long way to go to reach full recovery. Long run growth is anticipated in
services industries: computer software and management consultants, high
technology research and development, and communications equipment/elec-
tronics manufacturing. In the short run the recession will slow the rate of
business expansion. If history is a good predictor, the Washington area should
be able to withstand the present business decline relatively well. However, a
concurrent reduction in the public sector will affect this resiliency. This area
has never experienced a significant cutback in federal employment or grants.
The long run effects of the current federal fiscal policy on the Washington area
are unknown.

Senator SARBANES. Thank you very much. I think we will hear from
Mr. Saquella, and then I can direct some questions to both of you.

STATEMENT OF THOMAS S. SAQUELLA, EXECUTIVE ASSISTANT,
MARYLAND DEPARTMENT OF ECONOMIC AND COMMUNITY DE-
VELOPMENT, ANNAPOLIS, MD.

Mr. SAQUELLA. Thanks, Senator.
My name is Tom Saquella. I'm executive assistant in Maryland for

the Secretary of Economic and Community Development. I know you
heard from Frank Heintz in Baltimore Monday and Dolores today
about the unemployment figures. I will try not to repeat what they
said, but I will try to describe some general trends in the American
economy which point up the fact that Maryland is much less able
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today to insulate itself against recession than it has been in previous
years.

Maryland economy has had a reputation for performing much bet-
ter than the national economy as a whole during recessions. While
such a statement was justified for much of the postwar period, it has
probably not been valid since the 1975 recession and is certainly not
justified in the present recession. This change in ability can be largely
traced to changes in Maryland's employment and industrial mixes.

Maryland, like most Northeastern States, experienced a gradual re-
duction in its manufacturing employment due to the emergence of
first the Southeast and later the Southwest as manufacturing centers.
In Maryland, unlike in other Northeastern States, this decrease was
more than offset by growth in nonmanufacturing employment-spear-
headed first by the growth in the Federal Government and later in
State and local employment as well as the retail and financial sectors.
During the 1975 and 1980 recessions, government employment was not
growing as rapidly as in the past. Consequently, Maryland felt the
1975 and 1980 recessions more severely than previous recessions. The
current recession has made this trend remarkably clear; namely, that
Maryland is no longer isolated from the effects of national recessions.

In 1977, a State report and a later report of the Johns Hopkins
Center for Metropolitan Planning and Research, reported that Mary-
]and lost 40,000 manufacturing jobs between 1970-75. After this re-
port, Maryland became serious about economic development and began
to make up these losses in the manufacturing sector, especially in the
durable goods sector. Approximately 14,000 of the 20,000 manufactur-
ing job losses in the durable goods sector were recovered by 1979. How-
ever, about 7,000 of these jobs were lost during the current recession.
Much of these losses can be traced to highly recession-prone industries
such as transportation equipment, autos and trucks, and primary
metal, steel, which have a large base in Maryland and are doing poorly
throughout the country. All is not bleak for Maryland. Several in-
dustries in the State, such as electric and electronic equipment, are
doing well despite the recession and are performing better in Mary-
land than in the Nation.

In short, the State is experiencing manufacturing employment
losses, but for the first time, government employment is down, de-
creasing by 12,000 jobs in 1981. The bottom line is that for the first
time since at least the mid-1960's, based on the preliminary data avail-
able, total annual employment in Maryland has actually declined in
1981.

Today, Maryland finds itself caught in what I would describe as a
vicious economic dilemma. As I mentioned previously, beginning in
1979, Maryland began a major push to attract high technology indus-
try to Maryland. This industry was targeted, after extensive research
and analysis, due to its growth potential and environmental ad-
vantages and Maryland's concentration of the necessary scientists and
engineers. The results have been good as reflected in the fact that the
electronic component industry is doing well in Maryland. This effort,
however, is now being retarded by national economic problems.

Maryland's Office of Business and Industrial Development reports
that 57 industrial prospects who they were working with have dropped
expansion plans because of either soft market conditions or high
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interest rates. While one should not assume that Maryland would have
located all 57 prospects. these 57 prospects involved a potential capital
investment of $136 million and 4,875 jobs.

The other part of the dilemma, already mentioned, is difficulty being
experienced by traditional manufacturing industries. As an example,
Maryland is experiencing significant layoffs at General Motors in
Baltimore City, Bethlehem Steel in Baltimore County, Mack Truck in
Hagerstown, and PPG in Cumberland. General Motors has also de-
layed the modernization and expansion of its Baltimore plant, which
was announced at $500 million. The manufacturing situation goes
beyond these auto-related industries. Dresser-Wayne Industries, a
textile firm in Salisbury, furloughed 80 people and then closed the
plant for the first 2 weeks of this year, which involved a furlough of
another 340 people.

In short, the current recession has accelerated the gradual and long-
term decline of traditional industries and dampened Maryland s
efforts to attract future growth industries to offset the declines in the
traditional industries. I used the word "dilemma"; maybe vicious
circle would be a better word.

This situation is further worsened by the declines in the construc-
tion industry, long a significant factor in Maryland's economy. While
a comparison of 1980 and 1981 figures for volume of construction
contracting shows Maryland much better than the Nation for resi-
dential construction, Maryland, like the Nation, is experiencing severe
decline in nonresidential (office buildings) and nonbuilding (roads,
sewers). The bottom line is a 13.1 percent decrease in contract con-
struction employment in comparing November 1981 with November
1980.

The impact on construction activity points up a less obvious impact
on State government's ability to deal with the current recession. When
the construction industry was adversely impacted during the 1975
recession, Maryland was able to mitigate this impact by providing
housing construction financed through the sale of tax-exempt housing
revenue bonds by the State's Community Department Administration.
In 1975, CDA financed almost 50 percent of the multifamily con-
struction activity in Maryland. This option is now less available to
Maryland because of the high rates and volatile nature in the mu-
nicipal bond market. Nationally, housing bonds declined from 30 per-
cent of the municipal bond market in 1980 to 15 percent in 1981.
Revenue bond financing for single-family housing is further ham-
pered by the Mortgage Subsidy Bond Act of 1981.

Another less obvious result of the current recession is the impact on
previous Federal, State, and local investment in infrastructure to fur-
ther economic development. Due to the curtailment of private invest-
ment, many of the facilities financed by government are sitting
underutilized or not utilized at all.

In conclusion, Maryland, like most other States, is hit hard by the
present recession. While we can still withstand it somewhat better than
other States, our ability to do so has deteriorated over the last several
years. How Maryland will finally fare in the current recession remains
to be seen, but the curtailment of Federal programs will undoubtedly
exacerbate Maryland's economic problems.

Thank you.
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Senator SARBANEs. I want to thank you both very much for two very
thoughtful statements.

Ms. H~aunts, let me ask you: At the same time that unemployment is
increasing, the cutbacks in Federal cost-siaring with t1le States have
forced your department to lay off a number of people; is that correct?

MS. PAUNIL. That's correct.
Senator SARBANES. What do you anticipate the impact of that will be

on the services that you're called upon to provide to the unemployed?
MS. PAUNIL. Well, the State Employment Security Administration

will be able to provide a lot less service to the people that are laid off.
The State Job Service, the agency that is charged with placing em-
ployees in employment, is experiencing most oi the cutuacks. Staff
now is pretty much down to a skeleton crew, which is able to do little
more than register people for the Job Service and take job orders from
employers. There really is not enough staff at present to do any file
searches and do much placing of people into jobs. They're just basically
following the letter of the law and registering people. And I under-
stand that we can expect maybe as much as about one-third cutback in
staff in the employment services.

Senator SARBANES. How long do people who are laid off and come in
and file an unemployment claim have to wait before they receive their
first unemployment check?

MS. PAUNIL. Right now it usually averages between 2 to 3 weeks for
the full processing.

Senator SARBANES. In other words, somehow they have to bridge
that period themselves, in terms of meeting their families' needs; is
that correct?

Ms. PAU1NIL. That's correct.
Senator SARBANES. Is that period lengthening as a consequence of

the increase in the number of unemployed and the cutback in the
department's staff?

MS. PAUNIL. I don't believe there's been an increase yet, but there
should be. The unemployment insurance processing division hasn't
experienced any severe cutbacks yet. Most of the cutbacks have been
in the job service placement department, but I understand the next
round of cuts is going to affect the unemployment insurance division,
as well, and lessening of staff can't help but increase the time in
actually getting an unemployment check.

Senator SARBANES. Is this the most severe problem that you can
recall in this area with respect to unemployment?

MS. PAUNIL. Right now, unemployment is as high as it was during
the recession levels of 1975 and 1976, and we expect it probably will
go higher. How much higher, we don't know. The problem is, is the
main shield from the recession, which has been Government employ-
ment, is now also not that source of security it was in the past, so it's
really hard to make a prediction on how this area's going to fare.
So far, as you can see, it's still well below the State in unemployment
levels, but we really don't know what's going to happen.

Senator SARBANES. Mr. Saquella, I was very struck by your point
that in the past we've prided ourselves in the State. Our economy does
better than the Nation, and we've always pointed to that fact. I take
it, that you are saying, in effect, that because of these economic trends,
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that's either no longer the case or is, at least, not as much the case
as it was in the past.

Mr. SAQUELLA. I would say it's the latter, sir, not as much the case
as in the past at all. And our State unemployment rate is getting
very close to the national average.

Senator SARBANES. Earlier this week Frank Heintz testified that
when the national figure was 8.4 percent and the Maryland figure was
7.9 percent. The latest national figure is 8.9 percent. We don't yet have
the Maryland figure which will come, what? In about 2 weeks' time?

MS. PAUNIL. Excuse me, Senator, I might like to add, the national
rate of 8.3 and 8.4 percent is a seasonally adjusted rate. In Maryland,
we don't seasonally adjust the statistics. So a more comparable figure
is to use the nationally nonseasonally adjusted rates, which was 7.9
percent in November, and it was the same in Maryland. So I think
basically we could say that pretty much now Maryland unemploy-
ment rates are about the same as the national figure.

Senator SARBANES. I appreciate that. It's a very important statisti-
cal point-about the way in which the statistics are kept-to get into
the record. In effect, because one was seasonally adjusted and the
other was not, you would say, that the figures really were comparable
in November. Most of the gain that the State has made in attracting
manufacturing jobs since it launched this effort has been wiped out
by the recession. A good part of it has already been wiped out and,
of course, I guess the prospects are that much is going to go by the
board.

Mr. SAQUELLA. The gains that we made in high technology, other
types of industry, are being-if not offset, are being more offset now by
the layoffs in the more traditional industries in Maryland, which are
still very big in Maryland. Steel, autos, and those industries which are
somewhat very much national. In layoffs, they are more than offsetting
whatever gains we've been able to make, since starting in the late 1970's.

Senator SARBANES. You have been a very helpful panel. We appreci-
ate the obvious care that has gone into preparing your testimony this
morning.

Next, if we could have the public sector employment panel come
forward: Ernie Crofoot, the director of Council 67 and vice president
of AFSCME International; Jerry Klepner, the director of legislation
for the National Treasury Employees Union; and Donald MacIntyre,
national vice president from the District of Columbia area of the
American Federation of Government Employees.

Mr. Crofoot, why don't you go first.

STATEMENT OF ERNEST B. CROFOOT, DIRECTOR OF COUNCIL 67 AND
INTERNATIONAL VICE PRESIDENT, AMERICAN FEDERATION OF
STATE, COUNTY AND MUNICIPAL EMPLOYEES, AFL-CIO, WASH-
INGTON, D.C.

Mr. CnoFoor. I thank you, Senator.
I am Ernie Crofoot, and I am international vice president for the

capital region of the American Federation of State, County and Mu-
nicipal Employees.
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Our union is the largest public employee union in the country, and
the third-largest union in the AFL-CIO, representing over 1 million
members in the United. States, including 25,000 here in Maryland.

Our members have been seriously affected by Reaganomics in two
ways:

Like everyone else-citizens, consumers, and taxpayers-they have
been ravaged like everyone else by the current recession.

As public employees-the workers who keep our Government op-
erating efficiently and the people who provide the public services we
all depend on daily-we have also bourne the brunt of the adminis-
tration budget cuts. It is on our role as public employees that I will
concentrate today.

I know you are well aware of the statistics that show the economic
problems that Maryland and its citizens face. We at AFSCME feel
that there are really two problems that cannot be separated: The reces-
sion and the Reagan budget cuts. I will address each briefly.

The recession has had a crippling effect on Government finances.
On the one hand, tax revenues fall off: Fewer people are working, so
fewer income taxes are collected; high prices and high interest rates
mean people buy less goods, thus depressing sales tax collections;
businesses make lower profits, which reduces the taxes they pay.

On the other hand, a recession increases the demands placed on Gov-
ernment: Claims for unemployment, welfare, and other forms of assist-
ance go up dramatically. Further, this recession, with its unprece-
dented high interest rates, has made it extremely difficult for State
and local governments to raise funds on the bond market.

The recession had a severe impact on Maryland State employees last
year. Because revenues were so right, and because Maryland has no
collective bargaining law for public employees, the legislature gave
no pay raise last year to the 54,000 employees of the State of Mary-
land-and this in a year when inflation pushed up the cost of living
10.3 percent.

Still, the State of Maryland and local city and county governments
might have managed with the recession if the Federal budget cuts
hadn't come along. The effects of those cuts on the State and local
level are beginning to be felt; they are severe now, and may be even
more horrenous in the years to come.

AFSCME estimates that Maryland State and local governments
will lose at least $265 million in Federal aid in fiscal year 1982. Be-
cause of the dire straits the recession plunged us into. there just isn't
money to make up the losses. The results are painfully obvious: Serv-
ice cuts and layoffs of public employees are inevitable.

We've already begun to experience the layoffs. To cite a few ex-
amples, over 10,000 people in the Baltimore area who were enrolled
in job training programs through CETA are now out on the streets.
Another 1,000 workers in the city of Baltimore may lose their jobs
shortly. About 150 State workers have been cut from the payrolls. And
in Prince George's County, Federal cutbacks in the school lunch pro-
gram have forced a 17-percent reduction in hours for our members
who prepare and serve those lunches.

Cutting Federal aid undermines the ability of State and local gov-
ernments to provide public services. And it is local public services-
police, fire protection, education, libraries, mass transit, garbage col-
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lection, and the like-which are most important to people in Mary-
land communities.

Another serious problem that has been building for some time is the
declining condition of the public infrastructure. Tight Government
budgets have resulted in delays for capital projects, but if the economy
is to grow, those investments cannot be put off any longer. Public serv-
ices and public facilities such as roads, bridges, and sewage systems
have always been the silent partner which has facilitated and made
possible the growth of our private enterprises.

Our incumbent leadership is blind to the fact that we live in a com-
plex, highly intricate and interdependent economy. The fact is that if
you bleed the public sector, you will cripple the private sector. To rein-
vigorate our private sector, we will have to rebuild our pubic services.
Our public schools must be made to produce students with better tech-
nical skills, as our physical plants must be built up to carry out the in-
creased loads created by an expanded economy.

All of this will cost money. Public employees are not divine; they
cannot repeat the miracle of the fishes and loaves. They need better
and more resources if they are to accomplish their mission.

We at AFSCME believe that the strategies of the Reagan adminis-
tration are counterproductive. We commend you, Senator Sarbanes,
for holding these hearings to assess the impact of the recession on our
State.

We urge you to take back to the Senate the message that the people
of Maryland want a revitalization program that will provide training
for the unskilled, compassion for the less fortunate, and adequate fund-
ing for governments to carry out those necessary and vital functions
that we all benefit from.

Senator SARBANES. Thank you very much.
Mr. Klepner, please proceed.

STATEMENT OF JERRY D. KLEPNER, DIRECTOR OF LEGISLATION,
NATIONAL TREASURY EMPLOYEES UNION, WASHINGTON, D.C.,
ACCOMPANIED BY C. JAMES SPELLAINE, DIRECTOR OF RESEARCH

Mr. KLEPNEM. Thank you, Senator.
First of all, I would like to join with my colleague, Mr. Crofoot, in

agreeing with everything he has stated.
And also, I would like to introduce, on my right, Mr. Jim Spellane,

director of research for our union.
I also would like to commend you, Senator, for holding these hear-

ings on the impact of Reaganomics on Montgomery and Prince
Georges Counties. We share your concern over the hardships that have
been forced upon many working Americans by the economic policies
of the current administration, particularly Federal employees.

It is indeed fitting that these hearings coincide with the birthday
of the late civil rights leader, Rev. Dr. Martin Luther King, Jr. Rev.
Dr. King was a man who was dedicated to alleviating the suffering
of his brothers and sisters, and who clearly recognized that unemploy-
ment was a major affront to the basic human dignity of each
individual.

For years, the myth persisted that the Washington, D.C., metro-
politan area was "recession proof" because of its Government-based
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economy. Recent events, however, should dispel this misconception
once and for all. With major cutbacks in the budget and reductions
in the force, RIF's, in many agencies, Federal employees know all too
well the insecurity that accompanies troubled economic times.

It is difficult to assess the exact impact that the President's actions
have had, and will have, on Montmogery and Prince Georges Counties.
Much of the data for making such a determination is imprecise or not
yet available. Nevertheless, based on existing information, we believe
that the Maryland suburbs of Washington have indeed been signifi-
cantly affected by the current economic difficulties, and will continue
to be in the future.

Just looking at two indicators: We have found the initial unem-
ployment claims in Montgomery County, for Federal employees, rose
150 percent in the first 2 months of this fiscal year, over a comparable
period last year. With regard to the private sector, using the same
base, the initial unemployment compensation claims rose 50 percent
over a comparable period last year.

Not only are Federal workers losing their jobs, but industries that
rely upon the Federal Government, such as consulting firms and other
groups, are losing business; and as a result, they are also engaging
in layoffs at this time. If you take a look at the cost, the direct cost,
to the State of Maryland simply in unemployment benefits for Federal
employees, we have determined that they average $12,200 per week
for an average Federal worker at a benefit level of $100 per week.

In addition to that, the costs on the community are even greater.
People who are unemployed cannot afford luxury items and, in many
instances, they cannot even afford basic items that are necessary to live.
So you have an impact on the local business, you have ah impact on
local retailers and local service industries, as well.

The entire community is affected, in an adverse sense, by the un-
employment of the Federal work force and the unemployment of the
consulting firms that rely upon the Government.

Unfortunately, we feel that this is just the beginning of
Reaganomics and its adverse impact on the Government work force.

In assessing the impact of the Reagan economic program and the
massive unemployment that has spread in its wake, we must also look
to the future. With major reductions-in-force anticipated in scores
of Federal agencies, and little funds available for consulting firms
and other groups that rely upon nondefense Government contracts,
there is little hope for gainful employment for the many Federal
workers who have lost their jobs and those who will be the victims
of RIF's in the months ahead.

I am afraid that we are witnessing only the beginning of unprece-
dented unemployment in Montgomery and Prince George's Counties
that will have an adverse impact on every business person and resi-
dent in these areas. For Federal employees and millions of their
coworkers in private industry, Reaganomics has truly become the
cancer, and not the promised cure to the economic ills of our country.

Once again, we appreciate the opportunity to testify on this very
important topic. If there are any questions, I will be glad to answer
them.

[The prepared statement of Mr. Klepner follows:]
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PREPARED STATEMENT OF JERRY 1). KLEP-NER

I am Jerry D. Klepner, Director of Legislation for the

National Treasury Employees Union. We are the exclusive

representative of over 120,000 Federal workers, including

those at the Department of Energy facility in Germantown and

the Nuclear Regulatory Commission offices in Bethesda and

Silver Spring. In all, our union has approximately 2,000 members

in Montgomery and Prince George's Counties, including many

who work in Washington, D.C. but live in suburban Maryland.

We commend the Senator for holding these hearings on the

impact of "Reaganomics" on Montgomery and Prince George's

counties. We share your concern over the hardships that have

been forced upon many working Americans by the economic policies

of the current Administration, particularly Federal employees.

It is indeed fitting that these hearings coincide with the

birthday of the late civil rights leader, Martin Luther King, Jr.

Dr. King was a man who was dedicated to alleviating the suffering

of his brothers and sisters, and who clearly recognized that

unemployment was a major affront to the basic human dignity of

each individual.

For years, the myth persisted that the Washington, D.C.

metropolitan area was "recession proof" because of its government-

based economy. Recent events, however, should dispel this

misconception once and for all. With major cutbacks in the budget

and reductions-in-force (RIF's) in many agencies, Federal employees

know all too well the insecurity that accompanies troubled

economic times.

It is difficult to assess the exact impact that the

President's actions have had, and will have, on Montgomery and

Prince George's counties. Much of the data for making such a
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determination is imprecise or not yet available. Nevertheless,

based on existing information, we believe that the Maryland

suburbs of Washington have indeed been significantly affected

by the current economic difficulties and will continue to be in

the future.

In order to measure the effect that Federal reductions-in-

force have had on suburban Maryland, we first determined the

number of Federal workers in Montgomery and Prince George's

counties. Based on the latest available information, Montgomery

County contains 41,417 Federal workers while Prince George's

County has 24,333. It is important to note that these figures

reflect the number of Federal employees who work in these two

counties; they do not include those individuals who are employed

at U.S. government installations in other locations but live in

suburban Maryland.

The largest Federal employers in the two county area are:

the Department of Agriculture with 3,728 workers in Prince George's

County, the Department of Energy with 1,925 employees in Montgomery

County, the Department of Commerce with 5,822 workers in Montgomery

and 5,208 in Prince George's, and the National Aeronautics and

Space Administration with 3,581 employees in Prince George's.

By far the agency with the largest work force in the two counties

is the Department of Health and Human Services (HHS) with 19,696

employees in Montgomery and another 2,610 in Prince George's.

What then has been the impact of RIF's on these workers?

Most of the agencies in the two counties have experienced

layoffs. Among the hardest hit were the Departments of Commerce,

Energy and HHS. For example, the National Bureau of Standards, an

agency of the Commerce Department located in Gaithersburg, Maryland
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released 156 employees-or 5 percent of its total workforce - in

Fiscal Year (FY) 1981. The Department of Energy in Germantown

experienced 35 separations, 6 early retirements, and 66 downgradings

as part of its RIF action. In addition, DOE may be implementing a

phaseout of its operations in FY 1982 which, according to

Energy Secretary James Edwards, could involve the reassignment of

over 60 percent of the agency's workers.

Just as the Department of Health and Human Services is the

largest Federal employer in Montgomery and Prince George's counties,

so too the agency stands to lose the greatest number of employees. Due to

delays in formulating plans, HHS experienced no RIF's in FY 1981.

This, however, was only a postponement of the problem. Now that

FY 1982 is underway, the Department is in the midst of a major

RIF totalling 7,755 workers or 5 percent of the entire agency work force.

No firm figures have been released on how the Maryland suburban

HHS installations will be affected. However, if these facilities

bear a proportional share of the RIF's, another 1,115 local HHS

employees will find themselves jobless and numerous others may

be forced to accept pay cuts or take early retirement.

What do these numbers mean? To find an answer to that

question, it is useful to examine certain unemployment statistics

provided by the Maryland Employment Security Administration (ESA).

Let me point out that unemployment figures are divided into two

categories, initial claims and continuing claims. Initial claims

are those made by an individual the first time he or she applies

for and receives unemployment compensation. Continuing claims are

an aggregate figure indicating the number of weeks all unemployed

persons received payments. Since an initial claim can only be

filed once by each individual, whereas one person can file up to

95-758 0 - 82 - 17
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26 continuing claims, the former category presents a more

accurate picture of how many persons are actually unemployed.

Accordingly, the ESA statistics show that inital claims in

Montgomery County by those from private sector employment

increased by 3 percent in FY 1981 over the previous year. In

the first two months of FY 1982, initial claims increased by

50 percent over a comparable period in FY 1981.

The Maryland ESA also computes the number of initial claims

made by those who have left Federal employment. In Montgomery

County, the number of individuals in this category decreased

from 488 in FY 1980 to 362 in FY 1981. However, in the first two

months of FY 1982, initial claims by former Federal workers increased

by 150 percent over the first two months of FY 1981.

In Prince George's county, the numbers reflect similar

conditions. Initial claims by private sector employees increased

by 10 percent in FY 1981 and by 35 percent in the first two months

of FY 1982. The figures for initial claims filed by former Federal

workers indicate that the timing of the RIF's in Prince George's

county differed from those in Montgomery, but that the effects

were equally bad. In FY 1981, the number of such claims was

860, up from 612 in FY 1980, an increase of 40 percent. While

the total initial claims filed by ex-Federal workers was down

by 55 in the first two months of FY 1982, the number of continuing

claims in this category remained about steady, indicating that

those unemployed in FY 1981 were still having difficulty finding

other employment.

We must point out that these figures underscore the folly

of President Reagan's economic promises. The implementation of

RIF's in those agencies in Montgomery and Prince George's Counties

will have little or no impact on the Federal tax bills of
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residents in those jurisdictions, but will certainly affect the

state and local taxes of Maryland citizens.

For example, based on available data, we have estimated that

the average pay for RIF'ed employees in the suburban Maryland

area in FY 1981 is that of GS-9, step 1. While most of the

employees actually separated were in either higher or lower grades,

the GS-9 salary figure represents the closest to a median that

we can estimate. Based on the Maryland ESA's figures, 1,222

initial claims for unemployment compensation were filed by former

Federal workers in FY 1981. According to the unemployment laws of

the state of Maryland, an individual who received a GS-9 salary

would be eligible for approximately $100 per week in benefits.

This means that the taxpayers of Maryland were paying the bill for

$12,220 worth of unemployment benefits per week for former

Federal workers. Over a 26-week period, the maximum anyone can receive

unemployment, the total cost would be $317,720. The longer each of

these individuals receives unemployment, the greater the burden on

the taxpayers.

Clearly, these figures are rough estimates. Not every

former Federal worker filing for unemployment was RIF'ed and

surely some of those separated from their U.S. government jobs

found other work. But our projections are an initial attempt to

measure the effect that unemployment among the Federal work force

has on the Montgomery and Prince George's communities. With further

RIF's and more new unemployment claims in FY 1982, the problem will

only worsen. Even though the President is promising great savings

through his budget cuts, the imposition of this additional burden

on the state at a time when the Federal government is reducing aid

to state and local governments means that, as usual, the bill for the

President's program will fall on the very taxpayers he is claiming to help.
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The figures we have cited represent only those who actually

were employed by the Federal government in Montgomery and

Prince George's counties and are eligible for Maryland unemployment

benefits. Yet, since the economy of the Maryland suburbs is so

closely linked to that of the Washington, D.C. Metropolitan Area,

no consideration of the impact of RIF's on these localities can be

accurate without examining the effects on the region as a whole.

The D.C. Metropolitan Area leads all other parts of the nation

in the number of RIF's that have been implemented. While this

region employs 12.5 percent of the entire Federal work force,

agencies in Washington, D.C. and its Maryland and Virginia suburbs

have borne nearly 25 percent of the RIF's that occurred in FY 1981

and early FY 1982. The D. C. area's RIF totals double that of the

next most affected region, and touch about 1½ percent of the area's

Federal work force, again almost doubling the amount of workers

affected in any other locality.

The task of measuring the effects of these RIF's on Montgomery

and Prince George's Counties is difficult, but it is a factor that

cannot be ignored. While most of the individuals in the

Metropolitan area who were separated or downgraded may not have worked

in suburban Maryland, it is reasonable to assume that many of them

live here. They shop in Montgomery and Prince George's stores;

they pay state and county taxes; they eat in county restaurants; they

keep their money in county banks. In addition, those affected by

RIF's buy their homes in the two counties. At a time when the housing

industry in Maryland, like that in the rest of the nation, is

suffering a severe slump, the implementation of RIF's in this area

is yet another setback.

In fact, the Mortgage Bankers Association of America reports

that 4.14 percent of housing loans in the state of Maryland had
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installments past due and .16 percent of conventional loans were

in foreclosure as of September 30, 1981. While these figures are

below the national average. they still represent an 18 percent and

23 percent, respective increase in these categories over FY 1980.

We strongly suspect that the RIF's were a substantial contributing

factor to these developments.

In summary, Montgomery and Prince George's counties are a

key part of the economy of the D.C. metropolitan area and of the

state of Maryland. In fact, together these two counties contribute

36 percent of Maryland's tax base (Montgomery, at 21.33 percent,

pays the largest portion of taxes of any county in the state).

Any policy that negatively affects a major portion of the area's

economic base, such as the Federal government, will have a lasting

impact on this region and on the state of Maryland. We believe

that the implementation of significant RIF activity in the

two counties will place a grave strain on the resources of

Montgomery and Prince George's counties and erode the foundation of

good public service at a fair cost to the taxpayer that has

been a source of pride in this area and in the state of Maryland

as a whole.

In assessing the impact of the Reagan economic program and

the massive unemployment that has spread in its wake, we must also

look to the future. With major RIF's anticipated in scores of

Federal agencies and little funds available to consulting firms and

other groups that rely upon non-defense government contracts, there

is little hope for gainful employment for the many Federal workers

who have lost their jobs and those who will be the victims of RIF's

in the months ahead. I am afraid that we are witnessing only the

beginning of unprecented unemployment in Montgomery and Prince Geoge's
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counties that will have an adverse impact on every business-

person and resident in these areas. For Federal employees and

millions of their co-workers in private industry "Reaganomics"

has truly become the cancer and not the promised cure to the

economic ills of our country.

Before closing, Senator, I would like to acknowledge the

assistance of the Federal Service Task Force, Chaired by

Representative Michael Barnes of Maryland's 8th District, for

providing much of the data that formed the basis of my testimony.

At a time when few reliable figures on Federal RIF's existed,

Representative Barnes' group provided a valuable service by

amassing this important information and making it available to

the public.

Once again, we appreciate the opportunity to testify on

this very important topic. If there are any questions, we will

be glad to answer them now.



257

Senator SARBANES. Thank you very much.
I think we will hear from Mr. MacIntyre first, and finish out the

panel; and then I will have some questions.

STATEMENT OF DONALD M. MacINTYRE, NATIONAL VICE PRESI-
DENT, 14TH DISTRICT, AMERICAN FEDERATION OF GOVERNMENT
EMPLOYEES, AFL-CIO, WASHINGTON, D.C., ACCOMPANIED BY DON-
ALD HAINES, LEGISLATIVE ATTORNEY

Mr. MAcINTYnw. Thank you, Mr. Chairman.
I am Donald MacIntyre, national vice president for the 14th Dis-

trict of the American Federation of Government Employees,
AFL-CIO.

With me is Donald Haines, our legislative attorney from our head-
quarters office.

AFGE represents over 750,000 employees of the Federal Govern-
ment and the District of Columbia. My own 14th District covers the
Metropolitan Washington area, including Montgomery and Prince
Georges Counties in Maryland.

We are pleased to be able to appear and testify before the subcom-
mittee on the effects of the current recession on Maryland's
communities.

Rather than read my prepared statement, I would like to have it
introduced, and I would like to summarize it, to save time.

First, I would like to say that I would like to join in your remarks
concerning the effort to make a national holiday of the birth of the
Reverend -Dr. Martin Luther King. Had I not been here, I would have
been marching with our members, on Constitution Avenue, at this
time.

I do think it's fitting to be here and to address the recession impact
on the Maryland communities, on his behalf.

The size of the Federal work force in this State-those people who
are actually at Maryland jobsites-is approximately 125,000. In addi-
tion to that, we estimate there are 75,000 employees who reside either
in the District of Columbia or Virginia, who are also at Maryland job-
sites. This translates into a $400 million loss of pay when we address
the pay caps that Federal employees have suffered just last year, as
you know, Senator.

Each year, the pay adjustments have been reduced because of eco-
nomic and budget restraints. And just last year alone, the 4.8-percent
wage adjustment was one-third what the President's agents recom-
mended. We estimate for every $1 in payroll received by a Federal
employee, that translates into $1.90 of money being circulated in the
business community.

As a Maryland resident, I could easily observe the state of the
economy at this present time. Just last Friday, my wife and I went
to Comus, Md., to the Comus Inn. We were shocked to see only eight
couples there to enjoy the entertainment of three professional music-
ians. Movie theaters are currently half-filled. The Rockville Mall is
now closing. Hecht Co., one of the major department stores in this
area, had maior sales before Christmas-which is the first time I've
experienced that. Even today's Post shows their sales are 50 percent
off today.
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Real estate-I observed throughout the area that we see more for
sale signs than I've ever experienced in the past. Of course, that can
be translated as that being a result of the high interest rates.

The last blow to Federal employees, just this month, was the posi-
tion of the Reagan administration to decrease health benefits at the
same time they've increased employees' contributions to as much as
40 percent over last year's payments.

But pay and benefits have no real meaning if you do not have a job.
As we all know, thousands have already been RIF'd by the Federal
Government in this area. More have been furloughed. And more are
scared to death, by receiving general notices, that they are subject to
being furloughed or RIF'd.

These uncertainties have a tremendous impact on the local business
community. One is not likely to buy a new car, TV set, or a new suit
or coat if they are not sure if they're going to be fully employed in
the next week or month.

The private sector opportunities are extremely limited, notwith-
standing the fact that the Government is providing training for em-
ployees who are subject to RIF, as to how thev might seek employment:
in the private sector. It is my understanding that the private sector
is also not expanding, because of the high interest rates and the impact
of these rates on new construction.

So, it is a very dismal picture that brings us here today. I hope
that this information, and that of my colleagues here, will be of assist-
ance to the subcommittee, and that it will recommend to the Congress
an economic revitalization Trogram which recognizes the value of the
Federal work force and which puts America and Maryland back to
work.

Thank you.
[The prepared statement of Mr. Maclntyre follows :1
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PREPARED STATEMENT OF DONALD M. MACINTYBE

I am Donald MacIntyre, National Vice President for the Fourteenth

District of the American Federation of Government Employees, AFL-CIO.

AFGE represents over 750,000 employees of the Federal Government and

the District of Columbia. My own Fourteenth District covers the

metroplitan Washington area including Montgomery and Prince Georges

Counties in Maryland.

We are pleased to be able to appear and testify before the

Subcommittee on the effects of the current recession on Maryland's

communities. I am sure that the other witnesses will leave the

Subcommittee in no doubt about the recession's devastating impact

on the lives of thousands of Marylanders. I would like to focus my

attention on the economic problems afflicting Federal employees and

how these problems contribute to the recession in Maryland.

Federal civilian employment is a major component of the economic

life of Maryland. And here I am referring to the direct effects of

employment of thousands of Marylanders by agencies of the Federal

Government. Later in these remarks, I will discuss how much more

these workers contribute to Maryland's economy through their own pur-

chases and those of their family members.

There are about 125,000 workers employed by the Federal govern-

ment at job sites in Maryland. Many of the more than 350,000 Federal

employees in the metropolitan Washington area work in Washington but

live in Maryland. These employees are in excess of the 125,000, and

they should be remembered when we talk about the total impact of

Federal employment on Maryland. Put the available information deals

with those Federal employees working at Maryland job sites, and we'll

use those figures first.

The annual Federal civilian payroll for Maryland job sites is

now approximately $2.75 billion dollars. To put this figure in per-

spective, we can compare it with totals for other Maryland industries.

Federal civilian payroll is about twice as large as the combined

annual payroll for all transportation and utilities; twice as large

as the combined annual payroll for all the wholesale trade; and

twice as large as the combined payroll for all finance, insurance and

real estate activities in the state. It is nearly twice as large as

all construction payrolls combined. The Federal Government's payroll

in Maryland alone is about the size of the payroll for all retail trade

in the state. And the Federal payroll, again taken by itself, is more
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than half as large as the entire manufacturing payroll in Maryland.

(These figures are taken from the 1979 U.S. Department of Commerce

publication County Business Patterns which we have adjusted to 1981.)

Often times when people read in their newspapers about the

Federal Government and what's happening to Federal workers, they don't

realize that they are reading about their neighbors down the street

or their customers and patrons. Maryland has a big stake in the

Federal Government and how it is treating the Federal civilian work-

force.

As a consequence, Maryland suffers when those employees suffer.

AFGE's Pay and Classification Department estimates that each of Mary-

land's Federal employees is, on the average, being paid about $2000

less a year than they are entitled by law to receive based on the

salaries paid comparable workers in private industries. Maryland's

Federal workers have been denied comparable wages becase of the pay

caps imposed by the Administration. As a further consequence, Mary-

land's economy is deprived of $250 million dollars in direct Federal

payroll for Maryland job sites that it otherwise would have. In

addition, if we assume that at least 75,000 of the 350,000 Federal

workers in the metropolitan Washington area live in Maryland but

work outside the state, then Maryland's economy is deprived of another

$150 million dollars in direct salaries and wages.

Thus, as unemployment has risen in Maryland's automobile and

steel industries and as housing starts and other construction activity

have plummetted, the Reagan Administration's pay caps have prevented

$400 million dollars from otherwise being pumped into Maryland's
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economy. This, of course, is on top of the budget cuts in social

programs. But even this figure does not adequately describe how

hard times for Federal workers translates into recession in Maryland.

A general rule of thumb used by economists is that every dollar

of Federal civilian payroll translates into about $1.90 worth of

increased economic activity on the local level. In other words,

as Federal workers earn their paychecks, they in turn spend those

paychecks in local grocery stores, hardware shops, car dealers, banks,

insurance companies, and other businesses. They also buy homes and

condominiums. Their purchases make possible other purchases by

the businesses and contractors, whose purchases further stimulate

the economic activity of the community. Thus the estimated $400

million in direct Federal payroll loss for Maryland residents trans-

lates into about a $790 million loss in local economic activity.

In the past, this economic activity has been available to

cushion the effects of recession in other industries. That is no

longer the case. Although the Federal payroll remains large, the

ability of the average Federal worker to make major purchases has bee n

severely restricted because Federal wages have just not kept pace with

either inflation or private industry. In addition, this Administration

keeps thinking of new ways to reduce that disposable income even

further. A good example is the insistance that benefits be cut and

employee payments be increased for the Federal Employee Health Benefits

program. The rise in those costs will virtually wipe out the paltry

raise Federal employees got last October.

Even this, however, does not adequately describe how the treatment

of Federal workers exacerbates the economic downturn in Maryland. In

the past, the Federal Government was often available as an alternative
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employer when recession struck hard at private industry. That is no

longer the case. Thousands of Federal workers face the loss of their

own jobs or the prospect of furloughs without pay. Thousands more

fear this possiblity because their agencies sent them a general RIF

notice saying they may be RIFfed rather than taking the time to sent

specif notices to those who actually will be most likely affected.

Such agency actions spread the sense of economic gloom on which reces-

sions feed far beyond the range of those whose lives will be directly

affected by the eventual reduction-in-force. In addition, many other

thousands of Federal jobs that were once authorized are now not being

filled so that the total loss in Federal employment exceeds the number

of those employees who are direct victims of a RIF.

This climate of uncertainty and insecurity also has its own impact

on Maryland's economy. When an employee is unsure about where or

whether he will have a job next week or next month, that employee is

unlikely to be interested in making major purchases or investments--

even assuming the unlikely financial ability to do so. Federal employees

are not buying cars or houses today. As a result, the economic uncer-

tainty which the Admnistration has imposed on these employees is

unavoidably transmitted to other parts of the Maryland economy.

In my remarks, I have attempted to focus on Federal employees

and Maryland's recession. I would like to conlnude by stressing how

interdependent all the elements of Maryland's economy have become.

When Federal employees are fairly treated and have money to spend,

they help stimulatee local economic activity which in turn provides

employment and profits for others in the retail, manufacturing and

service industries. Their role in the real estate market provides

valuable opportunities for employment in the construction industry.
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In addition, their state and local taxes provide a firm base for the

services which all have come to rightly expect from state and local

government. To use a term once in vogue in this Administration, as

Federal civilian employment in the past provided a modest "safety net"

for Maryland's economy.

The current recession demonstrates how all of these other eco-

nomic sectors suffer when the Federal Government attacks the pay and

number of its own employees. The tragedy of all of this is that as

the Admnistration has eliminated the "safety net" role of Federal

employment, it has also undermined other safety nets. Revnue sharing,

job funds, educational loans, training programs, unemployment benefits,

housing programs, shcool lunches, food stamps, and so many other pro-

grams have been cut. Like other Marylanders, Federal employees and

their families and communities will also suffer from the Administra-

tion's assault on these programs. That assault, of course, comes in

the middle of unbelievable interest rates--rates which are bankrupting

businesses and individuals alike and rates which this Administration's

policies appear to be forcing even higher this year.

I hope that this information will be of assistance to the

Subcommittee and that it will recommend to the Congress an economic

revitalization program which recognizes the value of the Federal

workforce and which puts America and Maryland back to work.

95-758 0 - 82 - 18
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Senator SARBANES. Thank you very much.
Mr. Klepner, in your prepared statement, I think we need to add

another zero to these figures now. You say that based on available
data, you have estimated that "the average pay for RIF'd employees
in the suburban Maryland area in fiscal year 1981 is that of a GS-9,"
that's the closest to the median. Based on Maryland's ESA figures,
1,222 initial claims for unemployment compensation were filed by
former Federal workers in fiscal 1981. According to Maryland's laws,
"an individual who received a GS-9 salary would be eligible for
approximately $100 per week in benefits. This means that the tax-
payers of Maryland were paying the bill"-shouldn't it be $122,200
worth of unemployment benefits per week?

Mr. KLEPNER. Yes. It should. The typewriter got cold at that point.
Senator SARBANES. All right.
And then the other: "Over a 26-week period, the maximum anyone

can receive unemployment, the total cost"-that would be $3,177,000?
Mr. KLEPNER. That's correct.
Senator SARBANES. So the cost to the State in unemployment, just

for those 1,200 laid-off Federal workers-we're not looking at the rest
of the work force, now-on this analysis-it seems to me, a reasonable
way to proceed would be almost $3.2 million?

Mr. KLEPNER. That's correct. Senator.
Senator SARBANES. I was struck, Mr. Crofoot, by the reference to-

ward the end of your prepared statement-and I think it's a very
important point-to the interrelationship between investment in the
public sector and investment in the private sector, how much of the
infrastructure on which the private sector relies is a publicly de-
veloped infrastructure; and if we allow that to deteriorate-bridges,
roads, rail, the basic municipal services and all the rest of it-it's
going to have an impact on the private sector, as well.

We had an example that involves Mr. Klepner's people, right here
in Silver Spring. We worked very hard to have a consolidated new
headquarters for the Nuclear Regulatory Commission, within walking
distance of where we are right now. Every study group which has
looked at the work and activities of the NRC made that recommenda-
tion. They have found much of the NRC's shortcomings to be attribu-
table to the ragmentation of its work force in-what is it now, 11
locations?

Mr. KLEPNER. Eleven locations. That's correct.
Senator SARBANES. Eleven locations. After a great deal of effort, a

solution was finally worked out to consolidate the NRC offices right
here, within walking distance of the Metro station. That's now been
put on hold. That's certainly my understanding.

That's yours, I assume?
Mr. KLEPNER. That's my understanding, as well. Unfortunately in

the budget that the Reagan administration set up for the last fiscal
year, there were no funds to build that building, even though the
House and Senate-largely through your efforts, Senator, and Con-
gressman Mike Barnes, as well-had approved in the prior year's
authorization bill the building of that building within a 5-year period.

However, the funds have never been forthcoming from this admin-
istration. And as a result, right now the situation is the same as it has
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always been. Some of the work force is in the District, and most of the
work force is in 11 locations in Montgomery County.

Senator SARBANES. I want to stress-because I want to make sure the
record reflects it-the rationale behind the consolidation. It was one
of the leading recommendations of the Kemeny Commission, which
studied the activities of the NRC subsequent to Three Mile Island.
What was desperately needed to provide for the effective workings of
that agency was its consolidation into one facility, and an upgrading
of the facility.

Of course, that's now been put into suspension.
Mr. Macintyre, I want to go into this point you make about the

effect on those people who still have jobs, of the RIF's and the layoffs
and the worsening economic circumstance.

How do they then behave, in economic terms, and what's the impact
of that, as you see it?

Mr. MACINTYRE. Well, first, their behavior at the work site has a
negative impact on the efficiency of the Government-which I'm sure
we're all concerned about.

Second, this uncertainty as to what their future employment rela-
tions will be has an impact on buying decisions. So the point we're try-
ing to make is: This has to have a negative impact on the local economy,
because they're not going to make major purchases when they don't
know if they're going to have a job in the future.

Senator SAIBANEs. They're just trying to hold on to whatever they're
received, in case bad times hit them as well?

Mr. MACINTrPX. Yes, sir. I guess they are putting a hold on their
purchases, just as you indicate the Government's put a hold on the
NRC consolidation.

Senator SARBANES. What do you hear back from the people who are
being RIF'd?

Are they delinquent on their mortgage payments and their car pay-
ments, and so forth, or not yet?

What do you hear on that?
Mr. MACINTYRE. I'm sure some of them are. I haven't heard per-

sonally, but I know that the job opportunities are not there, and that
we are just beginning to feel the impact of these layoffs. I think 2
months from now, we'll have a much better reading as to the seriousness
of it, and the full impact than we have right now. It's just really
beginning.

There are people laid off now, but we're hearing about the second
wave and the third wave, and more and more cuts. So I think we're
just at the early stages of that.

Senator SARBANES. Did you want to comment?
Mr. KLEPNER. Yes, I did. I would just like to agree with Mr.

MacIntyre's statements.
We represent the Department of Energy workers in Germantown,

among other facilities. And over the past year or so, the Department
of Energy has been one of the focal points of the administration's
efforts to disband certain portions of the Government.

Those people have literally been living in day-to-day fear that at
any point in time, they may be without a job. That's had a very
serious adverse effect on the productivity of the employees. It has a
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serious adverse effect upon their enthusiasm for their jobs. And those
who have been RIF'd, or those who have been furloughed, but pri-
marily those who have been RIF'd have not been able, in large part,
to find other employment unless they're in that very specialized field,
such as computer technology.

The job market is such that there just is little employment avail-
able. And as a result, despite efforts to find employment, they are
just not there. So it's a very, very serious problem.

And as Mr. kllacintyre said, even for those people who are currently
employed, most of teiem are not willing to spend money to make
purchases, for fear that they will be unemployed in the very near
future.

Senator SARBANES. Gentlemen, thank you very much for your testi-
mony. It's been very helpful, and we appreciate it.

We have with us Mr. David Cardweil, representing John Touch-
stone, who is the director of the department of community and eco-
nomic resources of the Metropolitan Washington Council of Govern-
ments, of COG, which of course is-I guess a joint venture might be
a good way to describe it-of the local area governments, Maryland,
the District, and Virginia.

Mr. Cardwell, we would be happy to hear from you.

STATEMENT OF DAVID CARDWELL, ACCOMPANIED BY ROBERT
DUNPHY, ON BEHALF OF JOHN E. TOUCHSTONE, DIRECTOR,
DEPARTMENT OF COMMUNITY AND ECONOMIC RESOURCES,
METROPOLITAN WASHINGTON COUNCIL OF GOVERMENTS, WASH-
INGTON, D.C.

Mr. CARDWELL. Thank you, Senator, I would like to read Mr. Touch-
stone's prepared statement for the record. And Robert Dunphy, who
should be joining me very shortly, we'd be glad to entertain any ques-
tions you may have.

Senator SARBANES. Fine.
I've skimmed this. It's a very good statement, and we would cer-

tainly want to have the benefit of it.
Mr. CARDwELL. In order to understand the possible effects of the

recession upon the Washington regions, particularly more urbanized
Maryland suburban areas, such as Montgomery and Prince Georges
Counties, I'd like to describe the regional economy of the metropolitan
Washington area that has been examined over the past few years by
the Metropolitan Washington Council of Governments.

This region has historically been somewhat protected from the dra-
matic shifts in the business cycles which occur in other urban areas
throughout the Nation. This is primarily due to two reasons:

First, the Washington region's economy is primarily service-
oriented, with very little manufacturing and industry. The recent in-
crease in high-technology industries such as telecommunications and
computer-oriented businesses is indicative of the types of high-tech-
nology businesses which are attracted to this region.

Second, as you are well aware, the Washington region is the head-
quarters of the Federal Government, which has historically been char-
acterized by the stability of its employment. Even in times when eco-
nomic conditions were causing plant shutdowns and layoffs of workers
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as seen in the 1973-74 recession, the Federal civilian work force in this
region increased by over 18,000 employees.

In fact, during the freeze imposed by the previous administration,
Federal employment increased 18,522, or 5 percent, from 1976 to 1980.
This stability in a Federal work force that exceeds 400,000 persons, in-
cluding uinformed military personnel, has provided this area with a
cushion against most national economic trends.

Metropolitan Washington, over the years, has enjoyed the benetfi of
this healthy growing economy. The Federal Government added ap-
proximately 51,330 civilian workers during the 1970's to this region.
By 1980, Federal civilian employment in this region had increased
from 317,500 to 366,217 employees, with over 15 percent, or 55,000,
working in suburban Maryland.

The growing importance of the Federal role in national affairs also
provided an important impetus for an expanding private sector. Over
the past 10 to 15 years, the Washington region has attracted many new
businesses and interests to the region. Due to the Federal Government,
the Washington region has attracted many associations, lobbyists, and
other interests that have had dealings close to Government.

Also, the well-educated labor force has attracted high technology
firms in recently years to the point where the Washington region has
a higher number of scientists and engineers per 10,000 population than
anywhere else in the Nation.

Between 1970 and 1980, the Washington region witnessed economic
growth as well as diversification of its economic base. The total em-
ployment increased by 326,700 jobs or 28 percent. Per capital personal
income more than doubled, from $4,090 in 1970 to $10,259 in 1980.
Retail sales increased over 74 percent. Construction boomed, with issu-
ance of commercial building permits valued at $25 billion. Since 1972,
savings deposits doubled to $22 billion.

I should point out that Maryland suburbs, which account for 42 per-
cent of the region's total population, enjoyed a major portion of this
growth and diversification. For instance, between 1968 and 1976, Mont-
gomery and Prince George's Counties experienced an increase of
100,000 jobs among the region's 21 major employment groups, which
was the largest increase anywhere in the region.

However, in many cases, the growth in Federal employment and
spending in the Washington region which fueled much of this growth
also resulted in increased pressure on regional prices and retail goods.
As a result, both the cost of housing and the demand and price of office
space increased to levels matched by only a few of the major national
markets.

The scenario I have just described regarding the economic health
and well-being and diversification of metropolitan Washington dur-
ing the sixties and seventies is the reason that many observers feel that
the so-called recession-proof economy is now more susceptible to na-
tional economic conditions

The private sector, which now employs the large majority of per-
sons in this region, is subject to the same recessionary forces facing
other regional headquarter cities such as Atlanta, San Francisco, and
other major urban centers.

Moreover, coupled with recent changes in Federal policy toward a
reduction in size and expenditures, this region that was somewhat
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resistant to recessionary trends is feeling, by most accounts, a dis-
proportionate burden of the Federal budget reductions and employ-
ment cutbacks.

The future of this region's economy is sketchy due to the fact all of
the strong long-term trends of growth and expansion are no longer
the case. The rules have changed dramatically during the past few
years in total employment growth, population, and other demographic
characteristics.

A fuller view on the effects of this most recent set of economic cir-
cumstances upon this region will not be known for several more
months when more data is available. However, a few indicators of
what has and is currently happening are available. For instance, a
look at the third quarter statistics for 1981 and a comparison to the
same period in 1980 finds:

First of all, a historic drop in the number of employed residents
in the region of 30,000 persons.

A 21-percent increase in the unemployment rate from 4.3 percent
to a regional rate of 5.1 percent.

New housing construction was off by 34 percent; all construction
was down by 25 percent.

Although the inflation rate for 1981 was under 10 percent, sales
figures indicate that there was actually a decrease in the net amount
of goods sold.

Federal. State, and local government employment was down 13,500
persons. This figure probably does not include the 3,000 to 3,500 Fed-
eral layoffs that occurred on or after October 1 of last year.

The short-term outlook is not good. The administration has already
announced future plans for reductions in employment. Although it
is not known exactly where these reductions will take place, the recent
trends would indicate the Washington region is likely to receive the
largest number of employment cuts.

Moreover, with the growth of the region's private sector slowing,
the types of employees being terminated from the Federal, State, and
local governments will, in all probability, find it hard to secure com-
parable jobs.

High interest rates and the tight money supply which have plagued
the construction industry have made it very tough for developers to
generate the finances to move forward with development plans, both
commercial construction and residential construction.

Therefore, efforts to attract and retain businesses in the region is
becoming more important. We have seen an increase in local govern-
ments' commitment to this through more aggressive and innovative
economic development programs. Examples of this include major de-
velopment along Interstate 270 in Montgomery County and the
development of the foreign trade zone in Prince Georges County.

At the same time, Federal assistance for some of the necessary infra-
structure is becoming increasingly scarce. This will increase the need
for State assistance, especially in the area of transportation.

Senator SARBANES. Thank you, Mr. Cardwell. That's a very interest-
inm statement. In many respects it parallels what Mr. Saquella and
Miss Paunil had to say at the outset in their statements about eco-
nomic trends in this area which may now make it less sheltered or pro-
tected from general trends in the economy.



269

You observed, to start with, that we have been sheltered in the past;
and then you noted that the rules have changed dramatically during
the past few years and that now we're being affected in a much more
direct way.

You made reference to the Federal role in helping to develop and
support the necessary infrastructure. I wonder whether you'd be in a
position to talk a bit about the importance of the Metro System for the
economic development of the National Capital Area?

Mr. CARDWELL. Only to the extent that the Council of Governments
has been involved in Metro before and after study, looking at the effects
of the Metro rail system upon the region. A preliminary system is now
underway to look at construction activity and land-use activity and
impacts around Metro station areas.

Recently, figures for 1971 showed that there was a large number of
projects planned around Metro station areas for the next 18 to 24
months and that the majority of the office space or available or usable
space would be in those areas. And that hints at the importance of
transit system upon development. Those plans include the entire 101-
mile system, which indicates development is going on-nonresidential
development is going on around areas that are currently not under
operation, as well as areas within the downtown corridor.

Senator SARBANES. So the projected economic development plans of
the local government jurisdictions themselves-and also of the pri-
vate sector-are really premised on the completion of the full 101-mile
system which the localities affirmed 5 years ago, after doing a second
full study of the project Metro System. Is that correct?

Mr. CARDWELL. I'd say the completion of the 101-mile system is im-
portant, as almost all transportation systems, roads, and improvements
to existing roads are important for economic development.

At a recent meeting of the Washington Area Business Development
Officials, many of the Board of Trade, there was discussion about a
developer in Montgomery County who was very interested in the area
along the 1-270 corridor and, in negotiations with the county, wanted
a number of transportation improvements for access to that site.

The county, working with the State, was unable to commit for a
long-term period for those improvements. Thus the developer and
the current landholders backed out of the development. That does
not mean that that site will not be developed. As a matter of fact,
the county said they still had a number of prospects that were very
interested.

That developer that was involved in that moved on to what he felt
was greener pastures in Fairfax County.

Senator SARBANES. Have you been able to observe any differences
within the metropolitan area with respect to the impact of the
current economic recession, compared with past recessions?

Mr. CARDWELL. The figures are for this period, which we are using,
for the most part, a lot of unadjusted unemployment rates and pre-
liminary data that has not gone through the final gyrations, if you
will, of finalizing the data, indicate that this period is as severe as the
1973-74 recession is for employment decline, decrease in employment
growth among various sectors.

We have noted that the private sector, while it has been increasing
over the past few years, is increasing at a much slower rate. It looks
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like the private sector job growth is somewhat leveling off in the
region.

Senator SARBANES. It's been suggested to me that that area in this
region feeling the impact of this recession more markedly than past
recessions-in other words, that it is reaching out more broadly in a
geographical way than was previously the case. Do you have any
reason to think that?

Mr. CARDWELL. I would assume that would be primarily due to the
fact that the economy is more diversified now. The Federal Govern-
ment provided-weli, there were no layoffs in the Federal Govern-
ment during past recessions the way there are now. As a matter of fact,
programs tended to expand to cope with those troubles that were
happening elsewhere in the Nation.

As a matter of fact, in 1980, the services sector in the Washington
region for the first time is employing more persons than the Federal
Government. The Federal Government is the region's single largest
employer, but it is not the thrust and security that it once was.

Senator SARBANES. Did you want to add to that, Mr. Dunphy? Di(.
you have anything on thas point?

Mr. DUNPHY. I think it's been pretty well said, Senator. Increasing
diversification of the economy makes the Washington economy much
more subject to the kind of recessionary trends that we haven't really
seen before.

Senator SARBANEs. Now, does the area-do you perceive the area
therefore having more difficulty in adjusting to a worsening unem-
ployment situation than other areas might have who have sort of had
more experience with it in the past?

Mr. DUNPHY. I think so. I think that's probably one of the problems
that this region faces.

Senator SARBANES. Some areas would be quite satisfied with the fig-
ures here-it's all relative in a sense-people don't compare their own
region with other regions, because they don't know the other regions.
They compare their own region with what it used to be and what they
anticipate it will be, I guess.

Mr. DUNPHY. That's right.
In talking about this, one of the things that doesn't come out of the

figures is this problem of dealing with recessionary trends that people
in this area have not been accustomed to in some of the other areas of
the State. They expect layoffs and strikes, certain kinds of business
cycles that this region has not been used to. As a result, people have not
prepared, and there's a lot of concern in a lot of people's minds of what
they're going to do.

It's possible that in an industrial area there mav be a lot more flexi-
bility in retraining people to do other jobs. But when you reach an area
with service orientation and a high number of professional people, as
here, it's much more difficult.

Senator SARBANES. I think we're going to get into the mortgage
delinquency question with the next panel. That seems, in some respects,
to be more of a problem here than in some other areas of the State. It
may be attributable to the point you are making, that in some areas
where they have experienced past ups and downs-people have sort of
put up certain safety mechanisms-although it's becoming difficult, I
must tell you. But here, where it has not been the case, they have not
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put up those safety mechanisms, and therefore they find themselves
much more exposed and extended when a situation of the sort we're
experiencing comes along.

Mr. CARDWELL. Another comment on the housing market that our
housing staff has noted, during 1980 and the first 6 months of 1981,
there was not one multifamily rental unit built in the Washington area
that was not subsidized by a Federal-State program. The developers
just do not see the incentive-apparently did not see the incentive to do
it on their own to construct multifamily rental units in this region.

Senator SARBANES. Yes. Well, of course, with the high interest rates,
they just wouldn't be able to do it. And of course, those subsidized
programs are now being cut back sharply.

Mr. CARDWELL. That's right.
Senator SARBANES. Gentlemen, we thank you very much for your

testimony.
Mr. Dunphy, did you have anything you wanted to add?
Mr. DuNPHY. I have nothing to add, Senator.
Senator SARBANES. Would you thank Mr. Touchstone for a very

thoughtful statement. We appreciate it very much.
I would ask Bill Middleton if he can wait, please. We will hear

now from the college panel-I think they're all here-and then we
can hear the housing panel at the end.

But if you are under some time pressure-all right, then Martin
Poretsky might get here. We'll have him as well.

We will go to the college panel: Mary Johnson from Bowie State;
Mr. Borchard from Prince Georges Community College; Mr. Bach-
huber from the University of Maryland; and Mr. Meade from
Montgomery College.

We welcome you all here.
Ms. Johnson, maybe we ought to give you the honor of leading off.

All right?

STATEMENT OF MARY G. JOHNSON, DIRECTOR OF CAREER PLAN-
NING AND PLACEMENT, BOWIE STATE COLLEGE, BOWIE, MD.

Ms. JOHNsON'. Senator Sarbanes and members of the subcommittee,
it is indeed a pleasure for me to testify before you today.

My name is Mary G. Johnson and I am the director of career
planning and placement at Bowie State College, Bowie, Md.

Bowie State College is a 4-year, coeducational, liberal arts college.
Its enrollment is approximately 2,500-fall 1981-with an under-
graduate enrollment of 1,880. The college is a historically black col-
lege with a current enrollment of 63.9 percent black and 28.3 percent
white. Other races include Asian, Indian, and Hispanic. Maryland
residents make up 86.6 percent of the student enrollment.

Bowie State College offers 27 majors. The largest undergraduate
departments are business administration, psychology, and communi-
cations. Some of the other departments include history/politics/
public administration, English, mathematics, and so forth. Since the
recession and Federal cutbacks, majors in social work, psychology,
English, and sociology are going to experience difficulties in finding
employment in their areas of concentration. However, we must realize
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that 4 years ago, when there was a more prosperous economy and
projections made, these areas were projected demands.

Bowie State College will graduate approximately 250 undergrad-
uates in May 1982. Even though more than 70 employers have been
on campus this year, 1 foresee problems in obtaining employment
for the L982 graduating class. Some of these problems are:

One, a majority of the campus recruiters are seeking technical per-
sonnel: Accounting, mathematicians, engineers, and computer science
majors. Bowie does offer accounting and mathematics. Majors in
mathematics can take up to 24 hours in computer science. Therefore,
students in these majors are the most sought after graduates. There is
a dual degree in the engineering program with the University of Mary-
land and George Washingtrn University. However, our engineering
majors are not yet ready for full-time employment until they have
completed engineering courses at one of the above-mentioned univer-
sities. Other recruiters are seeking business administration majors for
management and sales careers.

Two, many students seek employment in the Federal Government
because they live in the metropolitan area and they feel that Foederal
employment is secure and has excellent benefits. Recent cuts/layoffs
in Federal hiring will lessen the opportunities available to students.

Three, the Cooperative Education program which is used by many
students as an entrance in the Federal Government has suffered a re-
duction in the number of agencies requesting students. The number of
co-op slots has been reduced and the conversion of students to full-time
employment has caused delays.

Four, the elimination of the Federal summer internship program
and CETA will decrease the options for students this summer.

Five, students who major in social work and psychology are inter-
ested mainly in employment in the field of human services. Layoffs,
the combining of programs, and cuts in program services will eliminate
many of these opportunities.

Six, students who seek employment in the State of Maryland gov-
ernment are also affected. especially since the professional careers
exam will not be given during 1982. Hiring freezes/layoffs and re-
assignments have also cut the number of new hires in professional
careers.

Seven, the job market for teachers is tight and expected to remain
that way through the 1980's. Even though this is due partly to reduced
enrollments in the elementary schools, budget cuts have caused schools
to close, therefore reducing the need for some teachers. The needs are
in math, science, English, and special education. However, students
in these areas, with the exception of special education, are seeking
other careers in private industry/government.

In closing, I believe that college students on a national scale who
have spent 4 to 5 years in time and money preparing for careers will
be disappointed, become depressed, and frustrated with the problems
of seeking employment and economic changes in the economy which
affect hiring.

Thank you.
Senator SARBANES. Thank you very much for a thoughtful statement.
Mr. Borchard, please proceed.
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STATEMENT OF DAVID C. BORCHARD, DIRECTOR, CENTER FOR CA-
REER DEVELOPMENT, PRINCE GEORGES COMMUNITY COLLEGE,
LARGO, MD.

Mr. BORCHARD. My name is Dave Borchard and I am director of the
Center for Career Development at Prince George's Community Col-
lege. Our job in the career center involves doing three things: One, to
assist students as they come to college-incidentally, students of all
ages. Our students range from 16 and 17 to their sixties-to assist
them in developing realistic career goals and plans. And then second,
to assist those students who need to find either full- or part-time work
to finance their way through college. Then third, to assist our graduates
in finding work.

I have a prepared statement which I will not read but I will just
make a few summary points from.

Senator SARBANES. Your prepared statement will be included in the
record. Thank you.

Mr. BORCHARD. I discussed three points: First, who our community
college students are today; and then look at the relationship between
student trends and job market conditions; and third, to just briefly
look at what I feel the main job market challenge that faces the college
and our students today.

Just a little bit of information about the college's mission and who
our students are. Most people have about a 10-year out-of-date attitude
that the community college's job is to provide the first 2 years of a
liberal arts education and everyone transfers on, and that's pretty
much what Prince George's Community College started at nearly
25 years ago. We still do have a fairly large component at the college
of the traditional recent high school graduates who are attending in
order to attain the first 2 years before transferring on to institutions
represented on my left and right here, University of Maryland and
Bowie.

But we have become far more comprehensive over the past years.
We now offer areas to assist people who are going directly into the
work force, to provide: the kind of skills necessary to enter the work
force at the technical or semiprofessional level. And then third, to
assist people who are employed. We have a large number of people
who are employed but need to enhance their job skills. And so, that's
the third function that we perform.

Last fall we had about 14,600 students registered in our credit hour
programs. We had additional 6,000 or 7,000 taking noncredit offerings.
About 41 percent of the population was in the transfer programs and
41 percent were in the career technical programs and the remaining
18 percent were what we call undecided.

Who the students are, we really need to talk about two student pop-
ulations at the college. The one student population which is the tradi-
tional students, high school graduates, they have a mean age of about
20. And most of them are attending during the daytime in the tradi-
tional courses. They attend full time.

And in contrast, the nontraditional population that has really been
booming over the past 10 years, attend primarily in the evening and
weekends. They have a mean age of 26. They are primarily female
today, and a very large percentage of minorities in that group.
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The relationship between the job market and student trends is kind
of interesting to watch. The thing that I note, in listening to our
earlier speakers, is that we really lack-it's hard to tell in what's
happening at the community college until well after the trends have
already occurred. I guess the important thing to note is that our grad-
uates are dependent upon the Washington, D.C., job market which is
highly dependent on the Federal Government positions. There is a
kind of recession expectation that when jobs are hard to come to by,
enrollments in college, particularly at the community college, rise
significantly; and second, that graduates have a difficult time finding
jobs and that those who do find jobs will probably have a difficult time
finding jobs related to their degree.

In looking at what the case is and remembering that we're looking
at what's happened over the past couple of years, first in enrollments
we do have a significant increase in enrollments this year after kind
of plateauing enrollments in the late seventies. We experienced about
a 10-percent increase in our student head count in the fall semester
and about a 7-percent increase in credit hour enrollments. The spring
registration is currently underway right now and it looks like the
same kind of trend, so a significant increase there in enrollments.

Each year we follow up the graduates to see what kind of success
they have enjoyed in finding jobs. We followed them up 1 year after
graduation, so the last class we have statistics on at this point is the
class of 1980. And in comparing the class of 1980 with 1979-and
incidentally the Government freeze was already affecting us to some
extent in 1980-so, in comparing the graduates of 1979 with 1980 we
notice that the graduates of 1979 do appear to have enjoyed more
success in finding employment than the graduates of 1980. In our
Career Tech programs in 1979. 90 percent of those graduates were
employed 1 year after graduating. In contrast, 84 percent of the 1980
graduates were employed 1 year later.

It probably should be noted there that about 33 percent of our
Career Tech graduates continue on in education, and that figure is
about the same for both years so that variable seems to be about the
same.

Also in the kinds of jobs that thev found, we had the 1980 graduates
reporting less success in finding jobs related to their degrees thnn -
1979. And the statistics are in the report; I won't go into those now.
But a significant number renorted. based on their own perceptions,
that they found jobs not as closely related to their degree as the 197
graduates.

Now, the assessments about that, I think it's easv to attribute those
statistics solely to job market conditions. I think we need to be a
little bit careful about that for a number of reasons. One is, the
escalating costs at the 4-year institutions and universities have made
the community college a pretty appealing buy, particularly at a time-
when dollars are hard to come by. And. the disparity between the cost
of attending a community college and attending a university and a 4-
year college has begun to widen fairly significantly over the past
couple of years and it looks like the trends in the future will probably
continue that way.

Another factor to consider, and of course this we can't substantiate
with any kind of hard statistics, we can only assume that the students
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are aware that the key to employability today is in the acquisition of
high technology skills and so we see about a 2- to 3-percent increase
in the number of high school graduates that typically come to Prince
Georges this year; that's probably out of recognition that you neeu
to get high technology kinds of skills today.

A large number of people who are employed are returning to com-
munity college because they realize in order to move up within their
jobs they need to get management skills, they need to acquire computer
awareness and so on.

Because of the poor job placement rate for the class of 1980 over
1979, probably has something to do with what's happening with avail-
able positions in the Federal Government. Our students have tra-
ditionally looked to the Federal Government as the source of secure,
good-paying jobs. That trend has been leveling off and students need
to have better job-hunting skills in order to find jobs in the private
sector, to become aware of where the jobs are and then to market them-
selves. They didn't need to do this when Federal Government was com-
ing on campus. It really was easy if everyone knew where the source of
the jobs was and it wasn't difficult to locate them.

So, I think part of the problem there is lack of awareness on the part
of the students who do have the kinds of skills that are employable
today about where to go to find positions and then how to sell them-
selves there. So, I see the challenge as a result of this, that the challenge
of what's happening now is first to the college.

There are several things that we need to do and are in the process of
looking at. One is, our faculty represents the trends of evolution of
what's been happening. Most of the full-time faculty are in the liberal
arts area. We need to find qualified faculty, large numbers of qualified
faculty to teach the technical areas in a time of high operating costs.
It's a very difficult internal transition, to make those kinds of balances
between full-time positions in the traditional liberal arts areas and
full-time positions in the new technologies and that's one of the things
we're looking at and it involves some very difficult decisions.

Another thing that the college must-another challenge to the col-
lege is to make career development an ongoing part of our educational
offering. We simply have to provide the means by which students
make realistic career decisions and where they learn-where they ac-
quire job-related or work experience related to their educational pro-
grams. And third, they learn self-marketing skills.

We have been doing that at the college, recently introduced a credit
course we call career decisionmaking-life planning. At the present
time about 600 students a year are enrolling in that course. We have
made significant expansions in our career development program and
thousands of students are now beginning to use the program to look
at their career goals and find out what kinds of things are available.

To the students the challenge is to do an effective job in career plan-
ning. One of the things-there's two problems that I see. One is that
students who do not do an effective job in career planning-those who
are undecided tend to drop out of college and they can't afford to do
that in a day and age that requires good skills, communications skills,
technology skills, in order to be employable.

So, we have high dropout rates among those who we classify as un-
decided or unrealistically decided. Also the lack of career planning, I
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think, will result in the kind of situation that we had in this country
in the fifties and sixties. Everyone knows that jobs are in computers so
everyone who's coming to the college now says, "Tell me where the jobs
are. I hear they're in computers." And so the computer science rooms
are burgeoning.

I think the long-term effect of that is, we may end up at some point
in the future with a surplus in that area and at the same time we'll be
hurting foir teachers. Not only that, but in the career planning field we
recognize there's a relationship between talents, one's unique talents
and interest patterns, and positions and jobs that match those.

So, what we needed up in the sixties was a lot of teachers who went
into that occupation and shouldn't have because they had neither the
skills nor the interest. And I think we're paying the penalty for that
today in our educational institutions. I can see the same thing if every-
one's going into those areas now where it's easy to see there are jobs
available, without looking at, "what do I have to contribute and where
can I do that."

So, what we see is the primary challenge now is to enlist and moti-
vate all of our students including returning students, those who are
making some changes, to do effective jobs of career planning, and then
to expand work opportunities to acquire and explore work-related
roles. And then third, to really know where the jobs are available and
learn effective self-marketing skills.

Senator SARBANES. Thank you very much.
[The prepared statement of Mr. Borchard follows.]
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PREPARED STATEMENT OF DAVID C. BORCHARD

Community College Student8 and Job Market Condition8

The purpose of my presentation is threefold. I will begin
by presenting a brief profile of today's community college
students and then cite some data which indicate interaction
between student trends and current job market conditions. And
lastly, I will discuss what I believe to be a job market
related challenge that faces the community college and its
students.

The College and Its Students

Prince George's Community College was founded in 1958 for
the purpose of providing the educational foundation for trans-
ferring to a senior college or university. Over the years the
College has become comprehensive in its mission. The three
primary functions of this mission are:

- a continuing commitment to providing a foundation for
transfer to a senior institution;

- providing the essential knowledge and skills needed for
going directly into the work force at the technical or
semi-professional level; and

- enrichment of existing skills and talents.

The College currently offers a total of 50 programs
leading to an Associate in Arts degree (16 of these in the
liberal arts transfer area and 34 in the technical and career
education area). Additionally, the College offers 9 certificate
programs in the technical field.

During the 1981 Fall Semester, a total of 14,650 students
were enrolled in these degree oriented programs. Forty-one
percent (41%) of these students were enrolled in transfer
programs, 41% in technical and career programs, and 18% were
classified as undecided majors. This student body had a median
age of 23. Sixty-nine percent (69%) attended on a part-time
basis and just 31% attended on a full-time basis. Full-time
students had a median age of 20 and part-time students a
median age of 26. Fifty-nine percent (59°%) of the student body
were female, 36% black and 59% white. Forty-two percent (4276)
of the student body attended classes during the evenings.
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During the past ten years, PGCC's predominant population
has shifted from traditional students (non-working, young,
white, full-time liberal arts) to non-traditional students
(working, mature adult, female, increasing minority, part-time,
career oriented)i Virtually all of the College's growth in the
last five years has come from female enrollments, 75% of whom
are over the age of 21. Minority enrollments also have been
growing steadily at the College over the past ten years to
where they now constitute 41% of the enrollment. To complete
this profile, nearly 80% of the adult, non-traditional students
are employed full or part time. But their jobs are far removed
from their ideals of secure, satisfying, suitable careers.
Nearly 65% of these students cite a career-related purpose as
their primary reason for attending college.

A total of 954 students graduated from PGCC in 1981 with
AA degrees and 34 completed certificate programs. Women
accounted for 58% of the 1981 graduates and Blacks made up 27%
of the total. There were twice as many career graduates as
transfer graduates. The General Studies curriculum had the
most graduates (168) accounting for 18% of the AA degrees
awarded. Business Management was the most popular career
curriculum with 156 graduates. Other programs with significant
numbers of graduates were Nursing (108), Computer Technology (91),
Business Administration (72), Accounting (70), Law Enforcement
(63), and Electronic Technology (19).

Student Trends Reflect the Job Market

How much does job market conditions affect community college
student trends? What impact does the current recession have
at Prince George's Community College? In addressing these
questions it is important to know that the job market for PGCC's
students is the Washington D.C. Metropolitan Area which has
long been considered to be recession proof. The primary employer
for the College's service area has always been the government.
Traditionally, a very sizeable portion of PGCC's graduates have
been employed by the Federal Government. With the freeze in
federal hiring and now RIF, PGCC's students must look to the
private sector for employment.

It is generally assumed that when jobs are hard to come
by, college enrollments increase and then decrease when jobs
become plentiful. PGCC's enrollments have, in fact, undergone
significant increases over the past year after undergoing a
plateauing effect in the late 1970's. Fall Semester 1981
headcount enrollments were up about 10% and credit hour enroll-
ments up by 7% over the 1980 Fall Semester. The 1982 Spring
registration, currently underway, also shows about a 10%
headcount and 7% credit hour increase over the previous Spring.
Additionally, the College experienced a 2 to 3% increase in
enrollment by last year's high school graduates. Another
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indication of the times is that the number of students requesting
financial aid increased significantly in FY 81 and again in
FY 82.

If the recession is adversely affecting PGCC's students,
we could expect to find that graduates would experience
difficulty both in finding jobs and in getting jobs associated
with their degrees. Follow-up surveys conducted with graduates,
in fact, do indicate that recent graduates had a somewhat more
difficult time in locating satisfying jobs than their recent
predecessors.

In comparing the employment success of 1980 graduates with
the 1979 graduates, the earlier graduates have a decided
advantage. In 1979, 90% of the graduates in the career and
technical programs were employed one year after completing their
degree in contrast to 84% of the 1980 graduates. The same type
of employment trend shows up in the graduates of transfer
programs where 70% of the 1979 class was employed one year later
in comparison to 66% of the 1980 class. It should be noted that
34% of the 1980 career graduates and 66% of the transfer
graduates were continuing their education.

The 1979 graduates also reported better success in finding
jobs related to their degree than did the 1980 graduates.
As the following table shows, 1980 graduates in six out of nine
career programs had less success in finding jobs related to
their fields of study than did the graduates of 1979.

Percent Employed in Related Field
Program Type Class of '79 Class of '80

Nursing 96% 96%
Computer Technology 90% 75% (decrease)
Allied Health 84% 71% (decrease)
Accounting 75% 69% (decrease)
Public Services 64% 69%
Engineering Technology 71% 66% (decrease)
Marketing/Real Estate 60% 64%
Secretarial 83% 63% (decrease)
Business Management 67% 62%/o (decrease)

Source: Prince George's Community College, Office of Institu-
tional Research, Report No. 81-28.

In attempting to understand what these trends mean we
must be leery about attributing the increased student enrollments
and decreased graduate employment record solely to a reduction
in available jobs. At least two other variables need to be
taken into consideration. The first is economic and the second
is change. During the past few years the cost of attending the
community college has become considerably less, comparitively,

95-758 0 - 82 - 19
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than that of the rapidly escalating costs of senior colleges
and universities. This cost differential makes the community
college a far more attractive investment today than ever before.
Another factor, no doubt responsible for increased enrollments,
is that more and more people are becoming aware of the fact
that we have entered a high technology era and recognize that
the key to employability has become the possession of high
technology skills. Hence PGCC's enrollments in the career
and technical fields such as health, business, engineering, and
computers have mushroomed during the past few years.

The fact that graduates had less success in getting jobs
in 1980 than in 1979 may be more indicative of a demise of
available government jobs than of an actual reduction in demand
for college graduates. Finding degree related jobs in the
private sector takes more skill and awareness than obtaining
jobs in the Federal Government. Graduates with a disposition
to seeking government positions will need to break themselves
of this habit and learn how to effectively find jobs in the
private sector. This assumption is supported by the advice of
a PGCC student one year after earning his degree who said,
"Require each student to take an assertiveness class so they
can find their own jobs instead of having someone else do it
for them." He was attesting to the need for today's college
graduates to know how to find good jobs and effectively market
themselves. Outside of the Federal Government, we have
experienced no signs of reduced interest from employers
seeking to recruit the graduates of our career and technical
curriculums. In fact, there seems to be a stronger interest
than ever in graduates of the medical and engineering technology
curriculums.

The Challenge to the College

Perhaps one of the greatest challenges to Prince George's
Community College and its students is how to cope with change
rather than how to cope with recession. Dynamic new forces
have been set into play by the decline in the manufacturing
industry and the rise of high technology jobs. The recession,
in fact, may be only clouding the dramatic changes that would
be occurring irregardless of whether there were a recession.
We must prepare students with the kinds of high technology
skills required to meet the needs of local area employers. We
must find ways of making the internal adaptations to the external
reality--that there are fewer jobs available today for our
social sciences graduates and more available for those possessing
high technology skills. We must find ways to provide both the
quantity and the quality of instructors to meet the high
technology demands of the 1980's job market. We may also need
to revise our curriculums to provide more computer skills and
technological knowhow for students in our liberal arts programs.
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Prince George's Community College has recognized these
challenges and is adapting in several different ways. New
equipment has been purchased to meet the increasing demand
for computer science courses and word processing skills.
Certificate programs have been implemented to expedite the
skill attainment of individuals desiring to learn new skills
immediately or to enhance their prospects for promotion in
current jobs. The difficult task of redressing the imbalance
between the large number of full-time faculty positions that
were established in the traditional "bread and butter', transfer
programs and the far fewer positions available in the rapidly
growing career and technology programs has been undertaken.
A task force has been established to study what the general
education requirements should consist of today. A career
decision-making course has been added to the curriculum and
vastly expanded career development services have been imple-
mented. The cooperative education program and job locator
services have been expanded to provide more opportunity for
students to acquire program-related work experience. The
developmental education program is being expanded to accommodate
the need for increasing numbers of students to learn math,
reading, and study skills. An ongoing marketing program has
been implemented to study the needs of local area employers
and today's students and to assess what must be done to meet
these needs.

The Challenge to the Students

One of the major problems facing our community college
students today, and in the future, may well be the inclination
to enroll in college and to seek jobs without realistic career
planning. Realistic career planning begins with clarifying
one's unique talents and interests and then identifying suitable
career alternatives that offer good employment prospects and
career opportunity. While there does appear to be an emergent
awareness of the need for career planning among some student
populations, returning women particularly, far too many students
take courses and prepare for careers unrealistically. While
this can be a hindrance under normal circumstances, it becomes
a critical problem during a recession.

Even when the economy is stable, most employers look for
evidence of realistic career planning in students they interview
for available positions. And in a recession, employers are
quick to screen out those who are merely "looking for a job."
And why shouldn't they? One of the major factors affecting our
economic situation today is low productivity. Employers know
that workers are far more likely to be productive and motivated
when they have the skills and the type of interests suited to
particular jobs. Many of the larger firms across the Nation
are establishing career development programs. It's simply good
business to have employees serving in work functions that they
both enjoy doing and which they do well.
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The consequence of ineffective career planning is a problem
for individuals, for educational institutions, and for the Nation.
College students without career goals produce high college
failure and drop-out rates. They are also likely to become
easily discouraged in college and end up either failing or
quitting out of disinterest. Students who obtain degrees
unrelated to well-thought-out career goals have difficulty
finding jobs, and those who do find jobs are unlikely to
experience job satisfaction.

At Prince George's Community College, increasing numbers
of students have been taking advantage of the newly available
Career Development services over the past few years. A career
planning course was implemented three years ago and currently
enrolls six hundred students per year. Several thousand
students use the College Career Development services for
assistance in developing realistic career goals and to become
familiar with occupational opportunities and the local area
job market.

Discussion

There is clear evidence to suggest that jobs today are
hard to come by. But, it is equally apparent that the demand
in many occupations is far greater than the supply. At PGCC,
for example, we have numerous requests from employers to
recruit graduates from our health, electronic, computer
science, and secretarial curriculums. The demand for graduates
with business management, accounting, and sales skills continues
to be quite strong. The situation we are facing appears to be
a shift in the areas of demand rather than an actual reduction
in number of jobs. There is actually an increase in the
requests for graduates of many of PGCC's technology areas.

We have entered an era of job market change unparalleled
since the industrial revolution. The traditional approaches
and the traditional solutions no longer work today. Prince
George's Community College is now in the process of shifting
gears in order to deliver the kinds of educational products
increasingly in demand by the job market of the 1980's.
Students need to engage in effective career planning in order
to survive and thrive in an era of job market change and
uncertainty. It is no longer feasible to haphazardly choose
and implement a career. The following comments from graduates
of 1980 suggest what is needed: "Have more meaningful planning
at the beginning of the freshman year." "Students need more
information about career opportunities and options before
beginning the educational program." "Expand the cooperative
education program. On-the-job experience while still in college
is the best way to prepare for the business world."
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Students' suggestions such as these clearly point to the
need for including effective career planning, work experience,
and job-hunting skills among our educational offerings.
Students who fail to take advantage of available career develop-
ment opportunities may find jobs hard to come by and are likely
to find themselves underemployed, if not unemployed. However,
individuals wishing to obtain maximum benefit from their
community college education will take full advantage of these
opportunities. To do so facilitates the process of obtaining
good jobs and attaining job satisfaction.

NOTE: Student profile and enrollment statistics were provided
by the Prince George's Community College Office of
Institutional Research.
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Senator SARBAN7s. Mr. Bachhuber, please proceed.

STATEMENT OF THOMAS D. BACHHUBER, DIRECTOR, CAREER DE-
VELOPMENT CENTER, UNIVERSITY OF MARYLAND, COLLEGE
PARK, MD., ACCOMPANIED BY MARTHA PATTON

Mr. BACHHUBER. My name is Tom Bachhuber. I'm director of the
Career Development Center, University of Maryland, College Park.

Thank you for this opportunity to present my views on this impor-
tant issue of job placement for college graduates. I think it's valuable
to understand this is a partial prospective coming from a single office
whose major goal is to help students learn about the world of work
early and throughout their college years to make effective careers
decisions and to find satisfying jobs when they graduate. Other im-
portant views for their consideration include those of the faculty,
those of employers, students. college and university staff, particularly
people like Martha Patton, who is also with me this morning. Martha
is assistant director for employer relations at the University of Mary-
land and is also coordinator for our on-campus recruiting program.
And she has contact with about 500 employers over the year.

Senator SAIiANFS. Miss Patton, we're pleased to have you here
with us this morning.

Mr. BACHHUBER. I'd like to start off with making a few comments
about college students in general and how they deal with career plan-
ning. The premise that college students are generally ignorant to
the work world and thus struggle with making informed career deci-
sions is both backed by research, as well as countless opinions of facul-
ty, counselors, and parents. Most students feel that informed career
choices, as well as securing jobs following graduation for that matter,
simply materialize from being in college. Unfortunately, this is not
the case. Both personal growth, as well as academic development,
often occur for students in college with very few connections made to
the work world. as well as future career possibilities, and for many
the expectation that the placement office will make the connection for
the student 2 weeks before graduation is very rarely met.

Planning for a student's future, as well as job hunting, is both
hard work, as well as very anxietv-provoking for most students. The
majority of students do not actually seek the regular help of a career
development center and thus usually are either floundering or rather
disorganized in their career and job decisions. Planning for a career
requires the same thoughtfulness and commitment to learning as in
any academic subject matter, yet generally it is estimated that a
typical career planning and placement office has program contact
with only about one-half of the student population.

That data in tables 2, 3, 4, and 5 ot my prepared statement provide
some insight to the employment status of University of Maryland,
College Park graduates, as well as some of their views as they look
back on their college education retrospectively.

Senator SAIIRBANEs. Those tables are very helpful, and your prepared
statement will be printed in the hearing record.

Mr. BACHTJBER. Regarding employment opportunities for college
graduates, each year approximately i5o individual employers sched-
ule between 650 and 700 recruiting trips to the University of Mary-
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land, College Park, in order to conduct in excess of 11,000 individual
interviews with students. The oncampus recruiting program at Mary-
land reflects supply and demand in the marketplace. Consequently,
employers interested in technical graduates like engineers, physical
sciences, and computer sciences, outnumber the employers interested in
nontechnical graduates like in business, social science, and liberal arts,
by a 2-to-1 figure.

Two-thirds of the career opportunities being interviewed for
through the oncampus recruiting program are located in the Washing-
ton, D.C.-metropolitan Maryland area. By including those opportuni-
ties also located in the middle Atlantic area, this figure is increased to
85 percent. The student population at the University of Maryland,
College Park, reflects a similar pattern. Eighty-five percent are Mary-
land residents and do desire to remain in this metropolitan or the State
of Maryland residents and do desire to remain in this metropolitan or
the State of Maryland, once they enter their beginning career
responsibilities.

The largest group of employers who recruit at the University of
Maryland from this geographical area represents the information
services industry, including software development. Public accounting
is second, with manufacturing concerns and the Federal Government
third and fourth. Relating these rankings to academic backgrounds,
there is still a two-thirds to one-third ratio of technical opportunities
to nontechnical.

Some data from the oncampus recruiting program can be found in
the tables 6, 7, 8, and 9 of my prepared statement which might also be
interesting.

Some other items discussed in this report include the need for
greater involvement by the faculty, as well as through the curriculums
to aid students in career planning, increased articulation between the
high schools, community colleges, and 4-year colleges and universities
to help students make better decisions about post-high school grad-
uation plans, job development programs within university and college
settings, which can help students understand the hidden job market
and effective use of labor market statistics in helping students make
career decisions, all of which can hopefully be considered at a later
time.

Thank you.
[The prepared statement of Mr. Bachhuber follows:]
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PREPARED STATEMENT OF THOMAS D. BACHHUBEI

Thank you for this opportunity to present my perspective on the important issue

of job placement of college graduates. I think it is valuable to understand that

it is a partial perspective - one from a Director of a Career Development Center

which assists students in learning about the work world early and throughout their

college years, make effective career decisions and find satisfying jobs when they

graduate. Other important points of view for your consideration inorder to gain a

more complete perspective include those of faculty, employers, college and university

administrators and the students themselves.

THE MISSION OF A COLLEGE CAREER/PLACEMENT OFFICE

College and university Career Placement Offices are in the business of assisting

students to make satisfying decisions and transitions. We teach students a thoughtful

process of weighing their interests, skills and values against the demands, challenges

and forecasts of varying careers; informatively choosing a course of study and

often related career directions; and eventually, securing a job as a satisfying

"next step" after graduation. Our counseling services, publications, workshops,

speaking engagements, on-campus interviews and training of other college staff all

promote students' involvement in this process and propose to build career

search skills for students. Researching careers, clarifying personal qualities,

drawing relationships between self and career possibilities, decision-making,

preparation and rehearsal for job hunting students and increasing confidence all

are part of this skill building process. These skills help a student while in

college as well as in the future career transitions which characterize our society.

The blue attachment describes the general ways the Career Development Center assists

students in building these skills.

PROBLEMS OF COLLEGE STUDENTS

The premise that college students are generally ignorant of how the work world

functions and thus struggle with making informed and intelligent career decisions

is both backed by research and countless opinions of faculty, counselors and parents.

Students feel that informed career choices...and jobs following graduation for that

matter.. .will simply materialize by being in college. Unfortunately, this is not

the case. Personal growth and academic development often occur for students in

college with precious too few connections made to the work world and future career
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possibilities. And, for many, the expectation that the 'Placement Office" will

make the connection for the student two weeks before graduation remains unmet.

Career planning and job hunting is both hard work and anxiety provoking for

students. The majority of students do not actively seek the regular assistance of

a Career Development Center - or they simply stop by with the intention to return

for more serious work - and largely flounder in their career direction by making

choices based on hunches, misinformed friends, and biases of parents. The data

in Table 1 on Career Development Center contacts with students can be misleading

as the same student can fall into several categories and one or two contacts does

not always result in an informed and confident career decision or transition. Career

planning requires the same thoughtfulness and commitment as learning any academic

subject matter. Generally, it is estimated that a typical Career Planning and Place-

ment Office has program contact with about ½ of the student population.

ON-CAMPUS RECRUITING AT UMCP

Each year, approximately 450 individual employers schedule between 650-700

recruiting trips to the University of Maryland-College park inorder to conduct

11,000+ individual interviews. The on-campus recruiting program reflects supply

and demand in the marketplace. Consequently, employers interested in technical

graduates (engineers, physical scientists, computer scientists) out number employers

interested in non-technical graduates (business, social scientists, liberal arts)

by two to one.

Two thirds of the career opportunities through On-Campus Recruiting are in the

Maryland, Washington, D.C., Northern Virginia area. By including openings located

in the Mid-Atlantic area, this figure is increased to 85%. The student population

at UMCP reflects a similar pattern; 85% are Maryland residents and desire to remain

in the Maryland-Virginia or Mid-Atlantic area.

The largest group of employers who recruit at UMCP from this area is

information handling services including software development. Public accounting

is second with Manufacturing and the Federal Government 3rd & 4th.Relating these ranki

to academic backgrounds, there is still a two thirds to one third ratio of technical

opportunities to non-technical.

Some data from the On-Campus Recruiting Program at UMCP can be found in Tables

C 7, 8 and 9.
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SURVEY DATA ON UMCP GRADUATES

Two campus-wide surveys of graduates have been conducted through cooperation

between the UMCP Career Development Center and the Counseling Center - one of

December, 1978 graduates and the other of May, 1979 graduates. Study samples

and rates of return were 682 students (83% return rate) and 542 students (79%

return rate) respectively. The surveys were conducted to gain a campus-wide

picture of where graduates go when they graduate - their careers, career satis-

faction and how they view their college education retrospectively. Data from these

studies are in Tables 2,3,4 and 5.

SOME PROPOSALS FOR SOLUTIONS

* Career Planning in the Curricula

Student motivation as well as available time to do career planning is limited

particularly at a commuter university like the University of Maryland-College

Park. Systematic, organized and effective career planning can best take place

through the established curricula - either as a separate career planning course

which all students take (both early in their college education and before graduatior

or as individual study units as part of regular required courses e.g. a beginning

English course or mid-level Economic course. Career issues are often integral

to academic subject matter (English - resume writing and interview communication,

sociology - the organization and role of work) and could be personalized to the

student through a variety of teaching formats. This would insure that all students

be exposed to career planning as an integral part of their college education.

* Job Development

Personal knowledge of and contacts in the work world are keys to making a

successful transition from college to work. The want ads, interviewers who

recruit on campus and the job vacancies sent to the Career Development Center

reflect only a small part of the job market. There is a need for resources and

staff to develop communication with a wide variety of employers including small

businesses, agencies, research centers, organizations in the arts and humanities,

professional associations, etc. so as to open up a greater array of opportunities

for students.
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* Information Through Campus Media

Most college students have little time or interest in career planning as a

separate activity from college life. One of the Career Development Center

goals is to integrate career planning and information with the regular campus

communication channels e.g. the student newspaper and campus media center.

Increased funding is needed to both provide students with campus-wide video

tape media and computer terminal access and to develop quality materials which

students can use at their convenience and motivation.

* Assist Students Before College

Many students attend college for the wrong reasons or for no specific reason.

Pre-college students, on the whole, have very unclear expectations for the

personal, academic and career growth which will occur for them - and often fail

in college because of this shortcoming. High schools and colleges need to do

a better job of helping students make college decisions. Potential personal,

academic and career outcomes need to be realized by the student before matric-

ulation and in an organized and programatic fashion, made a key part of his/her

college decision-making. Presently, this doesn't happen for most students. I

believe colleges for the most part do not clearly articulate their goals to

students and high schools do not assist students, on a large scale, in making

thoughtful choices on post-high school options.

* Career and Labor Market Information in Helping Students

Students and parents often echo the questions - "Where are the jobs?"..."What's

opening up?.' "What are the forecasts for the future?" - as key concerns in career

planning and without equal consideration for the interests, skills and values

of the individual(s) doing the planning. One does not have to look far to find

bundles of information which point to computers,information services, technology,

in general, engineering, leisure/recreation services, sales/marketing and the

health care industry among others as needing trained and qualified people for the

future. This kind of forecasting is relatively useless for the average student

unless he/she is able to assess his interests, skills and values with respect to

various career considerations. Additionally, when viewing more specific industry

forecasts, it is unclear as to how the forecasts were developed and often because

of inaccurate estimates of needs by employers as well as varying statistical

methods, conclusions vary and can present a confusing picture for the information

users.
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Even in a perfect world where the student has carefully assessed him/herself,

is familiar with multiple work world possibilities and is presented with accurate

information on supply/demand trends for the future, he/she is still left with the

$64,000 question of "How good am I and how competitive can I be in breaking

into this job market?" The key answer to this question can be influenced by variables

in college - self confidence, luck, building experience and special skills into

college, preparation in job hunting and getting to know people to name a few.

In general, if college students are to make effective career choices and

eventually secure satisfying jobs in those fields, they need: 1) a concrete

understanding of a variety of career opportunites;2) an opportunity to "picture

themselves in work/ career tasks through quality written and media materials;

3) opportunities to try out career experiences; 4) programs to process their concerns

and decisions with a counselor, adviser or helper and 5) Support and assistance

in making job hunting an integral part of their senior year. A Career Development

Center has ways for this to happen but on a campus like the University of Maryland-

College Park, it happens for too few students.
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Table 1
Career Development Center Student Contact (from 80-81 Annual Report)

INDICES OF DIRECT STUDENT CONTACT

1980-81 1979-80

e Professional Staff Individual Counseling Sessions ...... 1,403 1,460
* Peer/Para Professional Advising Contacts ............... 3,777 3,260
* Group Workshops ................. 3,497 1,816
* EDCP 108D Career Planning Course .157 295
* Students Taking On-Campus Interviews .................... 1,641 1,366
• Students Establishing Credentials .1,006 1,111
* Student Visits to Career Library .12,381 8,895
* Students in Classroom Presentations .2,460 1,129
* Students in Club, Association, Social Group

Presentations........................................ 741 1,258
* Students Attending Career Week, Orientation and Major 3,801 4,517

Campus Programso.3,801.4,51

TOTAL STUDENT CONTACTS 30,864 25,107

EXAMPLES OF INDIRECT ASSISTANCE
1980-81

* Training UNDERGRADUATE CAREER ASSISTANTS who influence and assist other
students in career planning--both in the Career Development Center and
in other campus settings

* Mailing of self help career planning guides and publicity to Resident
Life Offices, Greek houses, Student Union, etc. which students can
use in college/career decisions and job hunting

* Publishing 4 Diamondback Career Supplements which are included with
periodic editions of the Diamondback

* Filing video tapes of CAREER WORxSHOPS in the Hornbake Library Non-
Print Media Center for student use on weekends and evenings and making
available telephone call-in audio tapes on resume writing, interviewing
preparation, credentials preparation and Career Development Center services

* Working with and training staff and student leaders in campus organizations
who in turn can positively influence students'career planning

* Cooperating with and developing materials for classroom instructors who
implement career planning activities.

4.
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Table 2

Percentage of May, 1979, Graduates Employed

Full-time by Occupational Group

Type of Occupation % Males X Females % Total

Architecture, Engineering or Surveying 28% 51 15%

Administrative specializations 15% 14% 15%

Clerical 3% 18% 31%

Education 4% 16% 10%

Managers and Officials 13% 6% 10%

Sales 5% 7% 6%

Writing 3% 8% 6%

Miscellaneous non-orofeseional,
technical, and managerial 7% 4% 5%

Mathematics and Physical Sciences 9% 2% 5%

Art 2% 5% 42

Medical and Health 0% 6% 3%

Service occupations 3% 4% 3%

Life Sciences 1% 4% 3%

Miscellaneous professional, managerial,
and technical 3% 2% 2%

Protective Services 21 1% 1%

Total of all graduates reporting (N-336) 100% 100% 100%
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Table 3

Attitudes Tc'vard Ccllege Preparations*

Items

1. "My utadergraduate academic programs helped me.
prepare f(tr my present situation.'

2. "My personal iife in rollege helped me prepare
for my peasent situation..'

3. "My e.tracurric'lar ltte in college helped mc
prepare for may presart .ftuatior.."

4. '1 awr satisficd wlth ry present situation."

5. "if I had it to Jdo ov-r a:alr., 1 wculd take the
Oare or a lmiL:.1 j;ort.'

6. "I *.i .- Jn lrd rio:. 1;.zetica] 1st preparati-n
ar INxCl.

7. "l wish 1 hIad ra
t

aen a r.: e practical, job orcnted
majoI

S. "I wfrS; 1:it I -ken . Ereae:r vz'rlet, tf courses In
addition to fly major."

9. "I fnel that UtICP ue-l-
1

provide career planuing
scrvicesf icr recent aluiri.."

% Positive 1 Negative
Rcsponses Respon ses

62

55

42

.50

57

60

25

3U

83

27

32

39

3 'i

28

61

4.9

02

* Percentages required to add to 100% for each item were neutral responses.



Table 4

Nisponscs by Di-'iio.* to tlhe S ,.s t: "I am saltisfied ith my pr; snt situation."

Agriculture
& Life
Sciences

c.rongly Agree

3ree

ndecided

isagree

trongly Disagree

26%

24%

5%

21%

24%

1007

Arts & F !Th.Ii* and --atbematics, Undergrad- Allied
H{umanities 9 r n-lv!uit y physi cal uate Health

Sci-rnce ` ~ .>S;.1rcns 3ctences .. Studies
snglne'rirng

:6%

16 i,

22%

28%

18%

2 3.

30%

2e%

2 0,

A. 5.'

29 .;

19S

21.7

.6:

100i

32.',

44%

8%

10%

6%

100%,

8%

23%

19%

27%

23%

moz%

0

0

0

0

100l

100zI Qo;4



Table 5

Employment Status of Sample by Division

Agriculture & Arts & Behavioral & Human and Mathematics, Undergraduate Allied
Life Sciences Humanities Social Sciences Community Physical Sciences Studies Health

Resources & Engineering

6%

10%

2%

19%

63%

12%

15%

0

21%

52%
100%

6%

14%

7%

12%

0 0

17%

63%
IUU7

27%

53%

1%

7%

1%

6%

84Z
Y7.

15%

15%

0

35%

35%
;---now nn .; nnev t nUI

0

0

0

100%

0
100%

Percentages adding to more or less than 100% are due to rounding

0)

Not in Labor
Vorce

Uneaployed,
but seeking

Military

Esployed -
part-time

Employed -
full time

CD
CA

To

99;i. .Lux/
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Table 6

Employers Who Interviewed at UMCP 1980-81

Academic Year by Function and Location of Position

No. of Metropolitan D.C. areas Q'ther

Employers (Md., D.C., No. Va) Location

Accounting (public) 37 37

Banking 5 5

Insurance (sales, administration
and loss prevention) 26 26 3

Consulting

Engineering 34 26 13

Research and Development 10 8 3

Information handling (Including

software) 46 43 4

Management 3 2 1

Building Construction 11 7 5

Manufacturing 85 36 56

Processing (Petroleums,chemical/drugs) 29 4 26

Retailing 20 18 4

Public Utility (includes transportion) 20 7 15

Marketing

Technical products/services 2 2

Non-Technical products/services 27 21 6

State and Local Governments 8 4 4

Federal Government 57 35 22

Agriculture business 9 3 6

Other 11 9 2

Total 440 293 166
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Table 7

Employers Who Interviewed at UMCP

1980-81 Academic Year by
Geographic Location, Opportunities

for Technical and Non-Technical Graduates

Location of Position

State of Maryland

District of Columbia

Virginia

Middle Aflantic

North East

South/Southwest

Mid-West

West

171

48

75

85

29

25

19

14

466

Federal Government
Technical
Non-Technical

Non-Government

Manufacturing
*Services(T)
**Services (NT)
Other

48
11

115
130
142

11

457

* Consulting engineering, software,

R & D firms

** Retailing, banking, public accountin
marketing

Table 8

Follow-up Study of Teacher Candidates

Potal Registrants Teaching Job in Out of State Other Employment or
Maryland or Teaching Job Graduate School
Metropolitan Area

Bachelor degrees - 596 290 21 285

Ldvanced degree - 186 22 23 141

Type of Work



Table 9

Summary, On-Camous Recruiting Program, Fall, 1981
Student Registration No. of Employers

Bachelor's Master's Requesting
DIVISION/DEPT. Alum D/81 M/82 S/82 D/81 M/82 SS/82 Ph.D. TOTAL Discipline
HUMAN & COMMUNITY
DEVELOPMENT
Education 1
Industrial Arts 1 1
Industrial Tech. 7 5 1 13 6
Fam. & Com. Dev. 1 1 1 3 1
Food, Nut. IA 1 1
Housing a Ap. D. 1 1 2
Tx & Com. E. 3 4 1 8 3
Tex. Science 2
Recreation 1 1

Individual Studies 2 2
General Studies 1 1

MATH, PHYSICAL SCIENCE
& ENGINERING
College of Engineering
Aerospace 6 10 1 17 14
Agriculture 2 2 1
Chemical 6 39 4 5 7 1 62 47
Civil 2 27 13 3 1 1 47 23
Fire Protec. E. 6 1 7 5
Electrical 2 48 34 2 2 1 89 131
Mechanical 30 46 4 1 81 109
Nuclear 2 4 6 12
General Engr. 31

Computer Science 40 27 2 2 2 1 72 99
General Physical Sci. 13
Geology 1
Math 1 4 3 8 45
Meterology 2
Physics 2 1 3 13

Total 26 410 407 33 21 24 5 2 928 *

*Total No. individual employers recruiting: 327

0D



SUMMARY

ON-CAMPUS RECRUITING PROGRAM, FALL 1981

Student Registration No. of Employers

Bachelor's Master's Requesting

DI'ISION/DEPT. Alum D/81 M/82 SS/B2 D/81 M/82 SS/82 Ph.D. TOTAL Discipline

BFhAVORIAL & SOCIAL

S:1ENCES

College of Bus. & Mgmt.

Accounting 4 64 102 10 180 52

Finance 30 17 3 5 2 57 12

Gen. Business 5 11 8 2 27 48 (+ 6 f/M)

Mgmt Sci. & Stat. 2

Marketing 31 37 1 3 5 77 13

Personnel & Lab. Rel. 5 5 10

Transportation 2 5 9 1 3 20 4

Crim. Justice 3 1 4

Government & Politics 3 4 1 a

Psychology 3 3

Urban Studies 1 1

Economics 3 25 9 1 38 9

Infornation Sys. Mgmt 13 12 1 1 27 15

AGRICULTURAL & LIFE
SCIENCES

Ag. Sciences 2 B 1 11 3

An Science 1 1

Ag. Res. Econ. 2 1 3

Bio Chem 1 1

Chemistry 1 7 3 1 2 14 15

Gen. Bio. Science 1 2 3 5

Zoology 1 1 2

Mirobiology 2

Horticulture 1 1

ARTS & HUMANITIES

English 2 2 3

History 2 1 3

Foreign Language 2 1 3 3

Speech 1 1

Radio & TV 1 1

Architecture 1

Open/Any major 16

Journalism 2 2 4
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Senator SARBANES. Thank you. Did you want to add anything, Ms.
Patton?

Ms. PAnrON. No, I think the reports or remarks pretty well speak
for themselves.

Senator SARBANES. It's a very comprehensive statement, and we
appreciate the work that went into it.

Mr. Meade, please proceed.

STATEMENT OF J. MICHAEL MEADE, DEAN OF STUDENTS, MONT-
GOMERY COLLEGE-GERMANTOWN CAMPUS, GERMANTOWN, MD.

Mr. MuADE. Thank you. My name is Michael Meade, and I'm repre-
senting Montgomery Community College, which serves the people of
Montgomery County in the State of Maryland. My position is that of
dean of students at the Germantown Campus, which is one of three
campuses of Montgomery College. I thank Senator Sarbanes for in-
viting Montgomery College and other Maryland State institutions of
higher education to this hearing.

The focus of this statement is on the student services of advising
and counseling at Montgomery College in this time of depression. In
consulting the Montgomerv County Office of Economic Development,
it appears that unemployment in Montgfomery County is currently
at 3.8 percent of a labor force of approximately 300.000 people. At
this time, approximately 23 percent of the total Montgomery County
work force is employed by the Federal Government, but in 1970, 28
percent of the Montgomery County labor force was employed by the
Federal Government. Montgomery County is becoming less dependent
upon the Federal Government to employ its people. It is possible to
conclude, therefore, that in the next few years people in the labor force
in Montgomery County will be looking for lateral and vertical trans-
fers in employment: some will be seeking new employment from the
awkward position of having no job, but the majority will be looking
for new employment while possessing a current job.

This information has direct impact on the advising and counseling
programs at Montgomery College. Anticipating a mild recession in
Montgomery County in the next months, it appears that the trend in
student body characteristics already noted will crystalize even further.
Because of the variables of inflation. the women's movement, recogni-
tion by men of the symptoms of mid-life crisis, recognition of the
phenomenon of "burnout," the high divorce rate, as well as the current
recession, the student body of Montgomery College over the past 6
years has changed markedly. The mean age of the student bodv has
changed from 23 in 1971 to nearly 27 in 1980. In 1971. women ac-
counted for 45 percent of the student population; in 1980 they ac-
counted for 57 percent. In this same period, the student population
grew from 10.645 in 1972 to 17,715 in 1980.

There is also a distinct trend toward attendance at Montgomery
College on a part-time basis, that is, a course load of 11 credit hours
or fewer. In 1972, 45 percent of the students were part time, and in
1980, 65 percent of the students were part time. These sturdent body
characteristics reflect the needs of the people of Montgomery County.
Some are presently employed, preparing themselves for lateral and
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vertical employment opportunities, and some are preparing themselves
to enter the job market.

With all the above as background, it has evolved that Montgomery
College's advising and counseling program has tended to emphasize
career planning and job placement services. Students coming to Mont-
gomery College in 1981, in the main, want help with career choices and
job-hunting techniques. To meet this need, each campus of Montgom-
ery College has a Career Planning and Placement Center which pro-
vides information and counseling services. Information on careers,
employment trends, specific employers in Montgomery County, is as-
sembled and is available to students in the form of books, pamphlets,
microfiche, video tapes, and hopefully in the future, through a com-
puter-assisted format. The counseling service is provided by profes-
sional counselors who have the training to assist a person to go
through the decisionmaking process of career choice from self-under-
standing, transfer or personal skills to the job market, selection of a
specific career, to field survey to interview people on the job, to devel-
opment of a network resulting in employment.

To demonstrate that people are in need of the career planning serv-
ice, the Germantown Campus of Montgomery College advertised to
the people in the upper county area that the 'Career Planning and
Placement Center would offer free, 2-hour orientations on the purpose
and value of career planning. This was advertised to students-to peo-
ple who were not students of the college but people in the community.
In the fall semester of 1980, 223 people came for the orientation, and
of these, 173 registered for a 1-credit-hour course on career planning.
Many of these same people now want to take the 1-credit-hour course in
job-hunting toechniques. There i-, everv reason to believe tflat. due to the
economv and increased personal awareness, students will continue to
seek help in career planning and the emphasis of the advising and
counseling programs will continue to be career development.

With regard to the job placement service, there is a two-pronged pro-
gram. It is the policy of student services that it is essential to teach
students how to get jobs. also that the college must have a systematic
wav to list jobs received and obtained through the community. The
college wants to teach the student "how to fish," how to find a job,
rather than "give him/her a job." In the fall of 1981, the placement
office across the college had approximately 700 employers listing job
opportunities for the Montgomery College student body. This num-
ber is a light increase over the number of employers who listed in the
fall of 1980. The maioritv of these jobs are, nart time.

It is imperative that something he said here about the importance
of recession or the policies of the President of the United States of
America on student employment opportunities through the college
work study program. As a part of a student's financial aid package,
a student may earn a certain amount of money working at the college.
This money is 80 percent from the Federal Government and 20 per-
cent from the college. In the past 2 years, Montgomery College has not
been able to increase the overall college work study program, not be-
cause of student need, hbt because of Federal appropriations. Two
years ago, Mont!Tomery Colletre had 150 sturdonts workingr off-campus
in the community supporting themselves so they could stay in school.



302

Currently, Montgomery College has no off-campus college work study
program. If money were provided by the Federal Government, the
college work study program could reinstitute this kind of work ex-
perience for students.

In summary, it is anticipated that the recession will be mild
in Montgomery County. However, this recession will be one more
variable among those previously listed. That is, inflation, need for
double incomes, women's movement, and increase in numbers of
divorces, the perceived need for vertical and horizontal job change,
which will have impact on the characteristics of the student body at
Montgomery College. The typical student will be female, age 25 and
over, attending part time and seeking help with career planning and
job placement.

The student services program of advising and counseling have
changed to meet the needs of these students and will be required to
continue to be flexible as student needs vary because of forces both
external and internal to the student. It is hoped that these observations
will contribute to your collection of information to understand the
import of the recession on Montgomery College student services
programs.

Senator SARBANES. I appreciate it. I want to thank all of the panel.
There has been some very helpful testimony.

Let me ask you this question. How reliable for predicting what's
necessary do you regard the economic information that's available to
you. Where does that come from, to begin with? The Department of
Labor?

Ms. JoHNsoN. Yes. We get a lot of information from the Depart-
ment of Labor, and we get the handbook that is used in counseling the
students and to keep abreast in what's going on in unemployment.

Senator SARBANES. How reliable do you regard that information
provided to you? Or do you discover that when you get there is doesn't
really apply?

Ms. JOHNsON. In some instances, I don't think it does. I don't think
it's entirely reliable sometimes, because you'll find that it appears dif-
ferent. They may have unemployment listed at 7 percent. But to hear
people talk about it and to watch the news and read it, articles and
things, it appears that it's actually more than that.

Mr. BACHHUBER. I think it's very hard to talk about the reliability
of that kind of data. But I think even more important than that is the
way the data is presented to the information users is also rather
confusing.

I think most college students, as well as us, people here on this panel,
find it very difficult to try to use the data in assisting students who are
trying to make decisions. We view that kind of data as only a piece in
the puzzle.

And we try to help students understand that they first have to really
know who they are as individuals. Thev need to have an understanding
of their own interests and abilities and values, and then somehow try
to integrate the information from the Bureau of Labor Statistics in
making an informed choiee. And that's a very complicated process, and
it's one that I think we all strugfgle with.

Mr. BORCHARD. I would just want to add to that, we see our Job very
much the same. The problem with the Department of Labor Statistics
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is that they are national averages. They don't tell you what it's going
to be like in Washington, D.C. And, of course, the Washington, D.C.,
job market is not the same as the Nation in general, so that that
definitely needs to be taken into consideration.

The other thing that we try to alert our students to is the fact that
we're in such an era of change. Whether or not we're in a time of reces-
sion, we re in such a change now that the only secure thing they have is
a real insight on their talents, what they have to contribute and how
and where those are marketable. They need to learn job-hunting skills,
because they are going to be doing that through the course of their life-
time. So it's a skill they need to acquire. This whole thing, the career
planning, needs to be an ongoing process that I think we all need to
master.

Mr. MEADE. I would just like to add that most of the students-when
we do research on the graduates from Montgomery College, most of
them live and work right here in Montgomery County. Only about 10
percent leave the area. So it's really important for us not to be totally
dependent upon the Bureau of Labor Statistics, but to use our ac-
counting office of economic development, which provides a tremend-
ous amount of information, and then to actually go out and talk to the
employers, up and down the I-270 corridor. They're very helpful and
well organized, and they will tell us what they predict they're going
to be hiring.

Now, the problem is that they can predict, you know, only so well,
also. So we have to start with the students, say "What are your inter-
ests? What are your values? And what are your skills?"

Now, just remember that any company is going to have a 4-percent
turnover because of death, retirement, getting fired, et cetera. You're
going to have to hit the pavement, too, You're going to have to hit the
streets and start interviewing and develop a network.

But we've really become more dependent upon our own county offices
to tell us what the trends are and then to actually go out and talk to
the employers, because the in formation coming from the Federal Gov-
ernment is of a broad nature. And, of course, it should be.

Senator SARBANES. Are your students getting any career counseling
that you can notice at the high school level or is that pretty much a
bygone thing?

Mr. MEADE. Recently, due to-the State department of vocational
education, gave me some money about 3 years ago; we developed an
articulation booklet, with the area of five high schools in the upper
part of Montgomery County. And the really-probably positive thing
of developing an articulation booklet, which will show a student if
you have certain interest, if you have certain values, if you have cer-
tain skills, that you may be interested in these kinds of college majors
and these kinds of college majors relate to certain kinds of jobs.

I think what I learned most from that is the interaction with the
counselors at the high school level. Yes, they're trying very hard to
be involved in career development, and they all, in this county any-
way, seem to be very interested in Holland Topography, which is the
same way we view career development, so we've been able to do some
articulation.

I think what I hear some counselors saying is they really like that
professional development but they're still strapped with a lot of paper-
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work in the high schools. But I find them to be very professional. I findthey really can help students. But I also find they have not a career
center like we're able to do in the community college and perhaps likein a 4-year college. They can't specialize like that-they're dependent
upon each individual person as a generalist to develop these specialized
skills at a high school level.

Mr. BACHHUBER. I think some of the high schools probably facesome of the problems we face. I've been in touch with a couple of high
schools in Montgomery County, and they have very well-functioning
career centers. But the problems they face are just like us, we lack
staff, we're kind of stretched. And if you take a campus like the Uni-
versity of Maryland, College Park, you're talking about 37,000 stu-
dents. You're talking about a career development center that has about
nine professional staff in the office.

Career development has to be more than just the responsibility ofa single office on the campus, just like career development for high
school students has to be more than just the responsibility as a guid-ance and counseling office.

I think David mentioned earlier that the key to some of thesedilemmas I think is to try to integrate career planning into the main-stream of the institution, and that includes curricula kinds of innova-
tions, it includes getting the faculty involved, really making career
development one of the goals of the institution. And I think in most
cases we find that's not really happening today.

Mr. BOBCHARD. I think that's my assessment of the situation inPrince Georges County. There is not anywhere near the kinds ofcareer counseling going on in the high school setting that there needs
to be. And I think it's because, for one thing, the concept of career
planning is relatively new. The idea that you can plan a career is arelatively new thing.

And I think most of the high school counselors-their preparation
and training and their time commitment to assisting students who are
going on to college and looking at what are the requirements to get
into college, and those kinds of nuts and bolt-, things.

Not many of the counselors have the kinds of preparation and train-
ing that it takes-and the understanding of wlhat's really involved incare-r planning. I see them as almost kind of dlesnerate. realizing they
need to do it but not knowing how. And I think that using some of
the theories that are available without really understanding them can
be a problem.

Holland Topography research shows pretty much that a person's
interest patterns don't crystallize till about affe 18. and thev need somework experience for that. If you try to use the kind of test used in acollege and high school setting, it could be providing more misinfor-
mation than help.

I see those kinds of things are going on. so vou reallv need emphasis
on career planning and really professional understanding of what can
you do. what makes sense to do with the student in the wav careerplanning when they're in the elementary school and the middle years
and the senior years and what needs to be done a ftor high school.

Senator SARBANES. Thank vou very much. It's been a verv helpful
panel. We appreciate the testimony and the prepared statements.
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If we could have the housing panel, Bill Middleton, Robert Snider,
and Martin Poretsky.

Senator SARBANES. Gentlemen, we appreciate your patience in stay-
ing with us.

Mr. Snider, why don't you go ahead. You're in the middle.

STATEMENT OF ROBERT W. SNIDER, SNIDER BROS., KENSINGTON,
MD., AND DIRECTOR AND TREASURER, MONTGOMERY BOARD OF
REALTORS, INC.

Mr. SNIDER. Senator Sarbanes, I am Robert W. Snider, director
and treasurer of the Montgomery County Board of Realtors. The
board's offices are in Kensington, Aid., and it has an approximate
membership of 4,700 members.

I wish to thank you for providing us the opportunity to present
to you information and facts in relation to the effect of high interest
rates and the current recession upon the real estate industry and the
people of Montgomery County. I am providing the subcommittee a
prepared statement together with charts which have been prepared
for this occasion.

As you may recall from previous testimony presented to your sub-
committee, the Montgomery County Board of Realtors is the largest
association in the State of Maryland. It's the 12th largest board of
realtors in the country, from among 600,000 to 700,000 members.

I mention this because the adverse effects that we have felt during
this recessionary period have been felt multifold by many, many
others of our industry throughout the country in addition to having
an in-depth impact upon other industries closely alined with real
estate and construction.

While our industry has suffered severely in the loss of employment
and the loss of income earned and iob opportunities, in the end the
biggest loser of all, of course, is the community at large. In fact,
while there appears to be an excess supply of housing, actually there
is a severe shortage of affordable shelter in this community as well
as througlhouit the country.

We are confident that the only solution to the dilemma in which we
find ourselves is to obtain a speedy reduction in high interest rates by
assuring an adequate supply of money for mortgage purposes. I do not
want to dwell excessively on the adverse effects which the real estate
industry is experiencing because the public, home owners, sellers of
houses and buvers of houses have particularly suffered from these
adverse economiic conditions. Sellers have incurred substantial delays
in the sale of their properties and been forced to use their own equity
for financing purposes in order to consummate sales. Buvers frequently
have paid hither prices even though there is a larger supply of total
housing available.

This is the result of the cost of subsidizing or buying down the inter-
est rate by the seller in order to enable the purchaser to buy at all. The
general result is less and less affordable housing.

We have prepared a series of charts which I think will give you a
clearer picture of the adver-e effects of the recession and high interest
rates on our community. Graph A shows the steady decline in the sale
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of houses since 1978 from 9,994 units to 5,763 in 1981, a drop of 42.3
percent. All of this data is based upon the Multiple Listing Service
statistics of the Montgomery County Board of Realtors.

Graph B shows the drop in volume of sales in an amount of $181
million from 1978 to 1981. The effect on the transfer tax in Mont-
gomery County alone is $1.8 million less in 1981 versus 1978.

Graph C shows the dramatic change in the character of mortgage
loans to finance the purchase of housing. In 1978, approximately 65
percent of all loans were conventional. In 1981 this has dropped to 26
percent. Also note the tremendous increase in assumptions, from 6.3 to
32.6 percent, and owner take-backs from 2 to 15 percent. It is only
these creative and innovative financing methods which have made pos-
sible any sort of resale housing market at all.

Those homeowners without assumable loans were not in a financial
position to hold an owner take-back loan; have little chance of selling
in today's market unless they are prepared dearly to subsidize or to buy
down the loan.

Graph D indicates the average price of housing in Montgomery
County has increased from $79,300 in 1978 to the average price in 1981,
was $106,100. You will note in graph E that there was a steady increase
in the inventory of housing available from 2,717 units at the end of
1978 to 4,235 units on December 31. 1981.

This increase in supply has had little effect on the price of housing.
Sellers will generally endeavor to recover part of the substantial cost
to them of providing financing to buyers by maintaining high prices.
When you take the current inventory of available homes and divide
that by the average monthly sale, it indicates there is currently an 8.8-
month supply compared to a 3.3-month supply in 1978.

Graph F indicates that of the 4,235 houses available at the end of
1981, about 70( percent were in excess of $80o000. As a result, this re-
moves the ability to buy a home at the current high interest rates out
of the hands of the greater portion of the population. Note that where-
as the average price of houses sold was $106.100. the average price of
houses and inventory is much higher; namely, $138,000.

Turning momentarily to the impact of the current economic de-
pression on the real estate industry, it might be interesting to note that
there was a 23.5 percent loss of membership. Over 1,200 members
dropped out of the board of realtors during 1981. Part of this was
made up by new members entering the field.

In addition to the loss of members, 39 firms went out of business
representing 40 different real estate offices throughout the county.
The loss in earnings to the members in the business by the drop in sales
in 1981 represented something on the order of $7-$8 million.

What happened to the ability to buy? There is no doubt that high
interest rates were the primary reasons for the drop in business. If you
compare the average household income, average price house, and the
income required to buy an average price house between 1978 and 1981
you will observe whereas the former increased 38 and 33 percent
respectively, the income required to buy increased 93.5 percent. High
interest rates are the culprit.

The income required to buy the average priced house in Montgomery
County is currently $60,000. Graph I, which was prepared by the
Montgomery County Planning Board, graphically shows the dispro-
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portionate part of household income required to buy today's housing
and why the housing market has been put into total chaos.

If you'll note, this graph shows
Senator SARBANES. Could I go back to the previous graph while

you have it here? That's what's happened to the ability to buy. As I
understand it, in 1978 the average household income was $29,500. In
1981 it was $40,700. So that's an increase of 38 percent in household
income.

The average priced home increased from $79,000 to $106,000. That
was an increase of, let's say, 34 percent. So the household income
actually increased more than the average price of the home increased,
but the income required to buy that average priced home doubled,
in effect. It went from $31,000 to $60,000. That would be almost en-
tirely attributable to the interest rates.

Mr. SNIDER. Entirely.
Senator SARBANES. OK.
Mr. SNIDER. Graph I indicates that to buy the average priced single

family house in Montgomery County, detached house, would take in
1981 between 40 and 45 percent of the average income based upon
whether there was the 10 percent or 25 percent down payment. You
can see the increase in a single family detached house from the 25
percent range in 1975 to the 40 to 45 percent range in 1981.

Let me conclude my remarks by saying, it is essential for Congress
to act now to save the housing and construction industry and avoid
total economic disaster. We believe that inflation can be curbed with-
out the need of destroying the housing industry. This can be done by
assuring an adequate supply of mortgage money which in itself will
have a deflationary effect on interest rates and fight inflation.

When such a policy is accompanied with restraint in Government
spending, we can win the fight against inflation and restore the coun-
try to a state of prosperity.

Thank you.
Senator SARBANES. Thank you very much for your excellent graphs

and very good testimony. We appreciate it.
[The prepared statement of Mr. Snider, together with the graphs

referred to, follows :]
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PREPARED STATEMENT OF ROBERT W. SNIDER

Senator Sarbanes, I am Robert W. Snider, a Director and Treasurer of the Montgomery
County Board of REALTORS, Inc. The Board's offices are at 3809 Farragut Avenue,
Kensington, maryland, and has an approximate membership of over 4,700 merrbers.

I wish to thank you for providing us the opportunity to present to you information
and facts in relation to the effect of high interest rates and the current recession
upon the real estate industry and the people of Montgomery County. I am providing
the committee a written copy of the general character of my corments and charts
which have been prepared for this occasion.

As you may recall from previous testimony presented to your committee, the Montcomery
County Board of REALTORS, Inc. is the largest association in the State of Maryland
and the twelfth largest Board of REALTORS in the country from among sore 600,000 to
700,000 members. I mention this because the adverse effect that we have felt during
this recessionary period has been felt multifold by many, many others of our industry
throughout the country in addition to having an in depth impact upon other industries
closely aligned to real estate and construction. While our industry has suffered
severely in the loss of employment, in the loss of income earned, and job opportuni-
ties, in the end, the biggest loser of all, of course, is the comnsunity at large.
In fact, while there appears to be an excess supply of housing, actually there is a
shortage of affordable shelter in our community as well as throughout America. We
are confident that the only solution to the dilemma in which we find ourselves is
fo obtain a speedy reduction in high interest rates by assuring an adequate suply
of money for mortgage purposes. It is only by assuring an adequate supply of
mortgage money that the competitive factor will again enter the real estate industry
and stop the steady growth in unemployment we are experiencing.

I de not want to dwell excessively on the adverse effects which the real estate
industry has experienced because the public--home owners, sellers of houses, and
buy ers of houses--has particularly suffered from the adverse economic factors.

Sellers have incurred substantial delays in the sale of their properties and been
force to use their own equities for f ancing purposes in order to consummate sales.

Buyers frequently have pa d higher prices even though there is a larger supply of
total housing available. This is the result of the cost of buying down the interest
rate by the seller in order to enable the purchaser to buy at all. The general
result is less and less affordable housing in terms of ability to qualify for
purchases on the basis of the Potential purchaser's income.

We have prepared a series of charts which I think will give you a clearer picture
of some of the points I have tried to make. I would like to present them to you
at this time.
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HOUSE SALES DROP

MONTGOMERY COUNTY

1982 ?

1981 5,763 -

1980 7,5n8

1979 a 9,153

1978 q,994

SOURCE: MCBR MLS DATA
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GRAPH

B

SALES VOLUME DECREASES

MONTGOMERY COUNTY

1978 VOLUME

1981 VOLUME

LOSS VOLUME

$7q2,500,010

$611;500,000

$181,000,000

REVENUE LOSS TO MONTGOMERY COUNTY IN TRANSFER TAXES:

SOURCE: MCBR MLS DATA

t 810, 000
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TYPE OF LOAN CHANGE

MONTGOMERY COUNTY

zJNVENTIONAL LOANS

1981 V3 26,3%

1978 65.0W

ALL OTHER TYPE LOANS

1981

1978 35.0%

ASSUMED LOANS

1981 32 6V

1978 - 6.3%

OWNER TAKE RACK LOANS

181

1978 3 2.2%

SOURCE: MCBR MLS DATA

15.1%

95-758 0 - 82 - 21
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MONTGOMERY COUNTY

ANNUAL AVERAGE SALE PRICE

HOUSING PRICES INCREASE

$106, 100

8.0%I

$79,300'1
132%

10.3%

'1'

1Q79 19801978

SOURCE: 1981 MCBR MLS DATA
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$110,000 -

$100,000 -I

$90,000 +

$80,000 +

$70,000 +

1981
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HOUSiNG SUPPLY INCREASE

MONTGOMERY COUNTY

PROPERTIES AVAILABLE AT ENKD OF YEAR

4,000 +

3,289

3,081

16.1% 1 113,4%

MONTH'S SUPPLY

LISTINGS EOY

SALES

1978 1979 1.98o 1981
3,3 - +267% >o 8.8

2,717 - +55.8s ) 4,235

9,994 - -42.3% ) 5,763

SOURCE: 1981 MCBR MLS DATA

3,000 f

2,000 +
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. PRICE RANGE OF HOUSING AVAILABLE

MONTGOMERY COUNTY

CENT # UNITS PRICE RANGE

5% 193 UNDER S40,C

5% 1104 $40,000 -

5% 1468 $80,000 -

5% 1470 OVER $130,'1

MEDIAN PRICE:

AVERAGE PRICE:

SOURCE: 1981 MCER MLS DATA

$105,000

$138,000

GRAPH
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$80,000

,130,000
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DECREASES IN INDUSTRY ACTIVITY
MONTGO6ERY COUNTY

Loss OF MiEMBERS:

% rECREASE:

;.ET Loss OF r"EMBERS:

% DECREASE

NET Loss OF FIRMS:

OUT OF BUSINESS:

% DECREASE:

OFFICES CLOSED:

% DECREASE

1,266

23. 5f-
653

12. 1,

21

39

10.]%

41

10.670

REPRESENTS A LOSS IN EARNINGS BETWEEN $7 AND $8 MILLION FOR 101]

SOIIRCF: 1qPI MCRR tI S DATA

GRAPH
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6,000

BOARD

11EMBERSH I P

5,399

4, 746

4,000

1/81 1/82

400 -

REAL ESTATE

FIRMS

370

349
300 +

200 +

5no t

I 1
1/81 1/82

REAL ESTATE

OFF ICES

461

420400 +

300 -

1/81 1/82



WHAT'S HAPPENED Tj 'i HL ABILI i Y 0I BUY

MONTGOMERY COUNTY

$10n, non

$sn,nn-
$80V,fOr -

$7O,000 -

$60, 00n

$50,f000

$40,000 -

$30,0no -

1978

1981

AVG. PH INCOME

+38%
AVG, PRICED HOME

+33,8=.

c-o

$31,000 ga

INCOME REQUIRED TO

PUY AVG, PRICED HOUSE

+93.5%

G RAP H

H
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Percentage of Average Household Income
Required to Buy Median Unit of Each Type
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GRAPH A - HCUSE SALES DROP

This graph shows the steady decline in the sale of houses since 1978

from 9,994 in that year to 5,763 in 1981 or a drop of 42.35.

GRAPH B - SALES VOUJMC DECREASrS

This chart shows the drop in the volume of sales in an amount of $181 l-illion

Dollars for 1981 alone in comparison to 1978 sales. The total loss for the three-

year period (1979 - 1981) is, of course, substantial.

The county, as a result of this drop, lost approximately $1,810,000 in

transfer tax revenues.

GRAPH C - TYPE OF ILON CHANGE

The dramatic change in the character of mortgage loans to finance the

purchase of housing is shown in this graph. In 1978, about 65% of all loans were

conventional loans. In 1981, this had dropped to about 26.35. Also, note the

tremendous increase in assumptions from 6.3% to 32.6% and "Owner Take Back Loans"

from 2.2% to 15.1%. It is only these creative and innovative financing methods

which have made possible any sort of resale housing market at all. This graph

really emphasises the isportance of assuring a continued supply of money for

mortgage purposes if Alericans are to be able to acquire adequate shelter.

GRAPH D - HOUSING PRICES INCREASE

The average price of housing in Montgomery County increased from $79,300 in

1978 to about $106,100 in 1981, although in some areas it was substantially hiuher.

Note prices increased 10.3% in 1978, 13.2% in 1979, 9.4% in 1980 and 8.05 in 1981.

GRAPH E - HOUSING SUPPLY INCREASE

You will note that there was a steady increase in the inventory of housing

available. This increase in supply has had little effect on the price of housing,

partially by the necessity to buy down loans in order to make financing sufficiently

attractive to buyers. Consequently, sellers endeavor to recover part of the buy

down cost by maintaining higher prices.

The inventory of housing today stands at about an 8.8 month's supply

compared to 3.3 months in 1978, based uron sales activities for the respective

periods.
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GRAPH F - PRICE RANGE OF HOJSING AVAILABLE

Of the 4,235 houses available at the end of 1981, about 702j were in.
excess of $80,000. As a result, this removes the ability to buy a home at the
current high interest rates out of the hands of the greater portion of the
population. Note that, whereas the average price of houses sold was $106,100,
the average price of houses in inventory is much higher, narely $138,003.

GRAPH G - DE)CREASES IN INDUSTRY ACTIVITY

Turning mamentarily to the impact of the current economic depression on
the real estate industry, it might be interest I to note that the merbership of
the Montgemery County Board of REALTORS declined from 5,399 at the beginning of the
year to 4,746 at the end of 1981, representing a net loss of 653 or 12.1°. Actually,
the loss in membership was 1,266 because of new meabers who entered the business.
This is a substantial loss in the job market.

In addition to the loss in meinbers, note that 39 firms went out of business
and 41 offices were closed in the county.

The loss in earnings to sembers in the business by the drop in sales
represents soeething like $7 to $8 Million for the year.

GRAPH H - WHAT HAPPENED TO ABILITY TO BUY

There is no doubt that high interest rates were the primary reason for the
drop in business. If you compare the average household income, average priced house
and the incene required to buy an average priced house for 1978 and 1981, you will
observe that, whereas the former increased 386 and 33.82 respectively, the income
required to buy increased a whopping 93.58. High interest rates are the culprit.

GRAPH I - PERCENTAGE OF AVERAGE HOUSEHOLD INCUME REQUIRED TO BUY MEDIAN UNIT
OF SOME TYPES OF HOUSING

This chart graphically shows the disproportionate part of the household incct
required to buy today's housing and why the housing market has been put into
total chaos.
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HIGH INTEREST RATES AND INFLATION

ARE RESPONSIBLE FOR:

DROP IN HOME SALES. . . . . . . . . . . . . . OVER 7,500

INCREASE IN HOME PRICES . . . . . . . . . . .OVER 33%

INCREASE IN HOUSING SUPPLY. . . . . . . OVER 55%

HIGHER AVERAGE PRICE OF HOUSING SUPPLY,. . . . OVER $138,000

DROP IN CONVENTIONAL LOANS. . . . . . OVER 59%

DROP IN DOLLAR SALES. . . . . . . . . . . . . OVER $181,000,000

Loss IN COUNTY TRANSFER TAX REVENUES, . . OVER $1,810,000

DECREASE IN REAL ESTATE FIRMS . . . . . . . . OVER 20

Loss IN JOBS. . . . . . . . . . . . . . . . .OVER 1,200

Loss IN INCOME. . . . . . . . . . . . . . . . OVER $7,000,000

INCREASE IN TIME REQUIRED TO SELL

A HOUSE. . . . . . . . . . . . . . . . . . .OVER 200%

INCREASE IN INCOME REQUIRED TO BUY

AVERAGE PRICED HOUSE. . . . . . . . . . OVER 90%

PORTION OF INCOME REQUIRED FOR

SINGLE FAMILY HOUSING . . . . . . . . . .OVER 40%

Let me conclude my remarks by saying that it is essential for Congress to act

now to restore the housing and construction industry to a prosperous posture if we

are to avoid total economic disaster. We believe that inflation can be curbed without

the need of destroying the housing industry. This can be done by assuring an adequate

supply of mortgage money, which in itself will have a deflationary effect on interest

rates and fight inflation. When such a policy is accompanied with restraint in

govenrnent spending, we can win the fight against inflation and restore the country

to a state of prosperity.



321

Senator SARBANES. Mr. Middleton, please proceed.

STATEMENT OF WILLIAM A. MIDDLETON, VICE PRESIDENT,
WEAVER BROTHERS MORTGAGE BANKING, GAITHERSBURG, MD.

Mr. MIDDLETON. Senator, my name is Bill Middleton. I'm a vice
president of the Weaver Brothers Mortgage Banking firm here in
Montgomery County.

Not to reiterate some of the statistics that Mr. Snider has covered, Iwill just cover some things in a brief overview. Most economists feel
that we are nearing the end of the current recession which has brought
us extremely high unemployment, fewer housing starts in the field of
new homes, roughly 900,000 instead of the usual 1,500,000 or 1,600,000
per year.

We are also having a delinquency rate in Maryland now of 1.14 per-
cent, of 1 to 4 unit residential loans, which is a 19-percent increase.
Now, this is based on third quarter statistics. We do not have the cur-
rent statistics. And I personally believe that the delinquency rate will
actually increase, especially in the next 90 days. It will be a critical
period.

New loans issued nationally are off approximately 27 percent. I
would say in Montgomery County that we're off somewhere in the
60 percent range for new loans.

Hopefully in the next 90 days, the mortgage industry is looking forthings to improve. With the new incentives to save the IRA, the
Keogh plans, the tax investment credits, and hopefully a downward
trend in the interest rates plus the pent-up demand for housing, all
should push real estate sales upward.

Continued improvement on the inflation front will give consumers
hopefully more confidence and will facilitate the acceptance of the
new mortgage alternative instruments. The greatest concern of all isthe Federal deficit for 1983, which just recently has been projected at
$109 billion. In that the Federal Government competes with the pri-vate sector for needed funds, this could cause interest rates to climb
back to the excessive levels of last year and even higher.

How the deficit in the overall budget is handled by President Reagan
and Congress may be the key to returning of lower interest rates andincreased activity in the building industry.

To go one step further, in the chart that you have, Senator Sarbanes,
if we take an average couple buying a home in Maryland with a
mortgage of $60,000, their payment is going to run somewhere in the
neighborhood of $830 to $850 per month. That's principal, interest,
and tax payment. At 16 percent, which we are not even at now-when
I originally drew this up we were heading in that direction-we're
actually in the conventional rate of about 173%r percent, it would push
the payment to over $1,000 a month.

In terms of buyers, this eliminates probably about 40 percent of the
buying range of the young person, the time buyer. So, in summary,
interest rates, we feel, are the key to the success of the building industry
in the next year.

Senator SARBANES. Thank you.
Mr. Poretsky, please proceed.
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STATEMENT OF MARTIN PORETSKY, PORETSKY & STARR, INC.,
BETHESDA, MD., AND MARYLAND REPRESENTATIVE, NATIONAL
ASSOCIATION OF HOMEBUILDERS

Mr. PORETSKY. Thank you, Senator.
For the record, my name is Martin Poretsky. I am the Maryland

representative for the National Association of Homebuilders.
I deliberately did not prepare anything beforehand. You have heard

testimony, I know, from Pat McCuan in Baltimore, who is president
this year of the State of Maryland Association, and so forth.

Bob Snider's remarks and charts really say it all for the entire hous-
ing picture. Certainly there is an 8- to 12-month inventory already
in housing. And for that reason, the unemployment in our industry
is well above the 7.9 percent that the State is presently experiencing.

Unfortunately, too-and the last pages of your remarks indicate
that the rates have gone down slightly-but unfortunately, in the last
few weeks it has not been the case. They have been increasing weekly
in the last few weeks. I can't tell you why, but that's a problem.

I want to touch on two other things very quicklv. T gruess to reiterate
that the next 60 days, unfortunately really will tell the tale for the
entire year, between leadtime and other factors that are involved. For
the housing industry, this winter period-usually January historically
is a good time for us. December is not. And the early winter. And then
again in the summer, May, June months are prime, among the prime
selling seasons.

And if we can't have buyer confidence that people return right now
in Januarv and Februarv. then we can't start anything in the spring.
And that leads to the third quarter of the year.

So reallv. if the Government and others are looking to recovery in
the second and third quarter of the year, we need something now.
Everything we talked about last fall has happened, as far as the nega-
tive aspects. Nothing very positive has taken place.

And just through nothing happening at all, it is making the situa-
tion worse. Whereas this past fall we did not see a problem with bank
foreclosures. now banks, whether thev want to or not. find themselves
thinking-Bill can bear this out-being put in a different posture,
and I think foreclosures will start to be occurring. And nobody wants
them.

We had talked before-I mentioned that efforts were beginning in
the State of Maryland in working with Annapolis in trying to get
some pension funds released. Both Bob and I serve on the current task
force. We have not yet gotten anything concrete established. A lot of
discussions are taking place.

But, if something were to happen-let's sav it hanpened in the next
45 days-the biggest stumbling block in the State, like everybody else,
wants to maximize its vield on its portfolio. So we have not gotten
beyond the threshold of talking strietlv market rate interest with
Mr. France and others in the State pension fund.

We have also heard off the record, that not all members of the State
pension fund-whether it is other aspects of it for that matter are
even inclined by their own philosophical leanings, to see these funds
in anv way, shape or form go to mortgages. They would like to have
them in overnight security or something liquid.
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And I think that's a shame. I say it's a shame because I think the
yield last year in Maryland was just below 8 percent on the entire
portfolio.

We are not looking for a handout, but some coupons and tax incen-
tives, perhaps the rate that could be available to the home buyer could
and should under those circumstances be less than the present market.

Senator SARBANES. Let me ask you this: How have delinquencies
on the mortgage payments risen?

Mr. MIDDLETON. Senator, as I covered it they are running about 19
percent. There is a 19-percent increase.

Senator SARBANES. Is this statewide?
Mr. MIDDLETON. This is Maryland. It is actually higher nationally.

Maryland for the third quarter of 1980 versus 1981 was about 3.49
percent. Versus 1981, it's running 4.14 percent. That's a 19-percent
increase.

As I say, when you put together statistical data, it usually runs be-
hind the current time. I think that this rate is going to substantially
increase in the next 90 days.

Senator SARBANES. Of course, you know that unemployment now is
cut to 26 weeks. So if you get any long-term unemployment, those peo-
ple are just going to fall off.

Mr. MIDDLETON. The foreclosure rate will increase drastically.
Senator SARBANES. Can I talk to you about the administration's pro-

posed phaseout of GNMA? Well, this is kind of a loaded question.
Do you see any argument for what they were proposing to do? As

you know, I joined with Senator Bentsen and others quickly, in
opposing it strongly. I fail to see any argument whatever for what they
are proposing to do. The GNMA program more than pays its own way,
to begin with.

Mr. PORFTSKY. I think it is strictly a numbers game. There is no
drain in GNMA, it's a question of simply insuring program. But from
a public standpoint, they can say, "Hey, we just cut out an umpteen
billion dollar program. And this is all going to go to the bottom line."
Although as you see, none of it really would.

What that does is add that much more confusion to the marketplace.
Cause that much more concern.

Mr. MIDDLETON. No question that the GNMA program-in other
words monev. if von deal on a nationnl basis you have got the insurance
through GNMA, investors such as the pension fund, whoever we sell
the loans, they feel very comfortable, very secure in that you have the
Federal Government behind your portfolio, your pool of loans.

I think without this you are going to raise great concern. And espe-
cially like now as Martin is saving, we are trying to tap the Maryland
pension fund. Without the type of insurance of this nature, you are
going to have a very difficult time.

Senator SARBANES. It is my perception that this administration does
not regard housing and a commitment to it as an important national
priority. Since the housing programs coming out of the Great De-
pression, we have always tried to give housing-I don't know whether
you want to call it a preferred position-at least a first-crack position
at available credit.

The ripple effect of the falloff in housing is incredible, because it
just runs right back through the entire economy. But also, I think,
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because of the important social objectives that we attach to home-
ownership.

It seems to me if you just throw housing into the money pool, people
are either going to have to make more money out of housing than has
been traditional, or they are going to move their money into more
speculative ventures where they figure on getting a much higher
return much more quickly.

Housing has meant tying up money over an extended period of time
if we are going to make it available to fairly young families. That's
the only way it can be done. We have built a system to respond to that
reality, and it has given us a far higher percentage of homeowner-
ship in this country than in most other societies-I think to our
advantage.

I see all of that now being undercut.
Mr. SNIDER. I think it is an understatement to say that they don't

have a proper housing policy. It appears that there is a concerted
effort to-not only which has been classical-sacrifice housing and
real estate and construction industry to attempt to get us out of
inflationary period, but now that we are in a recession, have been in a
recession, they have not taken the classical steps to attempt to let
housing lead us out of the recession.

Senator SARBANES. The more I hear this testimony, the more con-
vinced I am becoming that you really are being made the whipping
boys in a lot of respects.

I think the "boom-and-bust" cycle is a contributor to the high cost
of housing people keep harking on. Pat McCuan talked about that
at some length in Baltimore-about his reduced ability to operate
efficiently-as a consequence of having to bust up the skilled work
force that he had managed to assemble. The whole problem of putting
the team back together again every time the company comes around
means that he has a higher priced product as a consequence of what's
happened to his labor force because of the ups and downs.

Mr. MIDDLETON. It runs into related industries. My office used to
employ six people, seven people, excuse me, plus one part-time person.
I have two now, myself and a girl.

I had a very efficient team. When the brokers brought us loans. we
could close them very efficiently, very effectively. Our cycle of time
is very important into getting the loan approved for the transaction,
and now that is delayed. If we start back up there will be a significant
delay because of lack of trained personnel.

Senator SARRANES. What rate would you need to be able to just
move things? I'm not talking about opening the floodgates, hut per-
mitting economic activity to start working in some seminormal
fashion ?

Mr. MIDDLETON. I think we have to really cover two areas; not only
the rate or a given rate, but a given orderly position that the consumer
has the confidence that that rate is where we are at and what we can
work with, and tomorrow morning they are not going to sign a con-
tract on a house at 14 or 13.5 percent and possibly go to settlement
with the rate at 16 or 17 percent. That's the most important thing,
I think, that we face.

I think it should probably be addressed more by Martin from the
standpoint, to get someone qualified as I gave you the statistics here,
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in other words of between 13 and 16 percent on a $60,000 mortgage,
you are talking $150 a month difference.

Somewhere in the 13.5 percent range would probably move the
housing market.

Mr. PoRETsKY. What we would still do then is the builders would
somehow find a way to buy that down further. But where I get
stymied, where Bob picks up, is if I can buy down to where you can
buy the unit, the fellow still can't sell his house that he needed to do
to buy my house, then I have a problem, too.

Now my firm has tried in the last decade, to stay into the first-
predominately the first home buying area. So I am very concerned
with the costs.

And let me sidetrack there just a second, your question back on
GNMA. In terms of Maryland, if we get into a House Commission Re-
port, which I think will come out, it will favor some form of the pres-
ent program, section 8 or whatever, as continuing.

I could be wrong, but especially in this particular area of Maryland,
where those brokers were affected in the past, because of either land
costs or whatever, that the levels were never really high enough to be
that much of a factor. Assisted housing of that nature was never that
large a percentage of the building. Especially Montgomery County.

We thought that the rates were going to go down. I think most peo-
ple thought they were dropping a little bit. My concern 3 or 4 weeks
ago wasn't the fact that my rates have increased; it was a hope that as
people saw rates starting to come down, as Bill was mentioning, that
they wouldn't wait for them to come down further, but that they
would start buying again.

Because we have that psychological problem as well.
You were asking a question on basic affordability. But I am trying

to relate it to time, how crucial it is and how long it takes for things
to react to each other.

I think the housing costs as that chart shows, has stabilized. And as
you say, it is strictly the affordability of this interest rate.

Another thing that is happening and will have to happen in the
psychological area, is that people for this period of time in the mid-
seventies when the cost of housing was rising so high and people were
on buying, things were going up so well. At that time, housing looked
like a great investment.

We are returning now, sadly, returning-fortunately returning-
to the fact that homeownership, sheltering people is our primary con-
cern. That is, people realize that. But sadly, are finding out they can't
meet that objective. And the idea of still trying to maximize the few
dollars you have is what is keeping that money from coming into hous-
ing. It is going into the short-term rates.

Senator SARBANES. What's happened to your own activities in terms
of your work force and starts?

Mr. PORETSKY. I have had to let a middle level of my group go, my
customer service and retained all my superintendents. And we are go-
ing to evaluate things again further in the next coming weeks. It is
something we have to do.

We delievered less than 100 houses last year, which is the first time
I've done that in many years.
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Senator SARBANES. I think that ideology is getting in the way of
practicality on a lot of these calls. The GNMA proposal fits in with
that ideology even though the practical effects of it don't make sense.
It not only does not contribute to the problems you are trying to solve,
it actually worsens them, in my judgment.

As you know, I have consistently felt that the Fed could move inter-
est rates down not only without giving an impetus to the inflation, but
actually helping us to deal with the problem. The Fed has helped to
precipitate us into a recession, and every point on the unemployment
rate, every 1 percent, costs us $25 billion on the deficit between the lost
taxes and the income support payments.

We just get ourselves deeper into that box of the large deficit, which
gives us problems for the future. We have got to try to shake them out
of this attitude. Eventually there is not going to be anything left.

One person who testified, and was skeptical that things would, in
fact, turn back up to any significant degree, asked "What is the contin-
gency plan?"

And I don't see one being projected.
Well, thank you gentlemen, you have been a very helpful panel, and

I appreciate the work that went into your presentations.
That table shows that people are knocked out of the market solely on

the basis of interest rates. The argument that they use or try to use is
that the cost of housing has gone up at a disproportion rate and this
is an effort somehow to bring it back down and get it into focus. That's
obviously not what has happened.

Mr. PORETSKY. Senator, as a matter of fact what we did last fall was,
I sent a letter to all my subcontractors extending their contracts for a
full year, and had no resistance in getting their return.

In fact, many of my contemporaries are going a step further. They
have simply sent out notices saying to renew the contract, they would
work out some reduction. And in many cases this is developing. So I
don't see the price increasing, it is strictly the increase in interest rate.

You are 100 percent correct.
Senator SARBANES. Thank you very much.
The subcommittee is adjourned.
[Whereupon, at 12:45 p.m., the subcommittee adjourned, subject to

the call of the Chair.]
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